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During  the  mid-1970s  the  growth of ac t iv i ty  i n  Turkey was r e l a t i v e l y   r a p i d ,  
bu t   t he   expans ion  was accompanied by growing   ex te rna l   imba lance ,   wh ich   l ed  i n  
the cour se  of 1977 t o   s e v e r e   p a y m e n t s   d i f f i c u l t i e s   a n d   l a r g e  arrears i n  payments 
a n d   t r a n s f e r s .   I n   e a r l y  1978 t h e   T u r k i s h   G o v e r n n e n t ,   f a c i n g   a n   e x t r e m e l y   d i f f i -  
c u l t   e c o n o m i c   s i t u a c i o n ,   i n t r o d u c e d  a b t a b l l i z a t i o n   p r o g r a m ,   i n c l u d i n g  a 23 p e r  
c e n t   d e v a l u a t i o n   o f   t h e   c u r r e n c y   a n d   s u p p o r t i n g   f i s c a l   a n d   m o n e t a r y   m e a s u r e s ,  
which i n  A p r i l  1978 was suppor t ed  by a s t and-by   a r r angemen t   w i th   t he  Fund. 

This  paper reviews the recent economic  developments.  Output  and  expendi- 
t u r e  are  d e a l t   w i t h   i n   C h a p t e r  I, p r i c e s   i n   C h a p t e r  11, t h e   p u b l i c   f i n a n c e s   a n d  
money a n d   c r e d i t   I n   C h a p t e r s  111 and I V ,  t h e   b a l a n c e  of payments and external 
d e b t  i n  Chapter  V, and   t he   exchange   and   t r ade   sys t em in Chapter  VI. 

I. Developments i n  the  Domest ic  Economy 

1 . I n t r o d u c t i o n  

Dur ing   the   f l r s t   th ree   f ive-year   deve lopment   p rograms  (1962-1977) ,   the  
Turk lsh  economy has expe r i enced  two ex tended   pe r iods  of r a p i d   i n d u s t r i a l   g r o w t h  
which i n   e a c h  case ended i n  a major   t i gh ten ing  of t h e   e x t e r n a l   c o n s t r a i n t .  
During  these  years   economic po l ic ies  have   gene ra l ly  p u t  g rea t   emphas i s   on  a 
r a p i d   p r o c e s s   o f   i n d u s t r i a l i z a t i o n ,   w h i c h  i s  regarded  as n e c e s s a r y   i n   o r d e r   t o  

of economlc  development of  o t h e r   E u r o p e a n   c o u n t r i e s .   I n d u s t r i a l i z a t i o n   i n   T u r k e y  
h a s   i n  many cases l e d   t o   t h e   e s t a b l i s h m e n t  of i m p o r t - s u b s t l t u t i n g   i n d u s t r i e s ;  
a l a r g e  par t  of t h e   i n p u t s  f o r  t h e   i n d u s t r i a l   s e c t o r   h a v e   t o   b e   i m p o r t e d ,   w h i l e  
o u t p u t s  a r e  a lmos t   fu l ly   gea red   t oward   t he   domes t i c   marke t ,  where demand h a s  
been  buoyant. Fore ign  exchange  earnings,   which stem main ly  from a g r i c u l t u r a l  
e x p o r t s   a n d   w o r k e r s ’   r e m i t t a n c e s   h a v e   b e e n   i n s u f f i c i e n t   i n   t h e   p a s t   t o  meet 
t h e  s h a r p   I n c r e a s e s   I n   t h e  demand fo r   impor t s   wh ich  are i n h e r e n t   i n   t h i s   k i n d  
of po l l cy .  The r e s u l t l n g   d e t e r i o r a t i o n  of t h e   e x t e r n a l   p o s i t i o n   l e d   i n   1 9 7 0  
and in 1977/78 t o  a s e v e r e   c o n s t r a i n t  on the  economic  development  of Turkey. 

dbsorb a f a s t - g r o w i n g   l a b o r   f o r c e   a n d   t o   b r i n g   T u r k e y   i n   l i n e  w i t h  t h e   s t a g e  

A f t e r   t h e  1970 fore ign   exchange  c r i s i s ,  t h e   T u r k i s h  economy c o n t i n u e d   t o  
grow r a p i d l y   u n t i l  mid-1977 d e s p i t e  a renewed d e t e r i o r a t i o n  o f  t h e   c u r r e n t  
a c c o u n t   s i n c e  1974 .  Domestic demand was buoyant   throughout   the  per iod  1974-76 
and  economic  growth was h a r d l y   a f f e c t e d  by t h e   p e r i o d  of wor ld   r eces s ion .  The 
annual   growth r a t e  of  rea l  GNP i n   t h e  years 1974-76  on  average was 7 . 7  p e r   c e n t ,  
well a b o v e   t h e  medium-term t r e n d  of 6.9 (1962-76).  The aim of f o s t e r i n g  a r a p i d  
i n d u s t r i a l i z a t l o n  of t h e  economy was well r e f l e c t e d   i n   s h a r p   i n c r e a s e s   i n  fixed 
I n v e s t m e n t ,   e s p e c i a l l y   i n   t h o s e  made by t h e   p u b l l c   s e c t o r ,  but t h e  niain f a c t o r  
c o n t m b u t l n g  t o  the   g rowth  of domest ic  demand i n   t h i s  period was consumption 
(Table  1). 

I n   t h e   c o u r s e  of 1977   t he   economic   s i t ua t ion   changed .   Bo t t l enecks   on   t he  
m p o r t  s i d e  s t a r t e d   t o   d e v e l o p ,   r e s u l t i n g   f r o m  a s h o r t a g e  of fo re ign   exchange ,  
a n d   c a p a c i t y   u t i l i z a t i o n   i n   i n d u s t r y  f e l l .  A t  t h e  same time the  i n f l a t i o n  rate 

In  domest ic  demand i n  1977  mainly s temmed  f rom  publ ic   sec tor   expendi tures ;  
p r i v a t e   i n v e s t m e n t   s t a g n a t e d  and pr iva te   consumpt ion  rose s u b s t a n t i a l l y  less 
than  In t h e   p r e v l o u s   t h r e e   y e e L r s .  

a c c e l e r a t e d   s h a r p l y ,   l e a d i n g  t o  a n   e r o s i o n  of nominal  incomes . The i n c r e a s e  
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The d e c e l e r a t i o n  In t h e  growth  of a c t i v i t y   a l r e a d y   a p p a r e n t  i n  1977  con- 
t i n u e d   i n   1 9 7 8 .  The annual   p rogram drawn up  a t  t h e  b e g i n n i n g  of the year cnvis-  
aged a real growth of GNP by 6.1 per cent i n  1978. Domestic e x p e n d i t u r e s  were 
expec ted  t o  Increase by 1 .7  p e r   c e n t ,   t h u s   p e r m i t t i n g  a s u b s t a n t i a l   i m p r o v e m e n t  
In t h e   c u r r e n t   a c c o u n t   o n   t h e   b a l a n c e  of payments .   F ixed   inves tment  was pro- 
j e c t e d   t o   I n c r e a s e  by 5 . 5  per   cen t   and   consumpt ion  by 2.1 per cen t .  P r e l i m i n a r y  
estimates of t h e   n a t i o n a l   a c c c o u n t s  for 1978 p r e p a r e d  by t h e   S t a t e   I n s t i t u t e  of 
S t a t i s t i c s   I n  November 1978 p o i n t e d   t o  arr i n c r e a s e  of GNP i n  volume terms of 
3 p e r  cent. Total f i x e d  i nves tmen t  was e s t i m a t e d  to h a v e   d e c l i n e d  by 12.1 p e r  
c e n t ;   w i t h   f i x e d   i n v e s t m e n t  by t h e   p u b l i c   s e c t o r   d e c l i n i n g  by 16.9 per c e n t .  
Pr lvnte   consumption--which I s  c a l c u l a t e d  in t h e   T u r k i s h   n a t i o n a l  accounts as a 
r e s i d u a l  item--was e s t l m a t e d  t o  have i n c r e a s e d  by 3.8  p e r   c e n t .  It seems pos- 
s i b l e   t h a t   t h e   d e c e l e r a t i o n  In economic  growth was I n  fact  more severe t h a n  
t h e  November n a t i o n a l   a c c o u n t s  estimates s u g g e s t .   T h i s   v i e w  appears t o  be sup-  
p o r t e d   o n   t h e   p r o d u c t i o n  side espec ia l ly  by d a t a  of o u t p u t   i n  the p r i v a t e  manu- 
f a c t u r i n g   I n d u s t r y   a n d  of developments  I n  t h e  c o n s t r u c t i o n   s e c t o r ,  and o n   t h e  
demand s i d e  by t h e   e v a i l a b l e   I n f o r m a t i o n   w i t h   r e g a r d   t o  real income  develop- 
m e n t s .  Data on price i n c r e a s e s   i m p l y   t h a t   t h e   i m p l i c i t  GNP d e f l a t o r   i n   t h e  
November 1978 estimates, which  amounted t o  3 4 . 3  p e r  c e n t ,  was an u n d e r e s t i m a t e ;  
t h e  development of t h e  w h o l e s a l e  p r ice  and  cost  of l i v i n g   i n d i c e s   s u g g e s t s  an 
I n c r e a s e  of abou t  50 p e r   c e n t .  The d a t a   p r e s e n t e d   b e l o w   d i f f e r ,   t h e r e f o r e ,   f r o m  
t h e  l a t e s t  o f f i c i a l  estimates. They Imply  t h a t   w i t h   t h e   e x c e p t i o n  of p u b l i c  
consumption a l l  t h e   d o m e s t i c  demand  components  showed a r e d u c t i o n   i n  rea l  terms 
I n  1978 ,  w i t h  t h e   d e c l i n e  i n  i n v e s t m e n t   a c t i v i t y  being p a r t i c u l a r l y   p r o n o u n c e d  
( T a b l e  2 ) .  - 1/ 
2. Supply 

a. I n d u s t r i a l   p r o d u c t i o n  and  c o n s t r u c t i o n  

I n d u s t r i a l i z a t i o n  has been   g iven  the h i g h e s t   p r i o r i t y   i n   T u r k e y ' s   d e v e l o p -  
ment p l a n n i n g .   l n d u s t r i e s  owned and   ope ra t ed  by t h e   p u b l i c   s e c t o r   a c c o u n t  for  
abou t  30 p e r  c e n t  of value added i n  m a n u f a c t u r i n g   I n d u s t r y .  As a r u l e ,   p u b l i c  
s e c t o r   o w n e r s h i p   a n d   o p e r a t i o n   e x t e n d s  t o  those areas of t h e  economy t h a t  are 
c a n s i d e r e d  of v i t a l   i m p o r t a n c e  b u t  where t h e   p r i v a t e   s e c t o r  is r e l u c t a n t   t o  
i n v e s t .  Most of t h e   p u b l i c  sector i n d u s t r i e s  are o p e r a t e d  a5 S t a t e  Economic 
E n t e r p r i s e s  ( S E E S ) .  A l a r g e  p a r t  of p r i v a t e  sector i n d u s t r y  is c o n c e n t r a t e d   i n  
and a r o u n d   I s t a n b u l .   G i t h   t h e   e x c e p t i o n  of t e x t i l e s   a n d   l e a t h e r   c l o t h i n g ,  manu- 
f a c t u r i n g   i n d u s t r y  i s  p r i m a r i l y   g e a r e d  to t h e   p r o t e c t e d  and p r o f i t a b l e   d o m e s t i c  
market.   The  import   dependence i s  g e n e r a l l y   h i g h  i n  m a n u f a c t u r i n g ,   n o t  o n l y  i n  
respect of m a c h i n e r y  b u t  a l so  of raw materials. E x p o r t s  of manufac tured   goods  
i n   t h e  p e r i o d  1 9 7 4 - 7 7  r e p r e s e n t e d   o n   a v e r a g e   o n l y  8 p e r   c e n t  of  t h e   v a l u e   a d d e d  
I n  t h e   m a n u f a c t u r i n g   s e c t o r ,   a n d  35 p e r  c e n t  of t o t a l   e x p o r t  earnings i n  this 
p e r i o d .  - 2/ The v a l u e  of e x p o r t s  w a s  h i g h e r   t h a n  t h a t  of  i m p o r t s   o n l y   I n   t h e  

1/ The   v i ew  tha t ,  i n  nomlnal  terms, GNP rose by between 45 and 50 p e r   c e n t  
lb-compatible   wlth t h e  development of the m o n e t a r y   a c c o u n t s  (see Chap te r  IV). 
It invo lves  a n  increase i n   t h e  mcome v e l o c i t y  of money, which seems p l a u s i b l e  
i n  t h e   l i g h t  of t h e   s h a r p  rise i n   i n f l a t i o n a r y   e x p e c t a t l o n s .  

2/  Based on the T u r k i s h   c l a s s i f i c a t i o n   o f   e x p o r t s  which c l a s s i f i e s  a number 
o f a g r i c u l t u r a l   p r o d u c t s  which have  gone t h r o u g h  a s i m p l e   g m c e s s i n g  as manufac- 
t u r e d  goods. E x c l u d i n g   p r o c e s b e d   a g r i c u l t u r a l   p r o d u c t s ,   m a n u f a c t u r e d  goods 
( largely t e x t i l e s )  amounted, on a v e r a g e ,  to about 27 per cent of total exports 
i n  the p e r i o d  1974-77. 
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f o o d s t u f f s ,  t ex t i le ,  a n d   c l o t h i n g   i n d u e t r i e e ;  i n  most o t h e r   b r a c c b \ -  r?f indus- 
t r y ,  t h e   i r n p o r t / o u t p u t   r a t i o   e x c e e d e d   t h e   e x p o r t / o u t p u t   r a t i o   s u b s ~ a n t i a l l y .  I /  
The s h a r e  of baelc   consumer goods is abou t  49 p e r   c e n t  of manufac tur ing  produc- 
t i o n ,   i n t e r m e d i a t e  goods 38 p e r  cen t ,  and  investment  goods ( Inc luding   consumer  
d u r a b l e s )  13 p e r  cent. 

In   t he   pe r iod   1974-76   t he   va lue   added   i n   t he   manufac tu r ing ,   min ing ,   and  
ene rgy   s ec to r s   wh ich   r ep resen ted   abou t  25 per c e n t  of CDP, i n c r e a e e d  on a v e r a g e  
by 8.7 per cent, somewhat less t h a n   t h e   a v e r a g e   c a l c u l a t e d   f o r   t h e   p e r i o d  
1962-76  (Table 3 ) .  However, in i n t e r n a t i o n a l   c o m p a r i s o n ,   t h e  growth of  indus-  
t r i a l  product ion  was f a i r l y   h i g h .  In 1977  the  rate of i n c r e a s e  in i n d u s t r i a l  
p r o d u c t i o n   d e c l i n e d  t o  6 . 9   p e r   c e n t ;   t h e r e  were s u b s t a n t i a l  increases for  var-  
ious   bas ic   consumer  goods, cemen t ,   and   pape r ,   bu t   t he   ou tpu t  of i r o n  and s tee l ,  
a r t i f i c i a l   f e r t i l i z e r s ,   a n d   c o t t o n   f a b r i c s   b e l o n g e d  t o  a g r o u p   t h a t  showed a 
s h a r p   f a l l   ( T a b l e  4 ) .  The  slowdown In t he   g rowth  ra te  of p r o d u c t i o n  i n  manufac- 
t u r i n g   i n d u s t r y  became  more  marked i n   t h e   s e c o n d   h a l f  of 1977  and   there  was a 
s i z a b l e   d e c l i n e   i n   t h e   d e g r e e  of c a p a c i t y   u t i l i z a t i o n .  2/  E s p e c i a l l y   i n  :he 
l a t t e r  part  of  1977  product ion  was adversely  inf luenced-by (i) a s h o r t a g e   o f  
raw materials as t h e   f i n a n c i n g  of impor t s  became a b o t t l e n e c k ,  ( i i)  s l a c k e n i n g  
demand, (iii) s h o r t a g e s   o f   e l e c t r i c i t y ,   a n d   ( i v )   s t r i k e s   r e s u l t i n g   f r o m   l a b o r  
d i s p u t e s  

Tle recent   development  of o u t p u t   i n   t h e   m a n u f a c t u r i n g   i n d u s t r y  I s  d i f f i c u l t  
t o  assess a s  o f f i c i a l  data  are s c a n t y .   O u t p u t   f i g u r e s  f o r  v a r i o u s   i n t e r m e d i a t e  

d e c l i n e s   i n   t h e   o u t p u t   o f   t h e   i n v e s t m e n t   g o o d   i n d u s t r y ,   e s p e c i a l l y   t h e   m a c h i n e r y  
and   au tomot ive   indus t r ies ,  are l i k e l y  t o  have   been   even   l a rge r .  As t h e   f o r e i g n  
exchange   sho r t age   worsened ,   p r io r i ty  was g i v e n  by t h e   a u t h o r i t i e s  t o  t h e  imports 
of oil and f e r t i l i z e r .   T h e r e  was a l a c k  of impor t ed   i npu t s  f o r  t he   manufac tu r ing  
s e c t o r   t h a t  had i n c r e a s i n g l y   s e v e r e   i m p l i c a t i o n s   f o r   t h e   g r o w t h  of p r o d u c t i o n  
i n   t h i s   s e c t o r  a s  s t o c k s   o f   s u c h   p r o d u c t s  were used u p .  I n  r ea l  t e r n s ,   i m p o r t s  
of raw materials and (semi) f i n i s h e d   i n d u s t r i a l   g o o d s   d e c l i n e d   i n   1 9 7 8  by a n  
e s t i m a t e d  30 per c e n t ;   e x c l u d i n g   t h e   i m p o r t s  of m i n e r a l   f u e l s   a n d   f e r t i l i z e r s  
t h e   d e c r e a s e  was abou t  40 per   cen t .   Bes ides   t he   s l acken ing   o f   domes t i c  demand, 
e x p o r t s   o f   i n d u s t r i a l  goods showed a d e c r e a s e  of abou t  5-10 per c e n t   i n  volume 
terms i n  1978; t h e  d e c l i n e  was p a r t i c u l a r l y   n o t i c e a b l e   i n   t h e  f i r s t  q u a r t e r  of 
1978 and was n o t   f u l l y   o f f s e t  by a r e c o v e r y  l a t e r  i n   t h e   y e a r .  I n  view of  a 
r e p o r t e d   f u r t h e r   d e c l i n e   i n   c a p a c i t y   u t i l i z a t i o n  i n  1 9 7 8 ,   t h e   s h a r p   d e c r e a s e  
i n  r e c o r d e d   i m p o r t e d   i n p u t s ,   a n d   t h e   a v a i l a b l e   p r o d u c t i o n   f i g u r e s   f o r   t h e  f i r s t  

1/ Al though   t h i s   a s ses smen t  i s  based   upon  the   1973  inp- l t -ou tput   t ab le ,  there 

0 goods  showed s u b s t a n t i a l   d e c r e a s e s  in t h e   f i r s t   h a l f   o f  1978 (Tab le  4). The 

is-reason t o  b e l i e v e   t h a t   i n   g e n e r a l  i t  s t i l l  h o l d s ;   r e l a t i v e   b u o y a n t   d o m e s t l c  
demand t o g e t h e r   w i t h  a rea l  e f f e c t i v e   a p p r e c i a t i o n  of t h e   T u r k i s h  l i r a  formed 
no i n c e n t i v e  t o  i n c r e a s e   t h e   r e l a t i v e   s h a r e  of  e x p o r t s   i n   t h e   p e r i o d   s i n c e  1973. 

c a r r i e d   o u t  by t h e   S t a t e   I n s t i t u t e  of S t a t i s t i c s  showed t h a t ,  from t h e  sample 
i n   t h e   f o u r t h   q u a r t e r  of 1977,  42 per c e n t   o f   t h e  firms i n   t h e   p r i v a t e   s e c t o r  
were working a t  a capac i ty   be low 60 p e r   c e n t   a n d   o n l y  23 p e r   c e n t  a t  a d e g r e e  
of c a p a c i t y   u t i l i z a t i o n   o f  more than  80 per c e n t ;   i n   t h e   p u b l i c  sector, o n   t h e  a o the r   hand ,  29 p e r   c e n t  of t h e   e n t e r p r i s e s  were working a t  t h e   e n d  of  1977  below 
a c a p a c i t y  of 60 p e r  cent,  and 49 per c e n t  a t  a c a p a c i t y  of 80 p e r   c e n t   o r  more. 

2 /  A su rvey  among 2,000 e n t e r p r i s e s   I n   t h e   p r i v a t e   a n d   p u b l i c   s e c t o r s  



- 4  - 

h a l f  of 1978, i t  Is possible t h a t   o u t p u t  of m a n u f a c t u r i n g   I n d u s t r y   d e c l i n e d  
in 1978 by abou, 5 per c e n t ,   w i t h  a s h a r p  f a l l  e s p e c i a l l y  i n  p r o d u c t i o n   i n  the  
i n v e s t m e n t   g o o d s   ( i n c l u d i n g   c o n s u m e r   d u r a b l e s )   i n d u s t r y .  I f  t h l s  i s  so,  I t  
would b e  t h e   f i r s t   s u c h   d e c l i n e   i n   m a n u f a c t u r i n g   o u t p u t  s ince  1949.  The d e c l i n e  
i n   a c t f v i t y  Is llkely t o  have b e e n   e s p e c i a l l y   s e v e r e  in the p r i v a t e  sector 
i n d u s t r i e s ;   o u t p u t  of t h e   S t a t e  Economic   En te rp r i se s  may well have i n c r e a s e d .  

The c o n s t r u c t i o n  sector p l a y s  cn i m p o r t a n t  role In t h e   T u r k i s h  economy 
because o t  t h e  i n f l u e n c e  i t  exerts o n   o t h e r  sectors. The sharr of v a l u e  added 
in t o t a l  GDP amounted i n  1977 t o  about 6 per cent .  V a l u e   a d d e d   i n  the cons t ruc-  
t i o n   I n d u s t r y  rose i n  1977 by 5 . 5  per cent  in real  terms a f t e r   a n   a v e r a g e   y e a r l y  
i n c r e a s e  of 7.6 p e r  cent  i n   t h e   p e r i o d  1974-76 .  The demand f o r  new b u i l d i n g s  as 
measured  by  the  amount of c o n s t r u c t i o n   p e r m i t s   i s s u e d  (In terms of f l o o r  area) 
d e c l i n e d  i n  1977 ( T a b l e  5) .  For 1978, d a t a   o n   c o n s t r u c t i o n   p e r m i t s  are n o t  yet 
a v d l a b l e ,   b u t   o f f i c i z l  estimates imply  a s h a r p  f a l l  i n   i n v e s t m e n t   i n   t h e   h o u s l n f  
s ec to r ,  w h i l e   i n v e s t m e n t s   i n   p r a c t i c a l l y  all other  sectors of the economy are 
also expec ted  t o  have d e c l i n e d .  I t  seems possible, t h e r e f o r e ,   t h a t  a d e c l i n e  i n  
v a l u e  added in t h e   c o n s t r u c t i o n  sector, also of about 5 p e r  cent ,  o c c u r r e d  In 
1978 

b. A g r i c u l t u r a l   p r o d u c t i o n  

D e s p l t e  t h e   r a p i d   e x p a n s i o n  of t h e   i n d u s t r i a l  sector ,  a g r i c u l t u r e   r e m a i n e d  
a c r u c i a l  sector  i n   t h e  Turkish economy.  Although i n  1 9 7 7  it c o n t r i b u t e d   o n l y  
21 p e r   c e n t  t o  G D P ,  t h e   a g r i c u l t u r d l  sector  a c c o u n t e d   f o r  59 p e r   c e n t  of coumo- 
d l t y   e x p o r t   e a r n i n g s ,   a n d  6 0  per c e n t  of t o t a l  employaent .  The major c r c p s  grown 
i n  Turkey a re  cereals ,  i n d u s t r i a l   c r o p s  (such a s  c o t t o n ) ,   t o b a c c o ,   s u g a r  beet 
and G L ~  s e e d s ,   f r u i t s ,  and v e g e t a b l e s .   D e s p i t e   t h e   i n s t a l l a t i o n  of irrigation 
p l a n t s ,  the o u t p u t  of t h e   a g r i c u l t u r a l  sector is s t i l l  l a r g e l y   d e p e n d e n t  on 
weather c o n d i t i o n s .  The emphas i s   g iven  t o  i n d u s t r i a l i z a t i o n   l e d  t o  a f a l l   i n  
t h e   s h a r e  of a g r i c u l t u r e   i n   t o t a l   f i x e d   i n v e s t m e n t   i n   t h e   f i r s t  two f i v e - y e a r  
p lans  (19b2-72) and reached i t s  lowest l e v e l  of below 10 p e r   c e n t  of t o t a l  
f l x e d   i n v e s t m e n t  i n  the e a r l y  1 9 7 0 s .   D u r i n g   t h e   t h i r d   f i v e - y e a r   p l a n ,   i n c r e a s e d  
r e c o g n i t i o n  of t h e  need to improve i r r i g a t i o n  f a c i l i t i e s  l e d  t o  s h a r p  r ises i n  
Investment 1 r  t h e  a g r i c u l t u r a l  sector. 

Eavorab le   wea the r   cond l t ions   and   improved   p roduc t ion   t ecnn iques ,   t oge the r  
w i t h   t h e  more widespread  use of f e r t i l i z e r   a n d   p e s t   c o n t r o l  l e d  t o  sharp i n -  
creases i n  a g r i c u l t u r a l   o u t p u t  i n  t h e   p e r i o d  1974-76. The a v e r a g e   a n n u a l   g r o w t h  
ra te  in t h i s   p e r i o d  was 9 . 6  per mt ,  well a b o v e   t h e   g r o w t h  ra te  of GDP. There  
was a s l i g h t   d e c l i n e   i n   p r o d u c t f o n  i n  1 9 7 7  but t h e   l e v e l  of  o u t p u t   r e m a i n e d  
r e rna rhab ly   h igh .   P roduc t ion   o f   co t ton  and h a z e l n u t s  showed s u b s t a n t i a l   i n c r e a s e s ,  
while t h e   o u t p u t  of most o t h e r  major c r o p s  remained unchanged o r  d e c l t n e d  
(Table 6 ) .  I n  1978 the v a l u e   a d d e d   i n  t h e  a g r i c u l t u r a l  sector is e s t i m a t e d  to 
h a v e   i n c r e a s e d  by 4 per c e n t .  The f u r t h e r  increase i n  c rop   product ion   s temmed 
mainly f r o m   t o b a c c o   a n d   o l i v e  oil, both of which have  a h i g h   v a l u e   a d d e d ;  t h e  
h a r v e s t  of o l l v e s  shows rather large yearly f l u c t u a t i o n s .   T h e r e  was a l so  a n  
i m p o r t a n t   I n c r e a s e  in t h e  p r o d u c t i o n  of l i v e s t o c k  In 1978. 
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3 .  Domestic demand * 

a. Investment 

F ixed   inves tment   accounts  for abou t  23 per  cent of GNP. About 50 p e r   c e n t  
r ep resen t s   Inves tmen t  by t h e   p u b l i c  sector. I n   t h e   p e r i o d  1974-76 t h e   a n n u a l  
growth of t o t a l  fixed i w e e t m e n t   a v e r a g e d  16.8 p e r   c e n t  i n  real terms (Table  2) .  
S t r o n g   i n c r e a s e s   i n  inveetment a c t i v i t y  were r e g i s t e r e d  in a g r i c u l t u r e ,   m i n i n g ,  
and   t he   ene rgy   and   s e rv i ce  sectors. The ave rage   annua l   Inc rease   i n   Inves tmen t  
i n   m a n u f a c t u r i n g   i n d u s t r y   i n   t h i s   p e r i o d  amounted t o  12.2 p e r  cent ,  most of 
w h i c h   o c c u r r e d   i n   t h e   p u b l i c  sector; p r iva t e   manufac tu r ing   i nves tmen t  h?s shown 
l i t t l e  rise s ince   1975  (Table   7 ) .   The   share  of p u b l i c   i n v e s t m e n t   i n   t o t a l   f i x e d  
investment  rose from 48 per cent i n   1 9 7 3  t o  51.5 p e r   c e n t  in 1976. I n  1977 real 
f ixed   inves tment  rLse by 6.9 per cent as a r e s u l t  of  a cont inued  high l eve l  o f  
I n v e s t m e n t   a c t i v i t y  by t h e   p u b l i c  sector (13.2 p e r   c e n t )  a t  a time when t o t a l  
p r iva t e   i nves tmen t  was beginning  t o  s t agna te .   Inves tmen t  by t h e   p r i v a t e  sector 
i n   a g r i c u l t u r e ,  which  had r i s e n   f a i r l y   s t r o n g l y   i n   t h e   p r e v i o u s   t h r e e   y e a r s  and 
had been  the  main fac tor  behind  the  growth of  p r i v a t e   i n v e s t m e n t   i n  1976, 
d e c l i n e d  by 14.9 p e r   c e n t ,   w h i l e   p r i v a t e   i n v e s t m e n t   i n   t h e   m a n u f a c t u r i n g   i n d u s -  
t r y  showed v i r t u a l l y  no g r o w t h   f o r   t h e   t h i r d  year in a row. 

I n  1978 t o t a l  f i x e d   i n v e s t m e n t   f e l l   s h a r p l y ,   w i t h   p u b l i c   I n v e s t m e n t   d e c l i n -  
ing  by about  17 per   cen t   and   p r iva t e   i nves tmen t  by 6 per   cent .   Lnvestment  ac t i -  

impor tan t  par t  of inves tment  i n  machinery  and  equipment i s  imported.   Investrncnt 
a c t i v i t y   i n   t h e   p u b l i c   s e c t o r  was i n f l u e n c e d  by a l a c k  of f i n a n c e   t o g e t h e r   w i t h  
a s h a r p   a c c e l e r a t i o n   i n   p r i c e s  of i nves tmen t   goods   t ha t   e roded   t he   vo lume   r ep re -  
s e n t e d  by nomina l   app ropr i a t ions .   Wi th   t he   excep t ion   o f   t he   ene rgy   s ec to r ,  pub- 
l i c  inves tmen t   In  a l l  sectors  of t h e  economy d e c l i n e d ;   r e d u c t i o n s  i n  inves tment  
I n  t h e   a g r i c u l t u r a l  bector (-27 per cen t )   and   manufac tu r lng   i ndus t ry  (-30 per 
c e n t )  were s u b s t a n t i a l .  The same sectors ( a g r i c u l t u r e   a n d   m a n u f a c t u r i n g   i n d u s t r y )  
showed s h a r p   d e c l i n e s   i n   p r i v a t e   i n v e s t m e n t .   P r i v a t e   i n v e s t m e n t   i n   m a n u f a c t u r i n g  
i n d u s t r y  was adve r se ly   i n f luenced  by the e x i s t e n c e  of l a r g e   o v e r c a p a c i t i e s ,  
which Mere m a i n l y   d u e   t o  a s h o r t a g e  of  raw materials and a s l a c k e n i n g   i n  demand. 
P r i v a t e   i n v e s t m e n t  i n  t h e   a g r i c u l t u r a l   s e c t o r  was p r o b a b l y   a f f e c t e d   b y   t h e  
development of ru ra l   i ncomes  i n  the p a s t  two y e a r s ;   a f t e r   s u b s t a n t i a l  real 
i n c r e a s e s  in t h e   p e r i o d  1974-76, t h e  r i s e  i n  rural  incomes i n  1977 and 1978 was 
comple te ly  eroded by i n f l a t i o n .  The decline i n  hous ing   inves tment  (-8 per c e n t )  
wds i n f luenced  by t h e   f a c t   t h a t   t h e   r e l a t i v e  amount t h a t   b u y e r s   c o u l d   f i n a n c e  
through  the  banks  had  been  lowered a t  a time when prices of houses   i nc reased  
s u b s t a n t i a l l y .  

v i t y   i n   g e n e r a l  was  hampered i n  1978 by t h e   f o r e i g n   e x c h a n g e   s h o r t a g e  as an  

S t o c k b u i l d i n g   i n   1 9 7 7   t o o k   p l a c e   m a i n l y   i n   t h e   p u b l i c   s e c t o r   a n d   r e f l e c t e d  
predominant ly   the   accumula t ion  of a g r i c u l t u r a l   c o m m o d i t i e s ,   e s p e c i a l l y   w h e a t  
and tobacco, which were p a r t l y   e x p o r t e d   i n  1978. It  is l i k e l y   t h a t   I n   t h e   e a r l y  
p a r t  of 1 9 7 7   a l s o  some accumula t ion  of imported raw materials occur red .  The 
d e c l i n e  in l n v e n t o r i e s   t h a t   t o o k  place i n   t h e   p r i v a t e   s e c t o r  i n  1978 l a r g e l y  
reflects worsening   shor tages  of  e s s e n t i a l  raw materials f o r   t h e   m a n u f a c t u r i n g  
s e c t o r .  The d e c l i n e   i n   g r o s s   f i x e d   i n v e s t m e n t   a n d   s t o c k b u i l d i n g  were the   ma in  
factors behind t h e  d e c l i n e   o f  5 per c e n t   i n  t o t a l  d i rmes t ic   expendi tures  in 1978. 
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b. Consumption - l /  

Consumption was buoyant  in the  p e r i o d  1974-76 and i n c r e a s e d  a t  a n  a v e r a g e  
a n n u a l  race of 8 .5  per c e n t   i n   t h o s e   y e a r s .  The development  of p r i v a t e  consump- 
t i o n   w h i c h   a m o u n t s   t o   n e a r l y  70 per c e n t  of GNP was i n f l u e n c e d   i n   p a r t i c u l a r  by 
t h e  buoyancy of  ~armers '  incomes   wh ich   bene f i t ed   f rom  inc reases  in s u p p o r t  prices 
for a g r i c u l t u r a l   p r o d u c t s  as well as large I n c r e m e n t a   I n   p r o d u c t i o n -  In 1976 
a l s o   l a r g e  wage i n c r e a s e s  which o c c u r r e d   b o t h  i n  t h e   p u b l i c  alrd p r i v a t e   s e c t o r s  
c o n t r i b u t e d   t o  t h e  i n c r e a e i n g  demand f o r  consumer goods. The r ise ?n   p r ivaLe  
consumption slowed down i n  1977 to  3.2 per cent ,  below t h e   g r o w t h  r a t e  of GNP.  
Farmers' incomes   d id   no t  increase in real term a8 s u p p o r t  Dricee r o s e  onLy 
m o d e r a t e l y   w h i l e   a g r i c u l t u r a l  production s t a g n a t e d .  Real Incomes i n   g e n e r a l  were 
a f f e c t e d  by t h e  s h a r p   a c c e l e r a t i o n   i n   i n f l a t i o n   t o w a r d   t h e   e n d  of  t h e   y e a r .  
Pr ivate  consumption is e s t i m a t e d  t o  h a v e   d e c l i n e d  by n e a r l y  2 per c e n t  i n  real  
terms i n  1978 .   S t eep   nomina l   i nc reases  i n  incomes were e roded  In t t , e  course of 
1978 by a c o n t i n u e d   r a p i d  r ise i n   p r i c e s  and by t a x a t i o n .  Fixed income recip- 
i e n t s ,  farmers, a n d   p u b l i c   s e c t o r   e m p l o y e e s   p r o b a b l y   e x p e r i e n c e d   d e c l i n e s   i n  
real  disposable  income. The l a t t e r  d e v e l o p m e n t   p a r t l y   r e f l e c t e d   t h e   i n c o m e s  
p o l i c y  of  t h e   G o v e r n m e n t   w i t h   r e g a r d   t o   c i v i l   s e r v a n t s '  sa lar ie s  a n d   a g r i c u l -  
t u r a l  s u p p o r t  p r ices .  The growth  rate of pub l i c   consumpt ion  i s  e s t i m a t e d  t o  
h a v e   d e c e l e r a t e d   t o  3 1/2 p e r  cen t  I n  1978. 

4 .  Labor  market 

lhe rap id   g rowth  of t h e   p o p u l a t i o n  2 /  fn Turkey has created problems con- 
nec ted  w i t h  u r b a n i z a t i o n ,   p r o v i s i o n  of w z l f a r e  services,  and,   above  all, employ- 
ment. The m a j o r i t y  of e m p l o y m e n t   r e m a i n s   w i t h i n   t h e   a g r f c u l t u r a l  sector ( T a b l e  
8 ) ,  b u t   t h e  number of p e o p l e   w o r k i n g   i n  t h i s  s e c t o r   s h o w s  a d e c l i n i n g   t r e n d .  
The i n c r e a s e s  I n  employment i n   t h e   n o n a g r i c u l t u r a l   s e c t o r  were n o t  s u f f i c i e n t  
I n  t h e  p a s t  t o  absorb t h e  growth rate i n  the l abor  f o r c e   a n d  t h e  m i g r a t i o n  of 
w o r k e r s   t o   t h e   c i t i e s .  As a r e s u l t ,  t h e  unemployment r a t e  showed an upward   t rend  
d e s p i t e  t h e  e m p h a s i s  o f  economic   po l icy  on i n d u s t r i a l i z a t i o n   a n d   t h e  n e t  emigra- 
t i o n  of workers   abroad .  

In the per iod  1975-78 t h e   d o m e s t i c   l a b o r   f o r c e   g r e w  a t  a n   a v e r a g e   a n n u a l  
rate of 1.5 p e r  c e n t ,  3/  w h i l e  employment   increased a t  a n   a v e r a g e  r a t e  of 0.9 per 

1/ P r i v a t e   c o n s u m p t i o n  i n  the T u r k i s h   n a t i o n a l   a c c o u n t s  s ta t is t ics  i s  c a l c u -  

- 

laTed as a r e s i d u a l  item; a d e q u a t e   d a t a  on d isposable   income of p r i v a t e  house- 
h o l d s  are  n o t   a v a i l a b l e .  

2 /  I n  recent years (1975-78) Turkey's p o p u l a t i o n  has  been growing a t  an 
average a n n u a l  ra te  o f   a b o u t  2 1/2 p e r  c e n t .  

3 /  E x c l u d i n g   t h e  number of workers   abroad .  A c o n s i d e r a b l e   p a r t  of t h e   l a b o r  
f o r c e   c o n s i s t s  of se l f -employed   and   the i r   fami ly   members .  The f i g u r e s  shown i n  
T a b l e  8 are  estimates of t h e   S t a t e   P l a n n i n g   O r g a n i z a t i o n  (SPO), u n l e s s  otherwise 
i n d i c a t e d .  The labor f o r c e   s u p p l y   f i g u r e s  a re  based   on  estimates of p o p u l a t i o n  
growth rates,  c h a n g e s   i n   a g e   s t r u c t u r e  of t h e   p o p u l a t i o n ,   e x p e c t e d   m i g r a t i o n  
ab road ,   changes  I n  the p a r t i c i p a t i o n  of women, e t c .  Employment d a t a  a r e  based on  
estimates of e m p l o y m e n t   o p p o r t u n i t i e s   r e s u l t i n g  from t h e   s e c t o r a l   g r o w t h  r a t e s  
a s  c a l c u l a t e d   i n   t h e   v a r i o u s   d e v e l o p m e n t   p l a n s .  The t r u e  l e v e l  o f  ynemployment 
is o f t e n   q u o t e d  t o  be much h i g h e r ,  among other t h i n g s  due t o  a high level of 
underemployed labor n o t  reflected in t h e  o f f i c i a l  d a t a .  
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c e n t   p e r  annum. As a r e s u l t ,   t h e  unemployment rate rose  from  12.3 per c e n t  of 
t h e  labor f o r c e   i n   1 9 7 5   t o   1 4 . 3   p e r  cent i n  1978. The  growth rate of t h e   l a b o r  
f o r c e   r e f l e c t e d   p a r t l y   t h e  f a c t  t h a t   t h e   p o s s i b i l i t i e s  t o  e x p o r t   t h e   e t r u c t u r d  
l a b o r   s u r p l u s   t o   E u r o p e a n   c o u n t r i e s  have d e c r e a s e d   c o n s i d e r a b l y   s i n c e   1 9 7 4 ,   d u e  
t o   t h e  recession a n d   t h e  slower growth rates t h a t   t h e s e   c o u n t r i e e   e x p e r i e n c e d  
a f t e rward .   In  face of t h i s   deve lopmen t ,  the Government has promoted the e x p o r t  
of l a b o r  t o  Middle Eastern c o u n t r i e s ,   e s p e c i a l l y   L i b y a   a n d  Saudi Arabia .  As a 
r e s u l t ,   t h e   n e t   e m i g r a t i o n  of worke r s ,  which reached a l owes t   po in t   o f   4 ,419   €n  
1975,  i n c r e a s e d  i n  1976 t o  10 ,558   and   t o   19 ,084  i n  1977  (Table   9 ) .  I n  r e c e n t  
years, t h e  t o t a l  number c f   worke r s  abroad was e q u i v a l e n t  t o  a b o u t  4 1 / 2   p e r  
c e n t  of t h e   d o m e s t i c   l a b o r   f o r c e .  

The i n d u s t r i a l  sector (manufac tur ing ,   min ing ,   and   energy)   accounts  for  
abou t  33 p e r   c e n t   o f   e m p l o j m e n t   I n   t h e   n o n a g r i c u l t u r a l  sectol' a n d   f o r  13 p e r  
c e n t  of t o t a l  employment. I n   t h e   p e r i o d  1974-76 t h e  increase I n  i n d u s t r i a l  
employment  amounted t o  on   ave rage  of 3 .8  per c e n t   p e r  annum,  The a v e r a g e   a n n u a l  
growth of l abo r   p roduc t iv i ty   (ou tpu t   pe r   employee )   amoun ted  t o  4.7 per c e n t  
(Tab le  10).  The increase   In   employment  of 5.4 p e r  cent In 1977  occurred a t  a 
time when t h e  r ise  i n  Indus t r i a l   p roduc t ion   d ropped  t o  6 . 9  p e r  cent .  According 
to   t he   a l r eady-men t ioned   su rvey   i n   manufac tu r ing   i ndus t ry ,  a d e c l i n e   i n   t h e  
number of wage e a r n e r s   i n   t h e   p r i v a t e  sector in t h e  course of 1977 was more 
than  compensated by a n   i n c r e a s e  of  w o r k e r s   i n   t h e  p u b l i c  s e c t o r .  The  number 
of employees  working i n  SEEs i n c r e a s e d  by n e a r l y  9 per cent  betweerr  end-1976 
and end-1977. 

With r ega rd  t o  1 9 7 8   t h e   o f f i c i a l  estimate shows a f u r t h e r   i n c r e a s e   i n  
i n d u s t r i a l  employment of 2.5 p e r   c e n t .  I n  view of the  d e c l i n e   i n   c a p a c i t y  utili- 
za t ion   and  layoffs i n  t h e  p r i v a t e   s e c t o r   i n d u s t r i e b ,  t h i s  i n c r e a s e  may be  over- 
estimated. The l a y o f f s   i n   t h e   p r i v a t e   s e c t o r  were p r o b a b l y   b r o a d l y   o f f s e t  b y  
a n   i n c r e a s e   i n  employment i n  t h e  SEEs where,  i n  c o n t r a s t  t o  p r i v a t e   I n d u s t r i e s ,  
employment p o l i c i e s  are  s u b j e c t   t o  many c o n s i d e r a t i o n s  n o t  r e l a t e d   t o  str icL 
economic   cons ldera t loos .  As a resul t ,  t h e   p r o d u c t i o n   p e r   e m p l o y e e   i n   t h e   i n d u s -  
t r i a l  s e c t o r  shows a d e c l i n e   i n   1 9 7 8 .  The I n c r e a s e   i n  employment i n  t n e  s e r v i c e  
sector r e f l ec t s  amolg o t h e r   t h i n g s  a f u r t h e r   I n c r e a s e   I n   t h e  number  of c i v i l  
s e r v a n t s   i n  1978. Total  employment 1s e s t i m a t e d  t o  have i n c r e a s e d  by 0.5 pe r  
c e n t   i n   1 9 7 8 ,  a t  a time when t h e  l a b o r  f o r c e   c o n t i n u e d  t o  grow a t  a n   a n n u a l  
ra te  of 1.5 per c e n t ;  as a resu l t ,  t h e  unemployment rate rose t o  1 4 . 3   p e r   c e n t .  
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Table 1. Turkey: Use of Resourcee 

( j t  constant pricee cxpteesed a e  contribution t o  
percentage changes in mp) - 1/ 

1 9 7 4  1975 1976 1977 1978 - 2/ 

GNP 
Net imports 

7.4 
3.7 

8.0  
3 . 3  

7 . 7  
1.1 

4.0 
2.7 

" 

-5 .4  

To tal domes t ic  expenditure 11.1 11.3 8.8 6 .  7 

of which: 
Gross f i x e d  investment 

P u b l i c  
Private 

2.3 
1.2 
1.1 

4 . 3  
2 . 6  
1.7 

2.8 
1.6 
1.2 

1 .5  
1.s 
" 

- 2 . 7  
-2.1 
-0 .6 

S tockbuilding 2.1 0 . 5  -1.4 0 . 3  -2 .0  

6 . 7  

7.1 
-0.4 

6.5 
1.9 
4.6 

7.4 
1.8 
5.6 

4 . 3  
2.1 
2.2 

-0 .7  
0 . 5  
-1.2 

Consump t i o n  
P u b l i c  
P r i v a t e  

Sources: State Planning Organization; and staff estimates. 

- 1/ Changes as percentage of GNP in the preceding year. - 2/ Staff estimates. 
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b 
Table 2. Turkey:  National  Accounts 

1977 level 1974 1975  1976  1977  1978 1 
In b i l l i o n s  In per 
of Turkish cent 

l i ras  of GNP 

- 
Percentage change 

Consumption 
Pub l i c  
P r i v a t e  

( A t  1976 prices) 

581.0 83.4 8.4 7.9 9.1 
98.8 14.2 -3.0 17.4 15.4 

482.2 69.2 10.3 6.5 8.0 

Fixed   cap i ta l   inves tment  156.0 22.4 13.1 23.8 13.6 
P u b l i c  85.2 12.2 13.9 29.7 15.6 
P r i v a t e  70.8 10 .2  12.4 18.4 11.5 

Fina l  domestic  expendi- 
t u r e s  737 .0  105.8 9.2  10.8  10.0 

b 
Stockbui lding - 21  16.0 2.3 2 .1  0.5 -1.4 

To tal domes tic expendi- 
t ur  es 753.0 108.1 11.3 11.1 8.4 

Foreign  balance - 2 1  -56.5 -8.1 -3.7 -3.3 -1.1 
GNP 696.5 100.0 7.4 8.0 7.7 

( A t  c u r r e n t  Drices) 

Consump tion 
P u b l i c  
Private 

705.5 81.7 42.6 25.0 25.3 
120.0 13.9 27.7 36.0 32.4 
585.5 6 7 . 8  45.2 23.3 24.0 

Fixed capital investment 199.7 2 3 . 1  36.6 46.2 36.8 
P u b l i c  1 0 7 . 7  12 .5  39.7 53.3 39.9 
P r l v a t e  92.0 10.6 3 3 . 8  39.6 33.7 

F ina l  domestic  expendl- 
t u r e s  905.2 104.8 41.5 28.6  27.5 

S tockbul ldmg 21 19.9 2.3 2.9 1.1 -1.1 

T o t a l  domes tic expendi- 
t u r e s  925.1 1 0 7 . 1  44.2 28.9 25.6 

Foreign balance g/ -61.1 - 7 . 1  -5.4 -4.1 -1.9 
GNP 864.0 100.0 37.8 25.5 25.1 

). 
Sources: State Planning  Organizat ion;  and staff estimates. 

5 . 3  -0.8 
16.8 3.5  

3.2 -1.6 

6.9 -12.1 
13.2 -16.9 

0.1 -6.4 

5.6 -3.2 

0.9 -2.0 

6.4 -5 .0  

4.0 " 

-2.7 5.4 

27.8 50.8 
41.8 45.0 
25.3 52.0 

36.8 36.0 
43.2 29.0 
30.0 42.0 

29.7 4 7 . 6  

1.5 -1.9 

30.7 44.7 
-3.5 2.1 
29.0 50.0 

- 1/ S t a f f  estimates. _ .  - " " 
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Table 3. Turkey: Origin of Gross Domestic Producc 

(At  1968 prices) 

- 1977 19 74 1975  1976  1977 1978 1/ 

of GDP 
Share Percentage change from previous year 

- 

Agriculture, f i s h i n g ,  and 
forestry 21.4 10.3 10.9 7 .7  -0 .6 4.0 

Industry 
Manufacturing 
Mining 
Energy 
-0nstruc t i o n  

30.9 7.4 
21.6 7.2 
1.6 10.8 
1.8 11.8 
5.9  6.1 

8 . 9  
8 . 8  
5 . 5  

17.1 
8 . 5  

9.1 6.6 -4.0 
9.0 6.5 -5.2 
4.9 8.2 4 . 9  
18.4 10.6 4.4 

8 . 3  5 . 5  - 5 . 0  

Services 
Transportation and 

communirations 
Trade 
Public services 
Other services 

4 4 . 8  8 .7  8.0 8 . 2  6.1  3.6 

9.6 9.2 
13.4 10.9 
8.7 6.5 
13.1 7.9 

8.4 
9.5 
5.8 
7.7 

9.2 7.3 3 . 4  
8.9 4.8 1.0 4 7.0 6.0 5.0 
7.5 6.7 5.5 

Impor t  taxes 2 . 9  4.0 8.2 10.0 - 5 . 1  - 3 4 . 3  

GDP (market prices)  100.0 8 . 5  8.9 8.5 4 . 4  0.2 

GNP (market prices) 100.9 7.4 8.0 7.7 4.0 ” 

Sources. State Institute of Statistics; and staff estlmates. 

I 1/ Partly staff  estimates. 
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Table 4. Turkey: Volume of I n d u s t r i a l  Production 

(PercentaRe change over corresponding p e r i o d  a year earlier) 

1975 1976 1977 1978 1977 1978 
l e t  2nd 1s t 
ha1  f ha1 f half 

- 

Manufacturing: selected 
p r o d u c t s  
Pig  iron -1.2 
S t e e l  ingots 8.3 
Rolled produc t s  -6 .7  
Coke 2 .2  
Cement 1 9 . 1  
A r t i f i c i a l   f e r t i l i z e r s  -9.0 
Paper and  cardboard &/ 9.4 
C o t t o n   f a b r i c s   ( i n   m i l l i o n s  
of mete r s )  1 /  1 .0  

Glassware 1/ - 8.6  
Sugar  -12.3 
Tobacco 0.3 
Alcohol ic   beverages  - 2 /  11.7 

- 

a 
Mfning,   fuel ,   and  ecergy:  

selected p r o d u c t s  
I r o n  ore (ungraded 

product )   0 .2  
Coal  (ungraded  product) 1/ -4.8 
L i g n i t e  10.0 
Crude pet ro leum -6.6 
Diesel o i l  8.3 
F u e l   o i l  0.4 
E l e c t r i c i t y  ( i n  m i l l i o n s  

of k i l o w a t t   h o u r s )  L/ 16.0 

- 

T o t a l   i n d u s t r i a l   p r o d u c t i o n  
(at c o n s t a n t   p r i c e s )   9 . 0  
Mining 5.5 
Manufactur ing 8.8 
Energy 17.1 

1.8 
0.6 
3.2 

56.0 
15.8 

9.5 
-2 .7  

- 3 . 3  
9 . 3  

47.7 
-0.7 
14.2 

-14.9 
-15.6 
1.7 

12.8 

19.4 

-40.6 

-7.0 

-32.7 
14 .3  
10.0 
10 .8  
29.0 

21.9 -29.2 
-0.4 -0.3 
17.5 -5.2 
-17 0 1.6 

1.4 -0.6 
8.7 10.2 

16.7 12.4 

9 . 3  6.9 
4.9 8.2 
9.0  6 . 5  

18.4 10.6 

. 0 .  ... 
0 .  ... .. ... ... 

... ... ... ... ... 

... ... ... ... ... ... 

... 

-2.2 -27.3 -9.3 
-2.6 -28.2 -19.4 

6.6 -13.6 -4.1 
-13 5 -56.1 -4.8 

18.9 7.3 7.3 
13.0  -22.9 -32.5 
15.3  17.5 -5.6 

5.9 -29.3 -9. I 
1.6  28.3 13.1 

13.6 8.0 -6.7 
36.7 20.9 -5 .9  

9 4 . 6  -13.4 -10.7 

-30.2 -28.4 12.6 
-4.7 4.4 ” 

14.9 -20.2 1 0 . 3  
-4.4 8.0 -4.4 

0.8 -2.1 -10.4 
13.5  7.0 -1.0 

17.3 8 .0   2 .8  

-3.8 3/ ... ... ... 
4 . 9  ... ... ... 

-5.2 3 /  ... ... ... 
4.4 ... ... ... - 

Source :   Minis t ry  of Finance,   Monthly  Economic  Indicators .  

d 1/ P u b l i c   s e c t o r  only. 
- 2/  Excluding  wine.  
- 3/ Staff  estimate. 
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T a b l e  5. Turkey: Building Sector c 1/ 

1977 1974 1975 1976 1977 
Percentage changes 

Occupancy permits issued; f loor 
area (in thousands of square 
meters) 

Res ident ia l   bui ld ings  
O f  which: Houses 

Comercial buildings 
Industrial bul ld ings  
Others 

Apartments 

To ta l  

Construction  permits issued; 
floor area ( i n  thousands of 
square meters) 

Resident ia l   bui ld ings  
Of which: Houses 

Commetcial bui ld ings  
Industr ia l   bui ld ings  
Others 

Apartments 

To ta l  

11,466 
2,361 
9,  L O 5  
1,660 

709 
324 

14,159 

22 ,312  
5,079 

1 7 , 2 3 3  
3,211 
2 ,023  
1,426 

28,972 

-11 . 1 
- 1 2 . 4  
-10.7 
-10.6 

25.1  
-28.2 

-9 .8  

-20.4 
-18.3 
-21.2 
-9.3 

-24 1 
-18.2 

-19.8 

17.5 
2.5 

22.5 
23.3 
-5 .3 
52.5 

17 .9  

18 .4  
1 6 . 5  
19 .2  
30.3 
-1.0 
43.7 

18.8 

4.2 
9.9 
2.6  

21.5 
2 5 . 0  

-31.4 

6.1 

2 3 . 1  
4.2 

30.6 
51.9 
1 0 . 5  
1 6 . 9  

24.7 

17.1 
4.0 
21.0 
11.7 
-7.5 
41.5 

15.4 

-0 .4 

1 . 3  
- 7 . 5  

7 . 1  
5 . 4  

-5.8 4 

-0.5 

Source: Ministry of Finance, Monthly Economic Indicatozs. 

1/ Due to problems with  the  data processing, the Turkish  authorit ies  
could not provide  figures for 1978. 
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Table 6 .  Turkey: Agr icu l tura l   Product ion  

1975  1976  1977  1978 1975  1976  1977  1978 
In  thousands of tons  Percentage  changes 

Ma j or   c rops  : 
Cereals 

Wheat 
Barley 

I n d u s t r i a l   c r o p s  
Cotton 
Tobacco 
Sugar  beet 

O i l  seeds 
Cotton seeds 
Sunflower seeds 

F r u i t s  and nu t s  
Hazelnuts 
C i t r u s   f r u i t s  
Olives  

Value  added i n  a g r i c u l t u r e  (at  constant  
p r i ces )  

13,275 
4,500 

480 
193 

6,949 

7 68 
488 

317 
958 
561 

... 

14,850 
4,900 

47 5 
314 

9,400 

7 60 
550 

245 
986 

1,097 

... 

14,958 
4,750 

575 
2 50 

9,000 

9 20 
460 

290 
967 
404 

... 

15,030 
4,800 

525 
288 

9,600 

840 
515 

300 
979 

1,000 

... 

34.1 
35.1 

-19.7 
7.8 

21.8 

-19.8 
16.2 

29.9 
6.4 

-33.2 

10.8 

11.9 
8.9 

-1.0 
62.7 
35.4 

-1.0 
12.7 

-22.7 
2.9 

95.5 

7.7 

0.7 
-3.1 

21.1 
-20. t 

-4.3 

21.1 
-16.4 

18.4 
-1.9 

-63.2 

-0.4 

0.5 
1.1 

-8.7 
15.2 

6.7 

-8.7 I 

12.0  P w 
I 

3.4 
1 .2  

147.5 

4.0 - 11 
- 

Source:  Data  provided by t he   Turk i sh   au tho r i t i e s .  

- 11 S t a f f  estimate. 



.. . Table 7. Turkey: Cro.8 Fixod Invortnnt by a c t o r  

( A t  1976 DriC.8) 

1977 
Privato rctor  Public  rector 

1974 1975 1976 1977 19). :977 1974 1975 1976 1977 1970 
Share in Pcrctntagt change frolr previoru y u r  'urr in Percentage champ fror prwiour year 
tot81 

private 
iwert.lmt 

>ta l  
public 

investment 

Agriculture 

~~~ ~ 

14.5  -0.3  15.9  71.2  -14.9  -12.2  11.2  21.1  21.7  31.3  21.4  -26.7 

mniru 0.4 -1.6  -1.4  -10.4  -5.3 -3.3 7 e 0  10.4  18.6  b6.2 7.5 -8.9 

W.nufacturing industry  29.4  23.7  -0.2 -0.5 0.4 -10.7 23.0 5.4 64.0 -3.9  12.7 -3Q.1 I 
w 

0.3 -11.4 - -60.7 14.3  -32.0 14.9 15.2  12.6  43.3  12.1  15.4 
* 
I 

Tranmport and c o r u n l c a t i o n s  20.4  37.8  51.1  31.9 8 .5  4.4  25.0  14.8 21.7 13.0  18.7  -15.8 

Hou.iag 31.3  -0.2  32.8  -4.0  3.9  -1.1  2.2 9.7 117.9 -2.5 12.8  -2.6 

Other8 3.7  7.5  0.5  6.2  -5.7  -1.3  16.7  20.6  14.8  15.6  5.1  -27.8 

Total 100.0 12.4  18.4  11.5 0.1 -6.4 100.0 13.9 29.7  Yj.6  13.2 -16.9 

Source: S t a t e  Planning Organization. 
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Table 8. Turkey: Labor and  Employment 

1962  197 2 1975  1976  197 7 1978 

(In thousands) 

1. Population  (mid-year) 28,930 36,350 40,350 41,090 42,130 43,000 

2. Domestic labor   force  l-/ 13,133 15,013 15,692 15,925 16,161 16,411 

3. Employment 11,693 13,017 13,768 13,810 13,986 14,060 

Agr icu l ture  8,790 8,407 8,563 8,380 8,360 8,365 
Nonagr icu l tura l   sec tors  2,903 4,610 5,205 5,430 5,626 5,695 

Indue t r y  995 1,491 1,691 1,763 1,859 1,860 2 /  
Construct ion 300 454 5 01 520 537 530 f/ 
Transpor ta t ion  261  391 451 4 79 496 506 
Commerce 366 537 600 621 6 32 639 
Services  and  other 981 1 , 7 3 7  1,962 2,047 2,102 2,160 

4. Unemployment (2 - 3) 1,440  1,996  1,924  2,115  2,175  2,351 
Of which:  Disguised 

unemployment i n  
a g r i c u l t u r e  950 900 900  900  740 720 

(Rat ios)  

Unemployment rate ( i n  p e r  cen t  

Workers abroad  ( in   per   cent  
of domestic  labor  force)  11.0  13.3  12.3  13.3  13.5  14.3 

of domestic  labor  force)  0.2 4.4  4.4  4.4  4.4 .. . 
(Changes i n  per cent )  

Domestic labor   force  . .. ... 1.5  1 .5  1.5 1.5 

Ehp loymen t ... ... 1 . 7  0.3 1.3 0.5 
Agricul  cure . .. ... 0.7 -2.1 -0.2 0.1 
Nonagr icu l tura l   sec tors  ... ... 3 . 6   4 . 3  3.6  1.2 

To ta l  unemployment ... ... - 0 . 3  9.9 2.8  8.1 

Sources: State Planning  Organization;  and  staff  estimates. 

- 1/ Includes males and  females  between  the  ages  of  15  and 6 4 .  
- 2/  S t a f f  estimates. 



Table 9. Turkey:  Number of Workere Sent Abroad Through the Turkieh 
Employment Off ice 

1973  1974  1975  1976  1977  1978 
January-June 

Germany,  Federal  Republic of 

France 

Austria 

Switzerland 

Netherlands 

hatralis 

M b y a  

Others 

103,793 1,228 640 

25 

226 

229 

32 

401 

2,121 

745 

2,101 

6 

672 

281 

98 

339 

4,098 

2,963 

2,413 

15 

583 

24 6 

83 

54 2 

8,582 

6,620 

741 

4 17,544 10,577 

7,083 2 , so1 36 

1,109 7 70 172 

1,994 1,503 26 

886 1,138 383 
I 

4,571 P m 

3,957 
I 

1 
) 2,494 ) 3,411 

135,820 To tal 20,211 4,419 10,558 19,084 9,870 
~ ~" 

Source: Ministry of Finance,  Monthly  Economic  Indicators. 
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Table 10. Turkey: Employment and Productivity i n  
the Indwtrial  Sector 

cerccntage :ha_nge over  correrponding  period a year earlier) 

Production L/ Employment Production Memorandum item: 
Per Daily Indication 

employee wagee development 
ineured unit  labor 

workers 2/ coate 

19 74 6.6 4.6 3.0 35.7 31.7 

1975 9.0 2.5 6.3 2 6 . 3  18.8 

1976 9 . 3  4 . 3  4.8 37.5 31.2 

1977 6.9 5 . 4  1.4 27 .2  2 5 . 4  

1/ Value added i n  manufacturing industry, mining, and energy sector  at  constant 

- 2 /  Manufacturing industry  only; for 1978 all workers in period January-September. 
- 3 /  Staff  estimates. 

market prices.  



- 18 - 

11, Prices and Incornem 

1. Price developments 

S i n c e  the e a r l y  19705, the  Turkish economy has exper ienced  strong in f la -  
tionary t e n d e n c i e s  with  y e a r l y  price i n c r ~ a s e e  I n  t h e  15-30 per cent range. A, 
Apart f r o m   e x t e r n a l  factors ,  t h e  u n d e r l y i n g   i n f l a t i o n a r y  prereuree e s p e c i a l l y  
r e f l e c t e d  a t aus t a ined  rap id  y r o u t h  of domestic d e m a n d ,   t o g e t h e r  with large 
deficits of t h e  p u b l i c  sector f i n a n c e d  t o  a e u b s t a n t l a l  extent  by recourse t o  
t h e  C e n t r a l  Bank. I n  t h e  fourth q u a r t e r  of 1977 t h e r e  was a substantial surge 
in the rate of inflation. Prices continued t o  rise  r a p i d l y  t h r o u g h o u t  1978; 
the  average increase in the general price i n d e x   t h a t  year was p r o b a b l y  about 
50 per c e n t ,   w h i c h  was presumab ly  a l s o  t h e  increase I n  the couree of 1978. 

Lxpreseed by t h e  cost of l i v i n g  indices for Ankara a n d  Istanbul, the pacd 
of i n f l a t i o n  was r e l a t i v e l y  steady between mid-1975  and  mid-1977 ( a t  a n   a n n u a :  
rate of a b o u t  1 7  p e r  c e n t ) .  When p r i c e   i n c r e a s e s   s t a r t e d  to  accelerate i n  t h e  
s e c o n d   h a l f   o f  1977  a l s o  t h e  difference I n  deve lopmen t   be tween  t h e  two i n d i c e 1  
became more pronounced. fn 1978 t h e  c a s t  of l i v i n g   I n d e x  for Ankara advanced 
on average by 53 p e r  c e n t ,  while f o r   I s t a n b u l  I t  was 6 2  per c e n t   ( T a b l e  11). 
After average i n c r e a s e s  of 10 p e r  c e n t  and 16 p e r  cent in 1 9 7 5  and 1 9 7 6 ,  
r e s p e c t i v e l y ,   w h o l e s a l e  prlces a c c e l e r a t e d   t o  a n  a v e r a g e  2 4  p e r   c e n t   i n   1 9 7 7  
and t o  51 per c e n t  i n  1978. This d e v e l o p m e n t   r e f l e c t e d  i n  p a r t i c u l a r   t h e  shar; 
rise in prlceb for  raw materials a n d   s e m i f i n i s h e d   p r o d u c t s .  

The acce lera t ion  i n  t h e   i n f l a t i o n  rate i n  1 9 7 8  was p a r t l y   a t t r i b u t a b l e  
t o   t h e   l a c k  of f o r e i g n  exchange, w h i c h  i n  the a b s e n c e  of a d e q u a t e   r e s t r a i n t  
i n   d o m e s t i c  demand led  t o   s h o r t a g e s  of i n p u t s  for t h e  m a n u f a c t u r i n g   i n d u s t r y  
and   caused  i n  p a r t i c u l a r  a sharp  rise i n  prices for raw materials and semi- 
f i n i s h e d   p r o d u c t s .  Price d e v e l o p m e n t s  were a f f e c t e d  by t h e  d e v a l u a t i o n  of 
t h e  T u r k i s h   l i r a  i n  September  1 9 7 7  and  March 1978 and by the increase i n  t h e  
stamp duty  on i m p o r t s  i n  J a n u a r y  1978 .  In l a t e  1977 and 1978  t h e y  were furthe 
i n f l u e n c e d  by v a r i o u s  price i n c r e a s e s   o f   p r o d u c t s  of t h e  State Economic   Enter  
pr ises;  t h e  i n c r e a s e s  were I n t e n d e d   t o  lower t h e i r   o p e r a t i n g   d e f i c i t s .  The 
development  of wages and  wage cos ts  i n  1978, i n  p a r t i c u l a r  i n  t h e   p r i v a t e  
s e c t o r ,  a l s o  c o n t r i b u t e d   t o  the price s p i r a l .  T o g e t h e r   w i t h  t h e  e x i s t e n c e  of 
s h o r t a g e s   a n d  excessive p r o f i t   t a k i n g ,   t h e   i n c o m e   d e v e l o p m e n t  of wage e a r n e r s  
In t h e   p r i v a t e  sector c o u l d  p o s s i b l y  e x p l a i n  t h e  fac t  t h a t  t h e  i n c r e a s e   I n  
t h e  c o s t  of l i v i n g   i n   I s t a n b u l  where t h e   m a j o r   p a r t  of p r i v a t e  lndus tr fe s  i s  
c o n c e n t r a t e d  was s i g n i f i c a n t l y   h i g h e r  i n  1978 t h a n  in Ankara. 

The Turki sh  a u t h o r i t i e s   e x e r c i s e   i n f l u e n c e   o n   p r i c e s ,   e s p e c i a l l y  those  
of basic g o o d s   a n d   s e r v i c e s ,   e s s e n t i a l l y  by e s t a b l i s h i n g  prices of  goods   and  
s e r v i c e s  p rov ided  by t h e   S t a t e   E c o n o m i c   E n t e r p r i s e s  (SEES). I n  t h e  past t h e  

1/ Assessment  of p r i c e   d e v e l o p m e n t s  in t h i s   c h a p t e r  is based on t h r e e  
series p r e p a r e d  by t h e  Ministry of Commerce: t h e   w h o l e s a l e  price index and  
the consumer p r ice  series  f o r   A n k a r a   a n d  Istanbul. These  I n d i c e s  are n o t  
e n t i r e l y   s a t i s f a c t o r y  as r e g a r d s   c o v e r a g e  and w e l g h t s .   R e c e n t l y ,  the M i n i s t r y  
of Commerce h a s   s t a r t e d  to p u b l i s h  a new w h o l e s a l e  price i n d e x   b a s e d  on 1 , 0 0 0  
commodi t ies  (old i n d e x :  95 c o m m o d i t i e s ) .  The new i n d e x  is for the time b e i n g  
o n l y   a v a i l a b l e   w i t h  a c o n s i d e r a b l e  time lag. 



adjus tment  of t h e r e  prices  ham of t en   been   de l ayed .  For example, f t war no t  
u n t l l  1977 t h a t  prices of pet ro leum  product r  were ralred t o  r e f l e c t   a p p r o x f -  
ma te fy   t he  l a t e  1973 l n c r c a r e  in c r u d e   o i l   p r i c e r   a n d   t h a t  pricrr charged  by 
t h e  SEES i n   g e n e r a l  were i n c r e a e e d  t o  c o v e r   t h e  rire i n  d o m e r t i c   c o r t r   r e r u l t -  
i n g  from t h e   d e p r e c i a t i o n  of t h e  l i r a  r lnce J u l y  1975. Ileasurer were t aken  
i n  October 1977 t o  increare a number   o f   cont ro l led  SEE price., much ar for 
pe t ro l eum  p roduc t r ,  cement, i r o n  and r t s e l ,  and p a p e r   p t o d u c t o ,   t h e   p r i c e r  
of which were r a i e c d  by SO t o  100 per c e n t .   I n   t h e   c o u t m e  of 1978 a n o t h e r  
round of p r i c e   a d j u r t m e n t r  took p l a c e  in a f u r t h e r   a t t e m p t  to  b t ' n g  SEE p r i c e s  
t o  a more c o s t - o r i e n t e d   l e v e l .   T h u e ,   i n  March  1978 t h e   p r i c e r   o f   r r o n  and 
steel p r o d u c t s ,  e l ec t r i c i ty ,  p e t r o c h e m i c a l   p r o d u c t r ,   a n d   t r r n r p o r t a t i o n  mer- 
v l c e e  were r a i s e d   w i t h   i n c r e a s e s   r a n g i n g   b e t w e e n  30 and 85 per cent. Later 
in t h e  year t h e   p r i c e s  of some processed   food   producto ,  coal, e l e c t r i c i t y ,  
and  paper were i n c r e a s e d   a n d  I n  Sep tember   1978   t he   p r i ce r  of petroleum pro- 
d u c t s  were raised o n c e   a g a i n ,   t h i s  time by 25-84 per cent, and t h e  price of 
sugar  was l n c r e a u e d  by 45 per c e n t .  

I n  March 1978 a l i s t  of manufactured  goods for  w h i c h   p r i c e   i n c r e a e e e  
need t o  be approved by t h e   a u t h o r i t i e s ,  was r e - e s t a b l i s h e d ,  A "Price Con t ro l  
and  Coordlnation  Committee" was e s t a b l i s h e d  in September  1978,  Emphasis i s  
p u t  o n   t h e   a v o i d a n c e   o f   u n j u s t i f i e d   p r i c e   i n c r e a s e s  by i m p o s i n g   c e i l i n g s  on 
p r o f i t   m a r g i n s .   I n  November 1978 a l i s t  of  maximum prices f o r   c e r t a i n  manu- 
f ac tu red   goods  was issued. 

2 .  Wages and sa la r ies  

GIage s t a t i s t i c s  in Turkey are inadequa te .  O f f i c i a l  d a t a  relate o n l y  t o  
workers   covered by t h e  social  i n s u r a n c e  system which   r ep resen t   on ly  a b o u t  
30 per c e n t  o f  employment i n  t h e  n o n a g r i c u l t u r a l   s e c t o r ,   a n d   d o  n o t  i n c l u d e  
t h e  supplementary wage cos t s   wh ich   have  shown a n   i n c r e a s i n g   s h a r e   i n  t o t a l  
wage costs over r e c e n t  years. L/ There a r e  no d a t a  a v a i l a b l e   o n  salaries i n  
t h e  p r i v a t e  sector--which are g e n e r a l l y   h i g h e r   t h a n   t h o s e  In t h e   p u b l i c  
sector--nGr  are  there any da ta  o n   t h e   d i s t r i b u t i o n  of n a t i o n a l  Income f o r  
recent years. x/ The comments In t h e  fo l lowing   paragraphs  s h o u l d  be r e a d  Ln 
t ha t  l i g h t .  

1/ The official d a t a   w i t h   r e s p e c t  t o  a v e r a g e   d a i l y   w a g e s   f o r   w o r k e r s  
covered by t h e   s o c i a l   i n s u r a n c e   s y s t e m   i n c l u d e   b a s i c   w a g e s ,   p r o d u c t i o n - r e l a t e d  
premiums,  and  overtime p a y .  U n o f f i c i a l   d a t a   p u b l i s h e d  by the  Employers '  Con- 
f e d e r a t i o n   i n d i c a t e   t h a t   f o r   1 9 7 7   a v e r a g e   d a i l y   w a g e s  were a b o u t  70 per c e n t  
h igher  than  t h e  o f f i c i a l  d a t a ,   r e s u l t i n g  from supplementary wage c o s t s  which 
c o n s i s t  of t h e  e m p l o y e r s '   c o n t r i b u t i o n s  t o  t h e   s o c i a l   s e c u r i t y   s y s t e m ,   y e a r l y  
bonuses ,   severance  p a y ,  and o t h e r   f r i n g e   b e n e f i t s .  The share of supplementary 
wage c o s t s   i n   t o t a l  wage c o s t s  s h o w s   a n   i n c r e a s e   o v e r   r e c e n t   y e a r s   r e s u l t i n g  
in l a r g e r  wage i n c r e a s e s  since '975 than  I s  r e f l e c t e d   i n   t h e   o f f i c i a l  wage 
s ta t i s t ics .  I n  t h e  p u b l i c  sector bonuses   and  sevelance  pay may n o t  exceed 
cer ta in  l e g a l  maxima, whereas i n   t h e   p r i v a t e   s e c t o r   t h e s e  matters 2re s u b j e c t  
t o  ba rga in ing .  

2/  As a r e s u l t  a l s o ,  i n f o r m a t i o n  w i t n  r e g a r d   t o  t h e  income  development of 
ch; l a r g e  g:oup of se l f - employed   pe r sons   ou t s ide  the a g r i c u l t u r a l  sector i n  
Turkey is l a c k i n g .  
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a. P r i v a t e  sector 

According to  o f f i c i a l   d a t a ,  the I n c r e a s e  in a v e r a g e  d a i l y  wages o f  
i n s u r e d   w o r k e r s   i n   t h e   p r i v a t e  sector showld a s t r o n g   a c c e l e r a t i o n   i n  1976 t o  
a b o u t  35 per c e n t   a f t e r   i n c r e a s e s  of a b o u t  2' p e r  cent i n  e ~ c h  of t h e  years 
1973-75  (Table  12). As a r e s u l t ,   t h e  rise i n  LFal wages jumped t o  1 5  p e r  
cent I n   1 9 7 6 ,  This developmept  was, a c c o r d i n g  t o  t h e  d a t a ,  partly r e v e r s e d  
i n  1977, when nominal  wages advanced  by 21.5 per  c e n t ,  resulting i n  a d e c l i n e  
i n  rea l  wages by o v e r  2 per c e n t ;   t h e  l a t t e r  d e v e l o p m e n t   r e f l e c t e d   t h e  very 
s h a r p  and u n a n t i c i p a t e d   I n c r e a s e   I n   p r i c e s   i n   t h e  l a s t  months of 1977. I n  
t h e  w a g s   b a r g a i n i n g   r o u n d   t h a t   s t a r t e d   i n  l a te  1 9 7 7 ,  demands f o r   l a r g e  wage 
I n c r e a s e s  were p u t   f o r w a r d ,   w h i c h  was n o t   s u r p r l s i q q  in view of the sharp 
a c c e l e r a t i o n   i n  the i n f l a t i o n   r a t e   t h a t  was t a k i n g   p l a c e  at t h a t  time, and  
t h e  f a c t   t h a t  wage cont rac ts  i n  Turkey  do n o t   n o r m a l l y   c o n t a i n   i n d e x   c l a u s e s .  
Tbe d e g r e e  of union membership i s  f a f r l v  high In Turkey (near l ,?  90 p e r   c e n t ) .  
The  Government has so fer not a t t e m p t e d   t o   e x e r c i s e   a n   i n f l u e n c e   o n   t h e  o u t -  
come of  t h e  wage b a r g a i n i n g  i n  t h e   p r i v a t e   s e c t o r ,  and wage s e t t l e m e n t s   h a v e  
been l e f t  t o   a g r e e m e n t   b e t w e e n   t h e  t w o  s o c i a l   p a r t n e r s .  Many s e t t l e m e n t s  were 
r e a c h e d  in t h e  ear ly  p a r t  of 1978 on a s e c t o r - b y - s e c t o r  basis. I n  v a r i o u s  
cases t h e   s e t t l e m e n t s   f o l l o w e d   p r o l o n g e d   s t r i k e s   a n d  were r e t r o a c t i v e  to t h e  
e x p i r a t i o n   d a t e s  of t h e   p r e v i o u s   c o n t r a c t s .  The  settlements c o v e r e d   i n   g e n e r a l  
a p e r i o d  of t w o   y e a r s ,   a n d   a l t h o u g h   t h e y   v a r i e d  f r D m  sector t o   s e c t o r ,  on 
t h e  whole t h e  increases were s u b s t a n t i a l .  1/ In view of t h i s  outcome i t  i s  
l i k e l y  t h a t   o n   a v e r a g e   w o r k e r s   i n   t h e   p r i v a t e  sector, d e s p i t e  t h e  a c c e l e r a t i n g  ( 
pace of i n f l a t i o n ,   h a v e  not 2 x p e r i e n c e d  a real  d e c l i n e   i n  income i n  1978. 

b .   P u b l i c   s e c t o r  

I n  t h e   p u b l i c   s e c t o r  average d a i l y  wages o f   i n s u r e d  workers showed t h e  
same s t r o n g   e x p a n s i o n  i n  1976 of a b o u t  35 p e r  c e n t  a s  in t h e   p r i v a t e   s e c t o r ,  
Wdges c o n t i n u e d  t o  advance  a t  t h a t  rd t e  i n  1 9 7 7 ,  l e a d i n g   a l s o   i n  t h a t  y e a r   t o  
a s u b s t a n t i a l   i n c r e a s e  i n  real wages. In 1978 the  Government ,  for t h e   f i r s t  
time i n  T u r k i s h   h i s t o r y ,   I n t e r v e n e d  i n  t h e  wage n e g o t i a t i o n s   i n  the p u b l i c  
s e c t o r  ( S E E S )  a n d  reached a n   o v e r a l l   a g r e e m e n t  w i t h  t h e  l a r g e s t   t r a d e   u n i o n  
c o n f e d e r a t l o n   ( T u r k - 1 s ) .  The ag reemen t   had   t he  form of a s o c i a l  c o n t r a c t   a n d  
i t  e n v i s a g e d   t h e   m a i n t e n a n c e   o f  real incomes of the almost h a l f  a m i l l i o n  
workers i n  t h i s  s e c t o r .  Z t  formed a d u i c i e l l n e   f o r   t h e   i n d i v i d u a l   u n i o n s   a f f i l -  
iated wi th  Turk-Ls  and had no l e g a l  b e a r i n g .  The f i r a t   e f f o r t  t o  i n t r o d u c e  
a n  incomes p o l i c y  r e s u l t e d  i n  wage i n c r e a s e s   f o r  1978 rang ing   f rom 40-80 p e r  
c e n t .  The average n o m i n a l   i n c r e a s e   i n   w a g e s  and salar ies  of SEE employees 
In 1978 i s  e s t i m a t e d  a t  48 per c e n t ,   w h i c h  would imply  t h a t  t h e y   p r o b a b l y  
s u f f e r e d  a r e d u c t i o n  in real  dlsposible income as  t h e  i n i t i a l   s u b s t a n t i a l  
rise i n  wages and salaries was e r o d e d  by a r a p i d l y   a c c e l e r a t i n g   i n f l a t i o n  
a n d  by high m a r g i n a l   t a x  ra tes  on  wage a n d  salary incomes. 

1/ For example, i n  the metal i n d u s t r y   a f t e r  a s t r i k e  that was t h e  largest 
i n - T u r k i s h   l a b o r   h i s t o r y  w i t h  a loss of 27.5 mi l l i on   man-hours  o f  work,  
agreement was r e a c h e d   i n   F e b r u a r y  1978 p r o v i d i n g  a 300 p e r  cent i n c r e a s e   i n  
gross income i n  t w o   s t e p s   o v e r  a p e r l o d  of two years, end ing   Augus t  1, 1979.  
The number of workers covered by t h i s  agreemen t  is 40,000. 
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The rise i n  salaries of c i v i l   s e r v a n t s   i n   1 9 7 8  was s i g n i f i c a n t l y  less 
t h a n   t h e   p r e v a i l i n g   i n f l a t i o n  ra te*  Salar ies   of   government   employees were 
o r i g i n a l l y  raised by 1 7   p e r   c e n t   i n  the 1978  budget.   Since  October 1, 1978 
c i v i l   s e r v a n t s   h a v e   r e c e i v e d  an a d d i t i o n a l  allowance i n  o r d e r  t o  compensate 
f o r   t h e   i n c r e a s e  i n  fuel  p r i c e s  1/ ( L T  750 t o  LT 1000 pcr  month,   which is  
equa l  t o  a n   a v e r a g e   s a l a r y  increase of about  10 per cent). T h e n ,   e f f e c t i v e  
November 1, 1978, s a l a r y  scales were adjusted upward a t  all levels, w i t h  
adJustments  ranging  between 18 and 5 5  p e r  centr T o g e t h e r   w i t h   t h e   e f f e c t   o n  
c i v i l  s e r v a n t s '  sa lar ies  of t h e   i n c r e a s e   i n  minimum wages as f rom  January 1, 
1978, t h e  a v e r a g e   i n c r e a s e   i n  salaries of  government  employees i n  1978 is  
e s t i m a t e d  a t  about  35-40 p e r   c e n t .  

C .  Minimum wages 

The Government participates i n  a t r i p a r t i t e   c o m m i t t e e   t h a t   d e t e r m i n e s  
t h e   l e v e l   o f   t h e  minimum wages. Minimurn wages f o r   n o n a g r i c u l t u r a l   w o r k e r s ,  
which f o r   t h e  l a s t  time had  been  changed i n  mid-1976, were i n c r e a s e d  by 83 p e r  
c e n t   e f f e c t i v e   J a n u a r y  1, 1978 (Tab le  13). As most  workers  covered by c o l l e s -  
t i ve   ag reemen t s  weLe a l r e a d y   r e c e i v i n g  wages i n   e x c e s s   o f   t h e   i n c r e a s e d   m i n i -  
mum wage l e v e l ,   t h e   p r i m a r y   e f f e c t   f e l l  in p a r t i c u l a r  upon a large group of 
low-paid c i v i l   s e r v a n t s .   E f f e c t i v e   F e b r u a r y  1, 1978   t he  minimum wage l e v e l  
f o r   a g r i c u l t u r a l   a n d   f o r e s t r y   w o r k e r s  was r a i s e d  by 80 p e r   c e n t .  

3 .  - A g r i c u l t u r a l   s u p p o r t  price policy  and  farm  incomes 

The Government e s t a b l i s h e s   a g r i c u l t u r a l   s u p p o r t   ( f l o o r )   p r i c e s  t o  guaran- 
tee a basic market f o r  the sales ou tpu t  of fa rmers .  The r e l a t i v e   r o l e   o f   t h e  
suppor t ed   marke t   va r i e s   f rom  p roduc t   t o   p roduc t   and   f rom  yea r   t o  year. Under 
t h l s  p o l i c y ,  suppor t  prices f o r   s e v e r a l   a g r i c u l t u r a l   c o m m o d i t i e s  are  f i x e d  
annua l ly .  The appropr i a t e   agency  {a S t a t e  Economic E n t e r p r i s e ,  a S t a t e  Mono- 
p o l y ,   o r  a Sa le s   Coopera t ive )  i s  d i r e c t e d   t o   p u r c h a s e   a n y  amount of  t he   p ro -  
d u c t   o f f e r e d  a t  t h a t   p r i c e .  The commodities  purchased by t h e s e   a g e n c i e s  are 
t h e n  expor t ed  or  t r a d e d   d o m e s t i c a l l y  a t  t he   go ing   marke t   p r i ce  o r ,  i n  c e r t a i n  
cases ( e .g , ,   whea t   fo r   b read ) ,  a t  a f i x e d   p r i c e .  Funds f o r   t h e   p u r c h a s e s  are 
provided   th rough  shor t - te rm  c red i t   f rom the C e n t r a l  Bank when the i n t e r v e n i n g  
agency i s  an SEE o r  a S t a t e  Monopoly.  Funds f o r   S a l e s   C o o p e r a t i v e s  are  pro- 
v lded   t h rough   t he   Agr i cu l tu ra l  Bank, w h i c h   r e f i n a n c e s   i t s e l f  a t  t h e   C e n t r a l  
Bank. Any losses  i n c u r r e d  by t h e   i n t e r v e n i n g   a g e n c i e s   i n   p u r c h a s i n g ,   s t o r i n g ,  
and s e l l i n g   t h e   c o m m o d i t i e s   i n   q u e s t i o n  are i n   t h e  l a s t  r e s o r t   f u n d e d   b y   t h e  
Government. 

A f t e r   s u b s t a n t i a l   i n c r e a s e s   g r a n t e d   i n   1 9 7 3   a n d   1 9 7 4 ,   t h e  ra te  of 
Increase i n   s u p p o t t  pr lces  slowed down (Tab le  14). The a g r i c u l t u r a l   p r i c e  
p o l i c y  f o r  major   crops such a s  c o t t o n ,  wheat, and   t obacco   d id   no t   fo l low,  how- 
ever ,   the   deve lopment  of p r i c e s   i n   t h e   w o r l d   m a r k e t s ,   w h e r e   p r i c e   i n c r e a s e s  
since 1974 have o n   a v e r a g e   b e e n   s u b s t a n t i a l l y  smaller t h a n   t h o s e   i n   s u p p o r t  
p r i c e s .   T o g e t h e r   w i t h   s u b s t a n t i a l   i n c r e m e n t s   i n   p r o d u c t i o n ,   f a r m   i n c o m e s   e x p e r -  
i e n c e d   s i g n i f i c a n t   i n c r e a s e s   i n  r ea l  terms i n  t h e   p e r i o d  1974-76.  The t o t a l  
valna, of purchases  by t h e  v a r l o u s   a g e n c i e s   d u r i n g  t h i s  p e r i a d  was about  20 p e r  

- I/ This al lowance was also g r a n t e d  t o  old-age  pensioners .  
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per c e n t  of the  v a l u e   a d d e d   i n  farming a n d   l i v e s t o c k .  fn 1977 support prices 
were r a f s e d  very moderately  (between 5 a n d   1 5  per cent )  while a g r i c u l t u r a l  
p r o d u c t i o n   s t a g n a t e d .  The t o t a l  value of s u p p o r t   p u r c h a s e s  I n  1977 I n c r e a s e d ,  
however, by 34.1 p e r   c e n t  as a larger p a r t  of a g r i c u l t u r a l   p r o d u c t i o n  was 
s u p p o r t e d   t h a n  I n  1976.  Accord ing  t o  t h e   n a t i o n a l  account sttitistics, value 
added  in the agr icu l tura l  s e c t o r  ( a t  c u r r e n t   p r i c e s )  rose by 2 4  p e r  cent in 
1977 i n  l i n e  w i t h   t h e   I n f l a t i o n  rate. T h i s  seems t o  Imply  t h a t   f a r m e r s  obtained 
for t h e   r e m a i n i n g   p a r t  of t h e i r  s a l e s  p r o d u c t i o n  price increases which were 
s u b s t a n t i a l l y   h i g h e r   t h a n   t h e   1 9 7 7   i n c r e a s e s   I n   s u p p o r t  prices, In 1978 sup- 
port prices  were raised mote s h a r p l y   b u t  t h e  i n c r e a s e s   f e l l   s h o r t  of t h e   v e r y  
steep g e n e r a l   i n f l a t i o n  rate.  The t o t a l   v a l u e  of payments t o  t h e   a g r i c u l t u r a l  
s e c t o r   r e s u l t i n g   f r o m   i n t e r v e n t i o n s   a m o u n t e d  t o  LT 67.6 b i l l i o n ,  an Increase 
of 38 p e r  c e n t   o v e r  1977 a n d   e q u a l   t o  23 p e r  cent of v a l u e   a d d e d   i n   f a r m i n g  
a n d   l i v e s t o c k   t h a t  year. Value added i n  the a g r i c u l t u r a l  sector is e s t i m a t e d  
to h a v e   i n c r e a s e d  by a b o u t  35 per cent ,   which   means  t h a t  r u r a l  incomes gen- 
eral ly  d i d  not  keep up w i t h   t h e  rate of i n f l a t i o n  in 1978. 
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Table 11. Turkey: P r i c e  Development8 

(Percentage change  over  preceding  period) L/ 

Wholesale prices Coat of l iv ing  Impl i c i t  GNP 
General Food- I n d u s t r i a l  Ankara I s t a n b u l   d e f l a t o r  

s t u f f s  raw ma- 
and terials and 

fodder   semif inished 
products  

1973 
1974 
1975 
1976 
1977 
1978 

1977 1st qua r t e r  
2nd qua r t e r  
3rd  quarter  
4 th   quar te r  

1978 1st qua r t e r  
2nd qua r t e r  
3rd qua r t e r  
4 th   quar te r  - 21 

20.5  21.6 
29.9  35.6 
10.1 1 7 . 2  
15.6 15.0 
24.1  22.8 
50.8 ... 

5.1  6.0 
5.9  5.0 
5.1  2.9 

14.3 13.2 

12.4 13.9 
11.0 8.8 
10.0 6.0 

9.0 ... 

19.0 
21.8 
-1.2 
16.6 
26.4 ... 

3.5 
7.7 
9.2 

16.3 

9.9 
15.0 
16.6 ... 

15.8 14.0 
15.4 23.9 
19.0 21.2 
16.4 17.4 
22.5 26.0 
53.3 61.9 

5.3  4.8 
4 .8   4 .8  
6.7 a. 6 

16.4  19.8 

7.4 13.8 
14.0 11.3 
15.7 11. a 

9.2 11.7 

22: 1 
28.3 
16.1 
16.2 
24.0 
50.0 - 2 /  

... ... ... ... 

... ... ... ... 
Source:  Ministry of Finance,  Monthly Economic Ind ica to r s .  

' - 1/ Quar t e r ly  rates are not   seasonal ly   ad jus ted .  
- 2/ S t a f f  estimate. 
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Table 12. Turkey: Average Daily Wages of Insured Workera - 1/ 
(Percentagc change over corremponding period a year earlier) 

1973 1974 1975 1976 1977 1978 &/ 

Nominal wages 
Private sector 23 .2  24 .0  24 .0  34.6  21.5 ... 
Publ i c  sector 26.4  2 4 . a  2 7 . 3  34.5 3 4 . 8  b . 0  

To tal 2 4 . 0  2S.5 25.3  34.7 27.1 49.4 

Real wages A/ 
Private sector 7 .2  4.1 3.2 1 5 . 1  -2 .2  ... 
Public sector 10.0 4 . 3  6 . 5  1s. 1 0.5 ... 

To t a l  7 . 9  4 . 9  4 . 3  15.2 2.3 -5.3 

Source: Ministry of Finance, Monthly Economic Indicators. 

1/ Insured workers constitute  about 12 per cent of t o t a l  employment 

- 2 /  January/September 1978.  
3/ The cost of l iv ing   indices  for Ankara and Istanbul were used t o  

an; about 30 p e r  cent of employment In the nonagricultural  sector. 

deflate nominal wages. 

Table 1 3 .  Turkey: Minimum Daily Wages - I/ 

Nonagricultural  sectors  Agriculture 

1972 
1974 (August) 
1976 (June) 
1978 (January/February) 

1974 (August) 
1976 (June) 
1978 (January/February) 

(In Turkish l iras)  

25 
40 
60 

110 

1 9  
33 
50 
90 

(Percentage changes) 

60.0 
50 .0  
83.3 

73.7 
51.5 
80.0 

Source: Information  provided by the  Turkish  authorities. 

- 1/ For workers of 16 years of age and above. 



Table 14. Turkey: A g r i c u a a l  Support   Pr ices  e * *  

1974  1975  1976  1977  1978  1974  1975  1976  1977  1978 
Percentage  change  over  previous  year 

(In  kurus per kiloRram) 

Hazelnuts 1,350  1,400 1,450  1,650  2,150  43.6 
Cotton 783 800 1,008  1,075  1,350  41.3 
Raisins 1,000  1,000 1,050  1,200  1,750  50.4 
Sugar  beet 40 50 58  63 80 33.3 

Tobacco L/ 3,129  3,720 4,323  4,630  5,259  46.0 

Tea - 1/ 625 7 50 850  1,000  1,200  38.9 
P is tachio   nu ts  2,500  2,650 ... 21 ... - 215,500  38.9 
Olive o i l  1,750  1,750 1,800  2,300  3,000  48.9 
Dr ied   f igs  500 600 700  800 1,050 25.0 

meat L/ 214 243 261 2 80 315 78.3 
RY e 158 1 7 2  180 190 250 75.6 

Barley L/ 15 3 157 173 183 260 73.8 

Oats &I 146  159 166 1 7 7  230 75.9 

Rice I/ 425 4 75 525 ... - 2 /  ... - 2 /  25.0 

( I n   b i l l i o n s  of Turkish l iras) 

Memorandum item: Tota l   va lue  
of support  purchases  20.1  28.4  36.6 49.1 67.6 1 4 . 7  

3.7 
2.2 
" 

25.0 
18.9 
20.0 

6.0 
" 

20.0 
13.6 

8.9 
2.6 
8.9 

11.8 

41.6 

3.6 
26.0 
5.0 

16.0 
16.2 
13.3 

e . .  

2.9 
16.7 

7.4 
4.7 

10.2 
4.4 

10.5 

28.8 

13.8 
6.6 

14.3 
8.6 
7 .1  

17.6 
... 

27.8 
14.3 

7.3 
5.6 
5.8 
6.6 
... 

34.1 

30.3 
25.6 
45.8 
27.0 
13.6 
20.0 
... 

30.4 
31.3 I 

12.5 
31.6 

N cn 
I 

42.1 
29.9 
... 

37.6 

Sources: Minis t ry  of Finance;  and State Planning  Organization. 

- 11 Average  price. 
- 2/  Not supported. . . . . .  
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111. P u b l i c  Finance 

1. I n t r o d u c t i o n  

The p u b l i c  sector in Turkey i n c l u d e s  no t  only t h e   C e n t r a l   G o v e r n m e n t ,  local 
a u t h o r i t i e s ,  and other p u b l i c  agencies, but aleo ,  t h r o u g h   t h e   S t a t e  Economic 
E n t e r p r i s e s ,  a large s h a r e  of  m a n u f a c t u r i n g   i n d u s t r y   a n d   t h e   f i n a n c i a l ,  trane- 
p o r t a t i o n ,  and communicetlons sectors. The public sector is r e s p o n s i b l e   f o r  
about h a l f  of t o t a l   f i x e d   i n v e s t m e n t  in T u r k e y ,   w i t h   t h e  Central Government 
i t s e l f   r e s p o n s i b l e   f o r   i n v e s t m e n t   i n   e n e r g y ,   e d u c a t i o n ,  highway c o n s t r u c t i o n ,  
I r r i g a t i o n ,  water s u p p l y ,  etc., w h i l e  SEE investment a c c o u n t s  for almost half  
of t o t a l  pub!-ic sector inves tmen t .  The f i n a n c i a J   p o s i t i o n   o f   t h e  SEEs is an 
impor ta r i t   de te rminant  of c e n t r a l   g o v e r n m e n t   e x p e n d i t u r e   u n d e r   t h e   c o n s o l i d a t e d  
budget .  When t h e  SEEs e x p e r i e n c e   f i n a n c i a l   d i f f i c u l t i e s ,  a s  In r e c e n t   y e a r s ,  
t h e r e  is a c o n s e q u e n t   i n c r e a s e   i n   t r a n s f e r s  and s u b s i d i e s   f r o m  t h e  consol idated 
b u d g e t   t o   t h e  S E E s ,  a n d   s u b s t a n t i a l   r e c o u r s e  by t h e  SEEs t o   b o r r o w i n g  from the 
C e n t r a l  B a n k ,   w h i l e   t h e   r e s u l t i n g   d e f i c i t s  i n  t h e   c o n s o l f d a t e d   b u d g e t  also  con- 
t r f b u t e  t o  t h e   n e e d   f o r   b o r r o w i n g   f r o m   t h e   C e n t r a l  Bank  by t h e  Central  Govern- 
ment i t s e l f .  As d e s c r i b e d   i n   C h a p t e r  LV, Money and Credit, t h e   l a r g e   d e f i c i t  
f i n a n c i n g  was t h e  ma in  d e t e r m i n a n t  of  monetary   deve lopments  i n   t h e   p e r i o d  
1976-78 

2. Consol ida ted   budget  lJ of t h e  C e n t r a l  Government 

a. Expend i tu re s  

T o t a l   e x p e n d i t u r e s  of t h e   C e n t r a l   G o v e r n m e n t   r o s e   r a p i d l y   i n   1 9 7 6  2/ 
(35.1 p e r  c e n t )   a n d  especially i n  1977  (50.3 p e r  c e n t ' ,   a n d  i n  b o t h  years 
exceeded t h e  n o m i n a l   r a t e  of i n c r e a s e   i n  GDP ( T a b l e s  1 5  and 17). As a conse- 
quence the share of c e n t r a l   g o v e r n m e n t   e x p e n d i t u r e   i n  GDP r o s e  from 22.3 per 
cent i n  1975 t o  27.5 p e r  c e n t  i n  1977 .  Pa r t  o f  t h e  i n c r e a s e  took t h e  form of 
c u r r e n t   e x p e n d l t u r e s ,  and was re la ted  t o   i n c r e a s e s   i n   t h e  number of c i v i l  ser- 
v a n t s  and  i n  t h e i r  sa lar ie s .  t h e  wage b A l l   a c c o u n t s   f o r  some two t h i r d s  of c u r -  
r e n t   e x p e n d i t u r e s   i n   T u r k e y ' s   b u d g e t .  The bu lk  of t h e  i n c r e a s e ,   h o w e v e r ,  was 
due t o  t h e  p o l l c y  of p romot ing   pub l i c   Inves tmen t s  In o r d e r  t o  s u s t a i n  high 
domest ic   g rowth  r a t e s .  I n v e s t m e n t   e x p e n d i t u r e s   r o s e  by  more t h a n  50 per cent I n  
both 1 9 7 6  and 1 9 7 7 ,  i m p l y i n g   s t r o n g   g a i n s  i n  real  terms. I n  a d d i t i o n ,   t r a n s f e r  
payments Increased, e s p e c i a l l y  i n  1 9 7 7  (65.5 per c e n t ) ,  i n   l a r g e   p a r t   b e c a u s e  
of t h e  f i n a n c i a l  d i f f l c u l t l e s  of the  S t a t e  Economic E n t e r p r i s e s  ( S E E s )  a n d   t h e i r  
i n c r e a s i n g   n e e d  f o r  s u b s i d i e s   a n d   o t h e r   t r a n s f e r s   f r o m  t h e  Central  Government. 

The c o n s o l i d a t e d   b u d g e t   f o r   f i s c a l  year 1978  envisaged  a s e v e r e   c u r t a i l m e n t  
of c e n t r a l   g o v e r n m e n t   e x p e n d l t u r e s ,  The budget  p r o p o s a l  o r i g i n a l l y  I n t r o d u c e d  
by t h e  former government  provided f o r  e x p e n d i t u r e   a u t h o r i z a t i o n s  of LT 2 6 0   b i l -  
h o n ,  but this was modi f i ed  by t h e  new government t o  LT 266.4  b i l l i o n   t o  accom- 
modate a 1 7  per  c e n t   i n c r e a s e  in c i v i l   s e r v a n t s '  salaries ( a b o u t  LT 10 b i l l i o n ) ,  
p a r t l y   o f f s e t  by a 5 p e r  c e n t   r e d u c t i o n   i n   o t h e r   s c i e c t e d  categories of expendi- 
ture. The p r o J e c t e d  1 7  per c e n t  Increase o v e r   t h e   e s t l m a t e d  outccme f o r   f i s c a l  

- 1/ Comprises the general budget p l u s   s e v e r a l   a n n e x e d   b u d g e t s  of government 
a g e n c i e s  . 
- 21 The fiscal year runs from March 1 t o  the end of February. 



y e a r  1977 would  have  repr t rcnted a c u t  i n  real tetmr, i n  l i g h t  of t h e  ra te  of 
i n f l a t ion  a e r u m d  when the   budge t  war dram up (mom 35 p e t  cent t o  40 p e r  cent 
i n  terms of a n n u a l  rverager). The main element of t he   i n t ended   budgs t8 ry  r tr in- 
gency was a t i g h t  control over inveotment   expendi tures ,   which  were programmed 
to  rlos o n l y   2 1  per c e n t   o v e r   t h e   p r e v i o u r  f iaca l  y e a r ,   w h i l e   s p p r o p L i a t i o n r  
f o r   t r a n r f e r r  were raired only 22 p e r  cent: i t  war hoped t o  a c h i e v e   t h l r  moder- 
a t i on  i n  the   g rowth   o f   t r anmfe re  by improv ing   t he  financial p o s i t i o n   o f   t h e  
SEEm. Ao r e g a r d 0  current e x p e n d i t u t e r ,   t h e  Government i n t e n d e d  t o  f o l l o w  a 
restrictive p o l i c y   w i t h  rcgard t o  the hiring of new p c t ~ o n n e l ~  

In t h e   c o u r s e  of f i s c a l  year 1978, a d d i t i o n a l   e x p e n d i t u r e   r p p r o p r i a t l o n r  
of some LT 1 4 0   b i l l i o n  were v o t e d ,   r a i s i n g   t h e  t o t a l  t o  LT 407 b i l l i o n ,   P a r t  
of  t h e   a d d i t i o n a l   a p p r o p r i a t i o n s  wac d e s i g n e d   t o  accommodate incteares i n  
expend i tu re   caused  by t h e   h i g h e r  ra te  cjf i n f l a t i o n   t h a n   h a d   b e e n   a e s u m e d ,  and 
t h e   g r a n t i n g  of an a d d i t i o n a l   a a l a r y  increase f o r   c i v i l  servants w i t h  effect 
from November 1 1978, ranging  between 18 and 55 p e r   c e n t ,  The a u t h o r i t i e s   h a v e  
a t t e m p t e d   t o   m a i n t a i n  B t r i c t  cont ro l   over   expendi ture   g rowth   by   keeping   payment  
au tho r i za t ions   be low  the   appropr i a t ed   amoun t s .  Data for t h e   f i r s t   s e v e n   m o n t h s  
of f i sca l  year   1978  (March   th rough  September)   ind ica te   tha t  In t h i s   p e r i o d   t h e  
a u t h o r i t i e s  were a b l e   t o   e x e r c i s e   e f f e c t i v e   c o n t r o l   o v e r  the growth of expendi- 
t u r e s ,   d e s p i t e   t h e   h i g h e r   t h a n   e x p e c t e d  rise i n  prices. T o t a l   e x p e n d i t u r e s  were 
abou t  35 p e r   c e n t   a b o v e   t h e  same p e r i o d  a year ear l ie r .  On the b a s i s  of t h e s e  
results,  t h e   a u t h o r i t l e s   h a v e   f o r e c a s t   a n   e x p e n d i t u r e   t o t a l  of LT 310 b i l l i o n  
f o r   t h e  f i sca l  year 1978 as  a whole  (compared t o   t h e   a d j u s t e d   a p p r o p r i a t i o n s  

be a n   i n c r e a s e  of 32 per c e n t   o v e r   t h e   e s t i m a t e d   o u t c o m e  f o r  1977, and  would 
imply a s e v e r e   c u t   i n  rea l  terms, i n  view of t h e   e s t i m a t e d   i n f l a t i o n  rate of 
abou t  50 per c e n t .  I t  would a l s o   r e d u c e   t h e   s h a r e  of t o t a l  Consol idated  budget  
e x p e n d i u r e s   i n  CDP from 27.5 per c e n t   i n  1977 t o  2 4 . 1   p e r   c e n t   i n  19713 (Tab le  
17). I n  pract ice ,  however ,   the   growth of e x p e n d i t u r e s   p r o b a b l y   a c c e l e r a t e d   i n  
t h e  l a t t e r  f ive   mon ths  of t h e   f i s c a l   y e a r ,  a8 a r e s u l t  of the   October   and  
Noveriiber 1978 i n c r e a s e s   i n  salaries and   pens ions   and   the   impact  of c o n t i n u i n g  
in f l a t ion   on   gove rnmen t   pu rchases   o f   goods   and   s e rv i ces .  For t h e s e   r e a s o n s ,  
t h e r e f o r e ,   e x p e n d i t u r e s  may have  exceeded  the estimate. I n   a d d i t i o n ,   t h e  sharp 
I n c r e a s e   i n   t h e   " e r r o r s   a n d   o m i s s i o n s "  item o f  t h e   b u d g e t ,   d u r i n g   t h e   p e r i o d  
March-September 1978, i n d i c a t e s   t h a t   t h e r e  has b e e n   a n   i n c r e a s e   i n   u n r e c o r d e d  
expenditures 

t o t a l  of LT 407 b i l l i o n   a n d   t h e   o r i g i n a l   b u d g e t  of  LT 271.4 b i l l i o n ) .   T h i s  would 

b. Revenues 

Tot21 tax and  nontax  revenues of t h e   c o n s o l i d a t e d   b u d g e t  rose s t r o n g l y  In 
1976 and 1977,  a n d   t h e i r   s h a r e   i n  GDP rose   f rom 2 1  p e r   c e n t  i n  1975 to 21.9 per 
c e n t   i n   1 9 7 6   ( T a b l e s  1 6  and 1 7 ) .  The  most  buoyant  growth was i n  revenue  from 
direct  taxes ,  e s p e c i a l l y   t h e  personal income t ax ,  a s  a r e s u l t  of h i g h   i n f l a t i o n  
r a t e s   p u s h i n g   t a x p a y e r s   i n t o   h i g h e r   b r a c k e t s  of t b e   p r o g r e s s i v e  tax system. Ln 
a d d i t i o n ,   i m p r o v e m e n t s   i n   t h e   t a x   a s s e s s m e n t  and c o l l e c t i o n  system, which  have 
t r a d i t i o n a l l y   b e e n  a weak element  in Turkey 's  publ ic  f i n a n c e s ,   l e d  t o  a reduc- 
t i o n   i n  tax e v a s i o n   a n d   c o n t r i b u t e d  t o  the   g rowth  of  revenues .   The   y ie ld  from 
c a t e g o r i e s  of tax r e v e n u e s   t e n d e d   t o   i n c r e a s e   r o u g h l y  i n  l i n e   w i t h  the pace 



of i n f l a t i o n .  Taxer on i m p o t t r ,  however, rome lcrr than t h e  nominal incrcarc i n  
recorded iuportm, becaumc a riming p r o p o r t i o n  of t o t a l  i m p o r t i n g  were exempt  
from ooma t y p r r  of i m p o r t  t.%D Am a reault, the r lowcr  r i l e  i n   i n d i r e c t  taxer 
o f f s e t  somewhat the atrong i n c t e a o c  i n  d i r e c t  taxeB, and the rime i n  t o t a l  r e v e -  
nuer ( t o  21.9 per cen t  of GDP in 1977) wau much lers than the rime tn expendi-  
tures  ( t o  27.5 per cent of CDP fn 1977).  

The budget for  f i r c a l  year 1978 war bared on an e l t i m a t e d  35 per cent 
i n c r e a s e  i n  t o t a l  revenues, t o  LT 250.9 b i l l i o n .  Most of the incrcare I n  reve- 
n u e ~  wee expected t o  come from the a u t o m a t i c   e f f e c t  of p r o g r c t r i v i t y  and riming 
nominal incomer. Ln a d d i t i o n ,  the Government a b o l i e h e d  var ious  e x e m p t i o n s   a n d  
d e d u c t i o n s  from i m p o r t  taxes. C h a n g e s  i n  a s s e s e m e n t   p r o c e d u r e s   f o r  real er tate  
taxes ,  which would make i t  p o s s i b l e  t o  b a s e   a e e c r e m e n ~ t e  on c u r r e n t   m a r k e t   v a l u e r ,  
were a l s o  expected t o  c a u 8 e  an incr tase  in r e v e n u e .  Mloreover, t h e  y i e l d  from 
t a x e s  on m o n o p o l i e s  was expected t o  increase i n  1978 as a c o n s e q u e n c e  of t h e  
i n c r e a s e  ( i n  S e p t e m b e r  1 9 7 7 )  of m o n o p o l y   p r i c e s  for t o b a c c o  and 8 l c o h o l .  The 
m a i n   m e a s u r e  i n  t h e  tax  f i e l d ,   h o w e v e r ,  was a proposed f a r - r a n g i n g  t a x  reform, 
w h i c h   i f   e n a c t e d   i n  l t e  or ig ina l  form w o u l d   h a v e   y i e l d e d  an a d d i t i o n a l  LT 20 b i l -  
l i o n  of n e t  r e v e n u e  i n  fiscal year 1 9 7 8 .   T h i s  tax  r e f o r m   p r o p o s a l  (which d i d  
n o t   r e c e i v e  legislative a p p r o v a l   i n   1 Y 7 8 )  was i n t e n d e d  t o  p r o d u c e   g r e a t e r   t a x  
e q u i t y ,  by I n c r e a s i n g  various t a x  exemptions i n  o r d e r  to a l l e v i a t e   t h e  t a x  b u r -  
den o n  wage and s a l a r y   e a r n e r s ,   w h i l e   i n c r e a s i n g   t h e   n e t  t a x  r e v e n u e   b y   o t h e l  
changes I n   p e r s o n a l   a n d   c o r p o r a t e  income taxes a n d   o t h e r  taxes. In t h e   c o u r a e  
of 1 9 7 8  t h e  G o v e r n m e n t   m o d i f i e d   t h e   p r o p o s e d  t a x  reform in ways which i t  was 
hoped would make I t  mote a c c e p t a b l e  t o  t h e  l e g i s l a t u r e ,   b u t   w h i c h   h a d   t h e   e f f e c t  
of  r e d u c i n g   t h e   e s t i m a t e d   n e t   r e v e n u e  gain to a b o u t  LT S b i l l i o n .  However, pas- 
sage o f  the r e v i s e d  tax r e f o r m   b i l l  was n o t   s e c u r e d  by t h e  end of t h e  year a n d  
f u r t h e r   m o d i f i c a t i o n s   h a v e  been made I n   a n   a t t e m p t   t o   h a v e  it accepted by the 
l e g i s l a t u r e   i n  ea r ly  1 9 7 9 .  

Despite t h e  i n a b i l i t y  t o  e n a c t   t h e   t a x  reform, there was a v i g o r o u s  r ise  
i n  t o t a l  r e v e n u e s  i n  t h e  f i r s t   c i g h t   m o n t h 6  of fiscal y e a r  1 9 7 8 ,  in excess of 
t h e  budgetary e s t i m a t e s .   I n  pa r t  t h i s   r e f l e c t e d   t h e   d e l i b e r a t e   c o n s e r v a t i s m  of 
t h e   i n i t i a l  e s t imates ,  but  the m a i n   e x p l a n a t i o n  was the s i g n f f i c a n t l y   h i g h e r  
i n c r e a s e  In prices  a n d  incomes 1/ t h a n   h a d   b e e n   a s s u m e d   w h e n   t h e   b u d g e t  was 
d r a w n  u p .  I n  the p e r i o d   M a r c h - O c t o b e r   t o t a l  t a x  r e v e n u e s  were 42.8 p e r   c e n t  
h i g h e r   t h a n  a year ea r l i e r ,  a n d  there  were p a r t i c u l a r l y  h i g h  increases  i n  p e r -  
s o n a l   i n c o m e   t a x   r e v e n u e  ( L T  2 1  billion, or 48 per c e n t )   a n d   t a x e s  on goods 
( L T  8.5 b i l l i o n ,  or 50 p e r  cent). For f i s c a l  year 1 9 7 8  a s  a w h o l e ,   h o w e v e r ,  
t h e   r e v e n u e   t o t a l  is f o r e c a s t   b y   t h e   T u r k i s h   a u t h o r i t i e s  t o  show a l e s s  marked  
improvemen t  (Table 16) .  P e r s o n a l   I n c o m e   t a x   r e v e n u e  i s  e x p e c t e d  t o  c o n t i n u e  
to r ise ,  as a c o n s e q u e n c e  of  t he   November  1978 i n c r e a s e  in sa lar ies  of c i v i l  
s e r v a n t s   a n d   r e l a t e d   m e a s u r e s .   H o w e v e r ,  I t  is e x p e c t e d  that  t h e   f i n a n c i a l  d i f -  
f i c u l t i e s  Q f  t h e  SEES w i l l  a f f e c t  t h e  l e v e l  of taxes c o l l e c t e d  from them, a n d  
t h e   g r o w t h  of r e v e n u e  from i m p o r t  taxes I s  e x p e c t e d   t o  be s l u g g i s h ,  i n  view 
of t h e  low i n c r e a s e  in r e c o r d e d   i m p o r t s  and t h e  rising p r o p o r t i o n  of goods t h a t  
are e x e m p t e d   f r o m  taxes. 

1/ Income taxes are c o l l e c t e d  w i t h  a y e a r ' s  l ag ,  w i t h   t h e   e x c e p t i o n  of taxes  
on-salaries, which are w i t h h e l d  a t  s o u r c e .  
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c I  Flnrnclna of the conrolidrted budnet d e f i c i t  

The conrolldated  budret def ic i t  rlaort doubled frtm LT be9 b i l l l o n  in 1975 
t o  LT 13.2 b i l l i on  i n  1976, then more t h a n  t r ip led  t o  LT 47.7 b i l l i o n  i n  1977 
(Tabla 15) .  Thr lncrarre i n  the   carh   def ic i t  of the Central Government WII, 
hwwer,  l e r r  marked bscrurr  of a r i ~ n i f i c r n t  Ch8nge in advanced and deferred 
prymantr. Advance paymenta, including advancer t o  contractorr for public invert- 
ment projuctc, ro le   re la t ive ly  aoder t ly  in b a t h  1976 and 1977, derpite the large 
increare i n  plablic invcrtment i n  the88 two yearc, More I l n o t t r n t l y ,  the Central 
Government btgrn i n  1976 t o  portpone prynent of i t o  b i l l 8  for goodr and rrrvlccr 
putchresd i n  the domestic economy ("deferred pryorento"). A 8  4 rerult ,  net 
advance payments i n  1975 and 1976 gave way t o  r i t r b l s  net deferred pryarrnta 
(LT 10.7 b i l l i on )  in 1 9 7 7 ,  t h u s  par t ia l ly   f inancing the conrolidrted budget 
d e f i c i t  of LT 47.7 b i l l i on ,  and leaving crrh d e f i c i t  of LT 36.9 b i l l i o n  
(Table 15). Due t o  an incrcare i n  error0 and omirriono 1/ by LT 4.9 b i l l i o n ,  
however, t he   t o t a l  borrowing  requirement amounted to  LT-41.9 b i l l i on  i n  1977. 
To eome extent  the borrowing  requirement war covered by tax-free domestic bond 
iseuee t o  commercial  bankr, which could hold them i n  p a r t i a l  fu l f i l lmen t  of 
t he i r  l i q u i d i t y  and reserve  requirements. Despite t h i c ,  however, the Government'@ 
recourse  to borrowing from the  Central Bank, which amounted t o  LT 9.8 b i l l i o n  
i n  1976, accelerated t o  LT 31.3 b i l l i o n  i n  1977. 

The improved budgetary p o s i t i o n  i n  the f i r s t  seven months of f i s c a l  year 
1978 resulted i n  a consolidated budget d e f i c i t  of LT 1 2 . 7  b i l l i o n ,  compared t o  
LT 23.8 b i l l i o n  i n  the  corresponding  period of f i sca l   year  1977. The Govern- 
ment deferred payments of bills  t o  a larger  extent  than i n  1977 (on a net   basis) ,  
and t h u s  the   cash   def ic i t  was reduced t o  LT 4.9  bi l l ion .  The error  and omis- 
sions item rose sharply, however, and the  borrowing  requirement amounted t o  
LT 19.3 b i l l i o n  i n  the f i r s t  seven months of f iscal   year  1978.  Approximately 
LT 19.1 b i l l i o n  was financed by borrowing from the  Central Bank (Including U6e 
of counterpart funds. For the   f i sca l  year as a whole,   the  authorit ies  forecast  
a consolidated d e f i c i t  of LT 33.8 b i l l i o n  and a cash   def ic i t  of LT 29.7 bi l l ion .  
The of f ic ia l   es t imate  makes no  assumption  about  the  item  "errors and omissions," 
which amounted to  LT 14.4 b i l l i o n  i n  Lhe period Narch-September; If t h i s  remained 
unchanged f o r  the remainder of the  f iscal   year ,   the  borrowing  requirement  for 
FY 1978 would amount t o  about LT 44 b i l l i o n ,  I n  tne pe r iod  February-December 
1978,  cer-tral government  borrowing  from the  Central Bank amounted t o  about 
LT 36 a 9  b i l l i o n .  

3 .  Finances of the  State Economic Enterprises 

The State Economic Enterprises (SEEs) cons t i tu te  a  very  important  sector 
of the  Turkish economy.  For many years  the development s t r a t eg ie s  o f  Turk ish  
governments have been based, t o  a considerahie  extent, on the promotion o f  i n d u s -  
t r i a l i z a t i o n  by  means of state-owned  enterprih*s The investments of  the SEEs 

I/ The i tem  "errors and omissions" i n  Tur.LL B budget presentation is neces- 
...r _. . - 

sary because, in the i n i t i a l   e s t ima tes  of budgetary  outcome, most expenditures 
are recorded on an  authorization or  commitment basis,  whtle  nost  revenues  are 
recorded on a cash basis. By the  time  the budget accounts  are  f inally  closed, 
some f i v e  years   l a te r ,   the  amounts under "e r rors  and  omissions"   are   reclassif ied,  
m o s t l y  as expeaditures, b u t  par t ly  by adjustments t o  revenue and financing  items. 
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arm concmntrrtmd in ~rrnufacturing  lndurtrimr, 8n.rOY~ mining,  tranrportrtlon, 
and the  comunlcat lonr   rector .  I n  addition, the SE&8 occupy an important pomi- 
t i o n  i n  the   f inanc ia l   rec tor .  Am a remult, t h e  SEEm account for t h e   t o t a l  pro- 
duction of coal, rulphur,  copper, and p l a r t i c  raw matarialr,  and 4 large  portion 
of t h e  production of e h c t t i c l t y ,  lignite, iron and r t a c l ,  and crude o i l +  The 
SEEr account for about  one  half of indurtrlal  production, and a mubrtantial 
rhatr of f ixed inve8tment (23 per cant i n  1977,  20 pet cent in 1978). 

The financer of the SEE. ar I group  have often been a rourcc of d i f f i c u l t y  
€or t h e  central  government  budget  and f o r  t h e  Turkirh economy+ In  part thlm 
rtsrr from the  fact  that  their  invcrtment  plan8  have been formulated  largely i n  
teror of the global planning and development p r i o r i t i c r  of the Central Govcrn- 
ment,  as defined in ruccerrive medium-term national planr, and conslderatlonr 
of economic v i a b i l i t y  o r  p r o f i t a b i l i t y  have been regarded an mecondary. I n  addi- 
t i o n ,  t h e  provision t o  t h e  SEES of p r i c e  and o t h e r   s u b r l d i e s  and t r a n r f e r s   f r o m  
t h e  budget, 81 well e8 t h c l r  privileged t a x  treatment and ready accema t o  low 
intercut  bank c r e d i t s ,  have  given t h e  SEE6 lea6 incentive t o  operate e f f i c i e n t l y  
or p r o f i t a b l y .   F i n a l l y ,  t h e  fact t h a t   t h e  SEEm operate i n  many crucial eec tors  
has  meant  t h a t  t h e  pricee of Borne of t h e i r   p r o d u c t s  have been p o l i t i c a l l y   s e n s i -  
t i v e .  For example, i t  wee n o t   u n t i l   S e p t e m b e r   1 9 7 7  t h a t  domes t i c  o i l  p roduc t  
p r i c e s  were raised t o  re f lec t  approx ima te ly   t he   1974  increase i n  c r u d e  o i l  
prices,  a n d   t h a t  pricee of SEE p r o d u c t s  i n  g e n e r a l  were i n c r e a s e d   t o   c o v e r   t h e  
rise i n  domestic costs that r e s u l t e d  from t he   exchange  ra te  d e p r e c i a t i o n s   t h a t  
had o c c u r r e d   s i n c e  1975.  This   p roblem  of  the t a rd iness ,   and   uomet imes   i nadequacy ,  
of price a d j u s t m e n t 8   f o r  S E E  p r o d u c t s   a n d   s e r v i c e s ,   h a s   c o n t r i b u t e d   s i g n i f i c a n t l y  
t o   t h e  sharp d e t e r i o r a t i o n  i n  t h e i r   f i n a n c i a l   p o s i t i o n   i n   r e c e n t   y e a r s ,  

S i n c e   1 9 7 3 ,   t h e  St' 9 g r o u p   h a v e   r e g i s t e r e d   g r o w i n g   l o s s e s ,  which rose 
s h a r p l y  t o  LT 16.9 b i l ,  L b ~ l  ~n 1976 and LT 34.2 b i l l i o n  I n  1977 ( T a b l e   1 8 ) ,  A t  
t h e  same time, i n v e s t m e n t s  by t h e  SEES rose s u b s t a n t i a l l y   i n   b o t h  1976 and  1977,  
t o  LT 62.9 b i l l i o n  i n  1977   (Tab le   19 )  when t h e y   a c c o u n t e d   f o r  31 p e r  cent of 
t o t a l  gross i n v e s t m e n t   I n  the T u r k i s h  economy. The problem of  f inanc ing  these 
i n v e s t m e n t s ,   d e s p i t e   r i s i n g   n e t   o p e r a t i o n a l   l o s s e s ,  was a l l e v i a t e d  t o  some d e g r e e  
by large i n c r e a s e s   i n  current and c a p i t a l  t r a n s f e r s  from t h e   c e n t r a l   g o q e r n m e n t  
b u d g e t ,   p r i c e   s u b s i d i e s ,   a n d   o t h e r   s u b s i d i e s .  I n  total, b u d g e t a r y   a s s i s t a n c e  
f o r  the  SEEs more t h a n  from quadrupled   f rom LT 12.6 b i l l i o n  in 1975 t o  LT 59 b i l -  
l i o n  in 1977 ( T a b l e   1 9 ) .   N e v e r t h e l e s s ,   t h e   b o r r o w i n g   r e q u i r e m e n t  of t h e  SEEs 
a l s o  rose, from LT 12.8 b i l l i o n   i n   1 9 7 5   t o  LT 37 .5  b i l l i o n  in 1977. The bulk 
of t he   bo r rowing  requirement was s a t i s f i e d  by borrowing from the  Central Bank, 
e i t h e r  d i r e c t l y  o r  indirectly v i a  the  Sta t e   Inves tmen t   Bank ,  at c o n c e s s f o n a l  
rattP of i n t e r e s t .  

For 1978 t h e   a u t h o r i t i e s  had programmed an improvement i n  t h e   f i n a n c i a l  
p o s i t i o n  of t h e  SEEs, l a r g e l y   o n   t h e   b a s i s  of planned increases in p r i c e s  for 
SEE p r o d u c t s ,  and an assumed 25 p e r  cent increase i n  SEE wages. I n   p r a c t i c e ,  
however, some Important price increases ( p e t r o l e u m  products, s u g a r )  were n o t  
i m p l e m e n t e d   u n t i l  September, a n d   t h e  wage b i l l  of t h e  SEEs rose a b o u t  56 p e r  
c e n t ,   w h i l e   t h e   h i g h e r   i n f l a t i o n  rate t h a n  had been assumed l e d  to a s h a r p  
i n c r e a s e  in o t h e r  SEE costs. As a result, t h e  SEE losses rose f rom LT 36.3 bil- 
l i o n  in 1 9 7 7  to  LT 53.5 b i l l i o n  i n  1978 ( T a b l e  18).  T h e   f i x e d   i n v e s t m e n t s  of 
t h e  SEEs rose only 14.8 per c e n t  in value i n  1978 (implying a sharp d e c l i n e  



i n  re41 term), rnd invrrtment in rtockr warn much reduced, with the teruft thmt 
torr1 lnvrrtment declined about 10 per cent i n  value to LT 56.9 billion. 
Although trrnrfrrr rnd euhmidlmr from the Central Government were Increered t o  
LT 76 billion, the total borrowing requirement of the SEE8 tore to LT 47.6 bil- 
lionU Borrowlne from the Central &nk amounted to  LT 18.5 billion. 

4. The financine of the public rector deficit 

The public rector includer, in addition t o  the Central  Government and the 
SEE., m number of other public  bodieo, ruch a s  l oca l  authorities, State Mono- 
polier, and revolving fundr, Reliable data on the finance# of the public sector 
as a whole for 1977 and 1978 are not  available, Rougb rtaff crtimatrm ouggeot 
that on a calendar year basis  the to ta l  borrowing requirement of the  public 
rector in 1977 was about LT 83 billion, o f  which LT 59 billion war ratlsfied 
by borrowing from the Central Bank. In calendar year 1978 total public mector 
borrowing from the  Central Bank amounted to approximately LT 56 billion. 
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Table 15. Turkey: Conmolidated Budget I/ 
(In milllo.nr 0.Y Turkirh llrar) 

1975 19.76 1977 1978 1977 1970 
Proviuional Offfcfal M e r ~ S m t  . 

dutcoms fore- Provisional 
cant outcome 

Revenues 109,093 1 4 3 , 7 5 7  187,608 276,233 103,046 158,240 
General revenues 105,399 140,746 183,757 272,233 100,529 155,233 
Annexed budget 3,694 3,011 3,P51 4,000 2,517 3,007 

Expcnc.itures -116,006 -156,967 -235,270 -310,000 -126,856 -170,921 

Budget d e f i c i t  (-1 -6,913 -13,210 -47 ,662  -33,767 -23,810 -12,681 
Deferred payments 

(+ incrb ase) -583 3 ,762 15,120 ) 6,157 14,952 
Advanced payments ) 4,100 

(- increase) -4,809 -5,080 -4,405 ) - 6 , 3 4 0  -7.122 
Caah d e f i c i t  1 - )  -12,305 - 1 4 , 5 2 8  - 3 6 , 9 4 7  -29,667 -23 ,999 -4 ,851 

Financing items (net) 14,450 17.231 41,895 -- -31,537 -19,261 
Central Bank 4,723 9,800 31,300 2/ 27,400 /19,100 
Other b o r r o w i n g  and 

change in cash 
position 9 , 7 2 7  -2,851 10,595 ... 4,137 161 

1 

Errore and omissions - 31 -2,145 -2,703 -4,948 e . .  -7,544 -14,410 

Sources: Ministry of  Finance; and s ta f f  estimates. 

- 1/ Fiscal year runs from March 1 t o  end-February. 
21 Staff estimates based on Central Bank balance sheets. Data are not 

s t r i c t l y  comparable: e.g., the estimate for March-September 1978 I s  based on 
balance sheets for February 24 and  September 29. 

31 The item "errors and omissions" is due mainly t o  expenditures being 
recorded mostly on a b u d g e t  b a s i s  and revenues mostly on a cash basis. When 
the budget accounts a r e  finalized, after about five years, the amounts under 
errors and omissions are reclassified as expenditures,  revenues, or financing 
items. 
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Tabla 16. Turkey: Conrolldated  Budget Revenue+- 11 

(In nillioor of Turkirh l i t a r )  

1974  1975  1976  1977 1978 1977 1978 197e 
Bud gr t Nar.-C)ct. Collec 
- 
pro- 
PBrl  

t lot 
..t Lu 

Tuar on income 29.401 43.516 59.288 86.920 111.200 57,492 83.982 133.W 

E n c m  tax 22,432 33,626 46.589 68,924 93,250 43,717 64,793 1*,801 
Corporate   incow t a x  3,819 5,247 6.341 8,117 11,500 6,784 9,687 11,501 
Capi ta l  gaino tax on re41 p top t t ty  358 493 102 1,303 1,300 835 997 1,401 
Fircal balance tax 2,793 4,150 5,656 6.576 11,150 6,156 8,505 11,651 

Taxer on wealth 127 
" 876  1,061  1.818 2,600 1.251  1.466 2,171 

R a d  proparty tax  
Hotor  vehicle tax  
Inher i tance  and g i f t   t a x e a  

Taxem on goods 

Product ion t ax  
Petroleum  production  tax 
Production t a x  on monopoly 
Salem t a x  
Sugar  consumption t ax  
m t o r  w h i c h  purchase  tax 
Real property  purchase  tax 

201 341 34 7 835 1,200 634 648 901 
187 194 246 326 4 50 231 296 4  2' 
2 59 3 38 469 657 950 3 86 522 8s 

13,114  -20,733 

5,575 7,344 
1,304 2,294 
2,709 6,797 

6 58 854 
67 2 644 
805 983 

1,357 1,798 
34 18 

26,660 

10 , 614 
1 , 179 
9,083 
1 104 

7 39 
1,485 
2,442 

14 

43.26 

18,15 
1,15 

15.00 
2,15 

82 
1 .sa 
4,sa 

1 

29.745 

13,049 
1 , 195 
7,250 
1,565 

725 
1,600 
4,347 

14  

42,160 

16,500 
1 , 200 

13,000 
1,850 
1,100 
2,000 
6,500 

10 

16,992 

8,141 
7 24 

2,731 
9 3 1  
500 

1,058 
2,868 

40 

25,540 

10,914 
719 

7,716 
1 , 340 

578 
1.117 
3,147 

8 Revenue from abolished  taxes 

laxes on ecrvices 7,343 - 9,976 13,595 17,571 23.850 22.85 10.896 14,333 

Banking  insurance  tranaactions  tax  3,416  4,570  6,257 8 ,491  11,000 4,964  7,001 11,8( 
Traneportetlan  tax 240 386 343 402 4 50 3 0 4  2 95 

163 
45 

PTT eervice  tax 257 2 60 168  460 134 420  5 
Building  conetruc-tion tax 121  184 249  227 350 157  2 09 3, 
Pool  tax 28 22 1 7 4 4 5 
Stamp tax  2,521  3,525  5,112  6,624  9,500  4,248  5,179 7,9t 
Fees  855  1,031  1,375  1,652  2,086 1,082 1,225 1.8' 

Taxes on imports 

Customs duty 
Cuatoms duty  on  petroleum 
Single  and cut-off tax 
Production  tax on lmporte 
Production  tax on petroleum  jmports 
Stamp duty on imports 
Wharf duty 
Fore ign   t rave l  e y  endi turea  t a x  

14,572 19,907 

4,927 
7 58 
126 

5,548 
4,275 
3,505 

7 68 
" 

26.450 

6,250 
503 
80 

9,069 
4,298 
5 , 2 7 7  

971 
1 

k3.906 18,408 24,685 38,6 31,319 

3,757 
329 
215 

4,363 
3,016 
2,500 

316 
77 

6,118 
7 37 
1 4 7  

9,591 
5,895 
7,781 
1,049 

1 

7,760 
7 80 
190 

11,70f) 
5,800 

15,496 
1,180 
1.000 

4,050 
4 26 

91 
6,385 
2,783 
4,209 

4 6 3  
" 

4 , 2 8 0  6,5( 
405 71 

6,261 8,91 
2,833 5.8 
9,563 14 ,3  

644 1 ,2  
638 1.0 

60 

Total  tax  revenues  65,157  95,009  127,055  167,374  229,716  105,038  150,005 2 4 0 , 3  

!Iontax  relrenues- 

Special  revenues and funds  480 20 2,168 779 2,009 7 74 364 1,4  

Other  revenues 509  598 853  1,724 ... 
Annexed budget  revenues  1,462  3,695  3,011  3,851  3,795  2,848 3,360 4,C 

Total  consolidated  budget  revenues  71,935  109,094  141,756  187,609  251,048 117,433 1 7 9 , l ~ O  276,Z 

2 f  3,827  9,772  10,669  13,881  15,528  8,173  25,421 30,s 

Source  Information  provided by the   Turk i sh   au tho r i t i ee  

- 1/ The f i s c a l  year 8 t a r t a  on Uarch 1. - 2/ Includes  property income, i n t e r e s t ,  fines, aurplusee of government en te rp r i se s ,  etc 
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Table 17. Turkey: Developments in Consolidated Budget 
Revenues and Expenditures 

1975 1976 1977 1978 

(ln per cent of GDP) 

To tal revenues 21.0 21.8 21.9 21.5 

Tax revenues 18.3 19.3 19.6 18-7 
Of which: Direct taxes 8 . 6  9 . 2  10.4 10.5 

9.7 10.1 9 . 2  8 .1  
Nontax revenuea- 2 . 7  2 . 5  2 . 4  2.8 

Total expenditures 22.3 23.8 27.5 24.1 

Current expenditurea 12.6 13.2 14.3 13.0 
Investment expenditures 4 . 2  5.1 6.2  4.9 
Transfers 5.5 5.5 7.0 6.2 

In rect  taxes f f 

(Increase in per cent over 
previous year 1 

Total revenues 

Tax revenues 

Direct taxes 
Personal income 
Corporate income 
Other income 
Wealth 

Indirect taxes 
Taxes on goods 
Taxes on services 
Taxes on i m p o r t s  

Nontax revenues- 

Total expenditures 

1/ 

Current expenditures 
Investment  expenditures 
Transfers 

51.7 

45.8 

47.3 
50.1 
37.4 
47.4 
20.5 

44.4 
58.1 
35 8 
36.6 

107.8 

... 
. e .  ... 
0 . .  

31.8 

33.7 

35.9 
30 .6  
20.9 
35.9 
21*1 

31.8 
28.6 
36.3 
32.9 

18.6 

35.1 

32.7 
52.7 
27.0 

30.5 

31.7 

47.0 
47.9 
28.0 
32.2 
71.3 

17.9 
11.6 
29.2 
18.4 

21.2 

50.3 

41.4 
5 6 . 8  
6 5 . 5  

4 7 . 2  

4 3 . 6  

52.7 
57.9 
41.7 
35.9 
19.4 

33.3 
45 .5  
30.1 
23.5 

77.4 

31.8 

3 6 . 3  
18.8 
34.2 

Sources: Information provia by the  Turkish authorities; and staff  
estimates. 

- 1/ Includes special revenues and funds, and annexed budget  revenues. 
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Table 18. Turkey: Profit end Lose Account of 
Operational SEE8 

(In rnilliona of Turkish liras) 

1975 1976 1977 1978 
Estimate 

Wages and salaries 

Purchases of goods and services 

Depreciation 

Other provisions 

To tal provisions 

Sales revenue 

Increase in stocks 

Total income 

Lass (-1 

28,348 

75,029 

4,592 

1,290 

109,259 

92,866 

12,034 

104,900 

-4 ,359  

42,122 

115,022 

6,224 

1,362 

164,730 

132,786 

15,072 

147,858 

-16,872 

61,341 

133,790 

12,007 

1,787 

208,925 

155,891 

16,794 

172,685 

-36,240 

95 ,524  

214,652 

10,451 

1,543 

322,170 

264,772 

3,902 

268,674 

-53 ,496 

Source: Ministry of Finance. 
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Table 19. Turkey: Financing of Investments by 
State Economic Enterprises 

( In millione of Turkish lirae) 

1975 1976 1977 1976 
Estimate 

Fixed  investment 
Stock changes 

Total investment 

Own resources, transfers, and 
subsidies 
Gross p r o f i t  C- loss) 
Taxes 
Depreciat ion 
Changes in accounts receivable 

Changes in accounts payable 

Budgetary transfers 
Price s u b s i d i e s  (duty loss) 
Other s u b s i d i e s  
Transfers from petroleum fund 
Other items (net) 

b e t  1 

(net 1 

Total own resources and 
transfers 

Borrowing 
From Central Bank (net) 
From S t a t e  lnves 
Other, inc lud ing  

borrowing 

26,177 35,495 46,148 52,985 
12,034 15,072 16,795 3,902 

-4,359 -16,872 -36,240 -53,496 
-1,129 -1,304 -1,608 -3,099 
4,592 6,224 12,007 10,451 

-8 ,562 -21,867 -28 ,656 -25 ,650  

11,375 9,197 3,376 10,512 
10,479 18,352 31,693 38,860 
1,049 7,038 21,741 31,947 
1,060 3,131 5,637 S,320 
2 ,634  1,128 1,890 3,500 
8 , 2 6 9  6 , 3 5 9  15,546 -9,064 

25,408 11,386 2 5 , 4 8 6  9,281 

1 21,500 1/24,900 1/18,500 - 1,’ 

1 5,940 2 ,279  1 

11,741 10,278 7 t m e i t  Bank ( n e t )  ) 
n e t  foreign 12,503 

) 29,106 2 1  - 

Total borrowing 12,803 39,181 37.457 47,606 

Source: Information p r o v i d e d  by the Turkish a u t b s r i t i e s .  

1/ From Central Bank balance s h e e t s .  
- 2/  Preliminary. 
- 
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1 V  Money and   Credi t  

1. Main monetary features of 1977-78 

The main mone ta ry   aggrega te s   have  shown a n   i w r e a s i n g l y   r a p i d   e x p a n s i o n   i n  
the c o u r s e  of t he   1970s .  In  t h e   p e r i o d  1971-76 the rate of increase of t h e  
money supp ly   ave raged  25-30 per c e n t ,   a f t e r   I n c r e a s e s  i n  t h e  19608, wbich   typ i -  
c a l l y  were about 1 5  per cent p e r  annum (Tables 20 and 21) ,  I n  1977  and 1978 
t h e r e  was e f u r t h e r  acceleration t o  35-40 p e r   c e n t *  The main i n f l u e n c e s   b e h i n d  
t h e   i n c r e a s i n g l y  rapid expans ion  of d o m e s t i c   l i q u i d i t y  on t h e   s u p p l y   s i d e  were 
l a r g e   p u b l i c  eector d e f i c i t s  wh ich   caused   t he   ne t   domes t i c  assets of t h e  Central 
Bank t o  expand  rap id ly .  The d e c r e a s e   i n  net  e x t e r n a l  reserves offset  t h i s   i n  
p a r t   a l t h o u g h  the private sec to r   supp lemen ted  i t s  l i q u i d i t y   u n t i l   r e c e n t l y   w i t h  
major i n f l o w s  of shor t - te rm  funds  from abroad.  The v e l o c i t y  of c i r c u l a t i o n  
d e c l i n e d  i n  1977,   but  roee s t r o n g l y  i n  1978, presumably I n  r e s p o n s e   t o  the 
a c c c l e r a t i o n   o f   i n f l a t i o n .  As i n  o t h e r   c o u n t r i e s ,   m o n e t a r y   s t a b i l i z a t i o n   a g a i n s t  
a s t r o n g  momentum of i n f l a t i o n   h a s  proved t o  be d i f f i c u l t   a n d  I ts  s u c c e s s  is by 
no  means  assured. 

The growth of r e s e r v e  money has g e n e r a l l y   e x c e e d e d   t h a t  of t h e  money supp ly .  
In 1978 the   g rowth  of r e s e r v e  money was c o n s i d e r a b l y   f a s t e r   t h a n   t h a t  of t h e  
money s u p p l y ,   p a r t l y   u n d e r   t h e   I n f l u e n c e  of h i g h e r   r e s e r v e   d e p o s i t   r e q u i r e m e n t s  
and t h e i r  more s t r ic t  o b s e r v a n c e   ( a f t e r   a n   i n c r e a s e   i n   t h e   p e n a l t y   i n t e r e s t  
ra te  invo lved) .  The v e l o c i t y  of c i r c u l a t i o n   o f   r e s e r v e  money h a s  shovln smaller 
v a r i a t i o n   t h a n   t h a t  of t h e  money supply.  0 
2 .  Mcnetary  pol icy 

The f o r m u l a t i o n  of  n o n e t a r y   a n d   c r e d i r   p o l i c y  rests l a r g e l y   w i t h   t h e  
Government  which exercjses i t s  i n f l u e n c e   t h r o u g h   b o r r o w i n g   t o  meet t h e   r e s i d u a l  
f i nanc ing   needs  of t h e   p u b l i c   s e c t o r ,   t h r o u g h   d i r e c t   c o n t r o l   o v e r   t h e   C e n t r a l  
B a n k ' s   c r e d i t   a n d   e x t e r n a l   p a y m e n t s   p o l i c y ,  as well a s  through i t s  power t o  
i s sue   r egu la t ions   conce rn ing   commerc ia l   banks '   d i spos i t i ons   and   i n   r e spec t  of  
most i n t e r e s t  rates. Apart   f rom  commercial   banks,   the   Treasury  and many o t h e r  
p u b l i c   s e c t o r   a n d   q u a s i - p u b l i c  sector e n t i t i e s   h a v e   d i r e c t  access t o   C e n t r a l  
Bank c r e d l t  

P u b l i c   s e c t o r   b o r r o w i n g   r e g u l a r l y   a c c o u n t s   f o r   t h e   m a i n  part o f  C e n t r a l  
Bank c r e d i t .   C e n t r a l  Bank l e n d i n g   t o   t h e   T r e a s u r y   t o   f i n a n c e   t h e   c o n s o l i d a t e d  
budget is r e s t r i c t e d  by law t o  1 5  per c e n t  of t o t a l   b u d g e t a r y   a p p r o p r i a t i o n s ,  
b u t   t h i s   l i m l t a t i o n  has n o t   p r o v e d   a n   e f f e c t i v e   r e s t r a i n t .  Direct C e n t r a l  Bank 
l end ing  t o  t h e  SEEs and S t a t e   M o n o p o l i e s   r e f l e c t s   b o t h   t h e   r e m a i n i n g   f i n a n c i n g  
of t h e i r   o p e r a t i n g   d e f i c i t s   a n d   t h e   a c c u m u l a t i o n   o f   c o m m o d i t y  stocks ( i n c l u d i n g  
s e a s o n a l  crop p u r c h a s i n g   o p e r a t i o n s  by p u b l i c   s e c t o r   a g e n c i e s ) .  The Central 
Sank ' s   purchases  of S t a t e   I n v e s t m e n t  Bank bonds have i n   r e c e n t   y e a r s   r e p r e s e n t e d  
a growlng  lnvolvement of t h e  C e n t r a l  Bank i n   t h e   f i n a n c i n g   o f   t h e  SEEs' fixed 
lnves tmen t s 

0 
T h e  access o f   commerc ia l   banks   t o   c r ed i t   f rom  the   Cen t ra l  Bank i s  s u b j e c t  

t o  r e d i s c o u n t  limits, e s t a b l l s h e d   s e p a r a t e l y   f o r   e a c h  bank.  The limlts have 
u s u a l l y   n o t   b e e n   f u l l y   u t i l i z e d .  Banks   mus t   obse rve   bo th   ca sh   r e se rve   r equ i r e -  
mefits (15 p e r   c e n t   s i n c e   F e b r u a r y  1978) a n d   r e s e r v e   d e p o s i t   r e q u l r e m e n t s .  The 
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l a t t e r  are  d i f f e r e n t i a t e d  by categories of l i a b i l i t i e s .   T h e r e  are  cer ta in  
e x e m p t i o n 3   ( n o t a b l y   r e s o u r c e s   u s e d   f o r   m e d i u m - t e r m   c r e d i t  t o  p r i o r i t y  sectors) 
from t h e  reserve d e p o s i t   r e q u i r e m e n t s ,  and lower rates a p p l y  in respect of 
d e p o s i t s   c h a n n e l e d  as c r e d i t e  to s p e c i f i e d   f u r t h e r   c a t e g o r i e s  of borrowers  
( i n t e r  a l i a ,  a p p l o v e d   i n v e s t m e n t   p r o j e c t s   i n   u n d e r d e v e l o p e d   r e g i o n s ,   s h o r t - t e r m  
a g r i c u l t u r a l   c r e d i t s ,   a n d   c r e d i t e  to  e m a l l   b u s i n e s s e s ) .  1/ However, t h e r e  heve 
f r e q u e n t l y   b e e n   r e s e r v e   d e f i c i e n c i e s ,  a p r a c t i c e   t h a t  has been   encouraged  by 
t h e  v e r y  low p e n a l t y  ra te  o f   t h e  Central  Bank. The p e n a l t y  rates from 1974 
u n t i l   S e p t e m b e r  1977 were 4 p e r  c e n t  p e r  annum i n  r e s p e c t  of r e q u i r e m e n t s   f o r  
time depos i t s  and  7 per c e n t  i n  r e s p e c t  of r e q u i r e m e n t s  for s i g h t   d e p o s i t s .  

O u t s i d e  the framework of m o n e t a r y   p o l i c y   b u t  o f  major   monetary  s ign i f icance  
i n   r e c e n t   y e a r s  are t h e   i m p o r t   a n d   e x t e r n a l   b o r r o w i n g  regimes. The r e g u l a t i o n s  
( d e s c r i b e d   i n   C h a p t e r  V I )  h a v e   n o t   b e e n   c h a n g e d   d r a s t i c a l l y   i n   t h e   p e r i o d   u n d e r  
rev iew,  g/ b u t   t h e   l a r g e  amount of a c c u m u l a t e d   i m p o r t   d e p o s i t s   ( t h e   " w a i t i n g  
room") I n  r e s p e c t  of i m p o r t   a p p l i c a t i o n s   a n d   p a y m e n t s  arrears has  c o n s i d e r a b l y  
i n f l u e n c e d   d o m e s t i c   l i q r r i d l t y  as t h e   t y p i c a l  w a i t i n g  p e r i o d  has grown longer.  

The s t a n c e  of m o n e t a r y   p o l i c y  a t  t h e   b e g i n n i n g   o f  1977 was e x c e p t i o n a l l y  
easy. The s t r o n g   e x p a n s i o n  of C e n t r a l  Bank c r e d i t  t o  t h e   T r e a s u r y ,   t h e   a g r l c u l -  
t u r a l   p u r c h a s i n g   a g e n c i e s ,   a n d   o t h e r   p u b l i c   s e c t o r   e n t i t i e s   p r o v i d e d   t h e   b a s i s  
for ample b a n k   l i q u i d i t y   a u g m e n t e d  by t h e  s t i l l  s i g n i f i c a n t   n e t   b o r r o w i n g   f r o m  
a b r o a d   i n  t h e  form of C o n v e r t i b l e  l i r a  ac n t s  a n d   a c c e p t a n c e   c r e d i t s .  The 
exchange rate g u a r a n t e e  on c o n v e r t i b l e  l i ras  p rov ided  by t h e   C e n t r a l  Bank con-  
t r i b u t e d   s i g n i f i c a n t l y   t o  the r a p i d   g r o w t h   o f   l i q u i d i t y ,   b e c a u s e  increases i n  
d e p o s i t s   o n   a c c o u n t  of exchange  r a t e  changes  were n o t   b l o c k e d .   N e v e r t h e l e s s ,  
demand was b u o y a n t   a l s o   f o r   C e n t r a l  Bank c r e d i t   t o   t h e   p r i v a t e   s e c t o r ,  espe- 
c i a l l y  r e d i s c o u n t i n g   o f   c o m m e r c i a l   b i l l s   b y   t h e   b a n k s .  The e x c e s s l v e   d o m e s t i c  
demand was f o r  some time r e f l e c t e d   i n  a s t e e p  r i se  in i m p o r t s ,   b u t   e v e n t u a l l y  
t r a n s f e r s   o f   f o r e i g n   e x c h a n g e  c o u l d  n o t  be made and arrears began t o  mount 
r a p i d l y .   R e q u e s t s  for wi thdrawa l  of m a t u r m g   c o n v e r t i b l e  l i r a  d e p o s i t s   c o u l d  
n o t  be met and new I n f l o w s   u n d e r   t h i s  scheme e b b e d   r a p i d l y .  

I n   t h e   s e c o n d   h a l f  o f  1 9 7 7  i t  became a p p a r e n t   t h d t  s t e p s  were n e e d e d   t o  
t i g h t e n   m o n e t a r y   a n d   c r e d i t   p o l i c y ,  Ln September  1977 t h e  Counc i l  of M i n i s t e r s  
d e c i d e d   t o   i n c r e a s e   t h e  reserve d e p o s i t   r e q u i r e m e n t s  by 5 p e r c e n t a g e   p o i n t s  t o  
25  p e r  c e n t   f o r  time d e p o s i t s   a n d   t o  30 p e r  cent f o r  s i g h t  d e p o s i t s .  At t h e  
same time, the p e n a l t y   i n t e r e s t  ra tes  were r a i s e d   f r o m  4 to 8.5 p e r  c e n t  and 
from 7 t o   1 1 . 5   p e r   c e n t ,   r z s p e c t i v e l y .  The banks,   however ,  were a l l o w e d  t o  
adJust g r a d u a l l y   ( I n   t h e   c o u r s e  of 1978)  t o  the new r e q u i r e m e n t s ,   a n d   t h e r e  was 
no i n c r e a s e   i n   t h e   r e s e r v e   d e p o s i t   r e q u i r e m e n t s  for banks   which   purchase   govern-  
ment bonds at a r a t e  c o r r e s p o n d f n g   t o  10 p e r   c e n t  o f  a n y   i n c r e a s e   i n  their 
d e p o s i t  l i a b i l i t i e s  b i n c e   t h e   i s s u a n c e   o f   t h e  new r e q u i r e m e n t s .   E f f o r t s  were 
also made to m a r k e t   m o r e   T r e a s u r y   b i l l s   a n d   g o v e r n m e n t  bonds. The effect of 
these s t e p s   i n  1977 a p p e a r s  t o  have b e e n   s l i g h t .  

I n  its s t a b i l i z a t i o n  program, t h e  new Government,  which took o f f i c e  a t  t h e  
beg inn ing  of 1 9 7 8 ,   r e c o g n i z e d   t h a t  a much s t r o n g e r   e f f o r t  w a s  e s s e n t i a l  t o  b r i n g  

1/ S i n c e  April 1 9 7 7 ,  c o n v e r t i b l e  l i r a  d e p o s i t s  o f  o v e r  $5 m i l l i o n   w i t h   m a t u -  
r l t ies  of two years o r  more are exempt from r e s e r v e  d e p o s i t  r e q u i r e m e n t s .  
- 2/ Some g u a r a n t e e   d e p o s i t  rates were i n c r e a s e d   i n   S e p t e m b e r  1 9 7 7 .  
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t he   excess ive   mone ta ry   expans ion  -qder e f f e c t i v e   c o n t r o l .  The t a r g e t   f o r m u l a t e d  
xo r   t he   g rowth  of r e s e r v e  money f o r   t h e   p e r i o d   A p r i l  1978 t o  April  1979 was 
25 per cent ,   compared   wi th  a growth of 47 p e r   c e n t   f r o m  December 1976 t o  December 
1977. S e l e c t i v i t y   i n   f a v o r  of p r i o r i t y   b o r r o w e r s   i n  access t o  and  cost of 
domestic c red i t  was fu r the r   emphas ized .  In l i n e   w i t h   t h e  rate of d e p r e c i a t i o n ,  
i m p o r t e r s  were r e q u i r e d  t o  i n c r e a s e   t h e i r   d e p o s i t s  i n  r e s p e c t  of i m p o r t   a p p l i c a -  
t i o n e  and d e p o s i t s   r e l a t e d  t o  ove rdue   fo re ign   exchange  trenefer r eques t s   whfch  
had ar isen  under   the  "cash-against-goods"  ay8tem. With r e g a r d  t o  t h e   c o n v e r t i b l e  
l i r a  scheme, the   exchange  risk would   cont lnue   to   be   covered  by t h e   C e n t r a l  Bank 
on r o l l o v e r s  of c o n v e r t i b l e  l i r a  a c c o u n t s   w i t h   m a t u r i t i e s  of one y e a r  or more, 
up t o  a limit of t h e   s t o c k   e x i s t i n g  a t  the   end  of February 1978. However, i t  
was d e c i d e d   t h a t   t h e   i n c r e a s e  i n  l i q u i d i t y   a s s o c i a t e d   w i t h   t h e   e x c h a n g e  rate 
guarantee  would  be  blocked. The Cen t ra l   Bank ' s   r ed i scoun t  rates were raised by 
1-5 p e r c e n t a g e   p o i n t s   i n   A p r i l   1 9 7 8 .   I n   J u n e   1 9 7 8   t h e  access of commercial 
banks t o   C e n t r a l  Bank c r e d i t  was s u b j e c t e d   t o   t i g h t e r  restraint .  The  Government 
f u r t h e r m o r e   a u t h o r i z e d   i n c r e a s e s  i n  d e p o s i t   a n d   l e n d i n g  rates of the   banks   and  
on  August 7 ,  1978 i t  r a i s e d  t h e  p e n a l t y  ra te  o n   r e s e r v e   d e f i c i e n c i e s  t o  14   pe r  
c e n t ,   i r r e s p e c t i v e  of w h e t h e r   r e s e r v e   d e f i c i e n c i e s   a p p l i e d  t o  time o r  sight 
d e p o s i t s  

3 .  Main monetary  develooments 

a. The C e n t r a l  Bank accounts   in   1977  and   1978 

0 In  both  1977  and  1978, t h e  m a i n   c o n t r i b u t i o n   t o   t h e   g r o w t h  of r e s e r v e  
money (Table 2 2 )  a g a i n  came from the p u b l i c   s e c t o r .   I n  the per iod   Apr i l   1977-  
March 1978   t he   ne t   domes t i c  assets of  the C e n t r a l  Bank and i t s  c red i t  t o  the 
p u b l i c   s e c t o r   r o s e   p a r t i c u l a r l y   r a p i d l y .  The a n n u a l  rate of  i n c r e a s e  was con- 
s i s t e n t l y   i n  excess of 60 p e r   c e n t   i n  that  p e r i o d .  I n  1977  Cent ra l  Bank credi t  
t o  t h e   p u b l i c   s e c t o r   r o s e  by LT 59.4 b i l l i o n   a n d  in 1978 by LT 55.5 b i l l i o n .  
Credit t o   t he   T reasu ry   and   Monopo l i e s   Admin i s t r a t ion  ( i .e. ,  t h e   c o n s o l i d d t e d  
budget)  rose by LT 40.9 b i l l i o n   i n  1977  and by LT 35 b i l l i o n   i n   1 9 7 8 .  The 
l a t te r  f i g u r e   i n c l u d e s   t h e   l o c a l   c u r r e n c y   c o u n t e r p a r t  of  arrears amounting t o  
LT 13.0 b i l l i o n ,   a p p r o p r i a t e d  by t h e  Treasury.  As a r e s u l t  of t h e   d e b t  
r e schedu l ing   a r r angemen t s ,   t hese  arrears became l i a b i l i t i e s  of t h e  Treasury  
r a t h e r   t h a n  of t h e  C e n t r a l  Bank. However, s i n c e  there  was n o   a c t u a l  flow of 
funds from a b r o a d ,   t h i s   a r r a n g e m e n t  was tantamount t o  borrowing by t h e   T r e a s u r y  
f rom  the   Cen t ra l  Bank. In a d d i t i o n ,  i t  a p p e a r s   t h a t  the Treasu ry   r ece ived  
domest ic   cur rency   advances  of abou t  LT 5 b i l l i o n   f r o m   t h e   C e n t r a l  Bank i n  
respect of program  loans t o  b e   d i s b u r s e d   i n   1 9 7 9 .  

Lending t o  the   So l1   P roduc t s   Of f i ce - -wh ich  carries o u t   s u p p o r t  purchases 
of  c e r e a l s   a n d  some o t h e r   a g r i c u l t u r a l   p r o d u c t s - - r o s e  by LT 6 . 4  b i l l i o n   i n  1977 
and LT 2.9 b i l l i o n  i n  1978.  Lending t o   o t h e r  State Economic E n t e r p r i s e s ,  e l ther  
d i r e c t l y  or  t h r o u g h   t h e   i n t e r m e d i a r y  of t h e   S t a t e   I n v e s t m e n t  Bank, rose by 
LT 18.5 b i l l i o n  i n  1977  and  by LT 15.6 b i l l i o n  in 1978. 

C e n t r a l  Bank c r e d i t  t o  t h e  p r i v a t e  sector,  m a i n l y   t o   t h e   d e p o s i t  money 
banks,   rose by LT 25.5 b i l l i o n   i n  1977  and by LT 3 6 . 6  b i l l i o n  i n  1978. Credit  
t o  agriculture rose by LT 9.1 b i l l i o n  in 1977  and by LT 8.5 b i l l i o n   i n   i 9 7 8 .  
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Commercial b i l l s   d i s c o u n t e d   b y  t h e  Central Bank rose by LT 13.6 b i l l i o n  i n  1 9 7 7  
and by LT 13.4 b i l l i o n   i n  1978. C o n v e r t i b l e  l i r a  deposits ( n e t  of a m o u n t s  
b l o c k e d )  rose by LT 2.8 b i l l i o n  i n  1977 and by LT 14.7 b i l l i o n  i n  1978, m a i n l y  
as a r e s u l t  of e x c h a n g e  ra te  c h a n g e s .  

The i n c r e a s e   I n   r e s e r v e  money  s temming from credits t o  t h e  p u b l i c   a n d  
p r l v a t e   s e c t o r s  was a b s o r b e d   p a r t l y   b y  t h e  g r o w t h   i n  t h e  net foreign l i a b i l i t i e s  
of t h e   C e n t r a l  Bank  and by i n c r e a s i n g   i m p o r t  depos i t s .  Net f o r e i g n   l i a b i l i t i e s  
of t h e  Central Bank, less v a l u a t i o n   a d j u s t m e n t s ,  rose by LT 4 5 . 3  b i l l i o n   i n  
1977 and  by LT 17.3 b i l l i o n   i n  1978. To an I m p o r t a n t   e x t e n t  these increases 
i n  f o r e i g n   l i a b i l i t i e s   r e p r e s e n t  arrears i n  reepect of commercial end f i n a n c i a l  
t r a n s a c t i o n s   a g a i n s t   w h i c h   p r i v a t e  banks and importers h a v e   p l a c e d   d e p o s i t s  i n  
the C e n t r a l   B a n k .  Deposits a g a i n s t  le t ters  of c r e d i t   n o t  y e t  a u t h o r i z e d   ( t h e  
" w a i t i n g   r o o m " )  were a p p r o x i m a t e l y   u n c h a n g e d   i n   1 9 7 7 ,  but rose by LT 20.5 b i l -  
l i o n  i n  1978, l a r g e l y   o n  account o f   t h e   n e e d  t o  a u g m e n t   p r e v i o u s  import d e p o s i t s  
in l i n e   w i t h   t h e   d e v a l u a t i o n .  In 1478 t h e r e  was a noticeable s h i f t  in " o t h e r  
Items n e t , "   r e f l e c t i n g ,   i n t e r  a l i a ,  a r e d u c t i o n  i n  the p r o f i t  of t h e   C e n t r a l  
Bank. 

b. The d e p o s i t  money banks 

There are  i n   l u r k e y  38 d e p o s i t   m o n e y   b a n k s ,  of w h i c h  11 were f o u n d e d   u n d e r  
s p e c i a l  laws, 4 are  f o r e i g n   b a n k s ,   a n d   t h e   r e m a i n i n g  23 are  c o m m e r c i a l   b a n k s .  
T o t a l  bank c red i t s  r o s e  by 26 p e r   c e n t   i n  1977 a n d ,   i n  the p e r i o d   S e p t e m b e r  
1977 t o   S e p t e m b e r   1 9 7 8 ,  by 22  per  c e n t  . O f  t h i s   l e n d i n g ,   t h e   o v e r w h e l m i n g   p r o -  
p o r t i o n  i s  t o  t h e  p r i v a t e  sector. Deposits w i t h   t h e s e  banks r o s e   b y  31 p e r  
c e n t   i n   1 9 7 7   a n d  by 25 p e r   c e n t  i n  t h e   p e r i o d   S e p t e m b e r   1 9 7 7   t o   S e p t e m b e r  1978 
(Table 23). 

4 

C .  Xnterest rate6 

I n t e r e s t  rates were r a i s e d   i n   A p r i l   1 9 7 8  (Table 24). T h e   b a s i c   d i s c o u n t  
rate was i n c r e a s e d  from 9 p e r  c e n t  t o  10 per c e n t .  The i n t e re s t  r a t e  o n   s i g h t  
s a v i n g s   d e p o s i t s ,  t h e  l a r g e s t   s i n g l e   c a t e g o r y  of b a n k   d e p o s i t s ,  was l e f t  a t  
3 p e r  cent per   annum.  A new t h r e e - m o n t h  t o  s ix -mon th  time d e p o s i t  was i n t r o d u c e d  
b e a r i n g   a n   i n t e r e s t  rate of 9 p e r   c e n t ,   w h i l e   t h e   1 2 - m o n t h   d e p o s i t  r a te  was 
r a i s e d   f r o m  9 t o  1 2  p e r  c e n t  . 

N o n p r i o r l t y   l e n d i n g  races were a lso  i n c r e a s e d .  The g e n e r a l   b a n k   l o a n  ra te  
was ralsed f r o m  11 1/2 t o  1 6  p e r   c e n t .   T a k i n g   l n t o  account t r a n s a c t i o n s  t a x e s  
a n d   c o m m i s s i o n s ,  as well as t h e   n e e d   t o   m a i n t a i n   c o m p e n s a t o r y   d e p o s i t s ,  t h e  
a c t u a l  rate is i n   e x c e s s   o f  23 p e r   c e n t .   H o w e v e r ,  a w i d e   r a n g e  of b o r r o w i n g  
f a c i l i t i e s  for p r i o r i t y   s e c t o r s  a t  p r e f e r e n t i a l   i n t e r e s t  rates is p r o v i d e d   a n d  
the s u b s i d i z a t i o n  was f u r t h e r   e x p a n d e d  i n  1978. For i n s t a n c e ,   b a n k s   c a n  r e f l -  
n a n c e  w i t h  t h e  C e n t r a l   B a n k   t h e i r   a d v a n c e s   i n   r e s p e c t  of e x p o r t s  of m a n u f a c t u r e d  
goods at t h e   s p e c i a l  rate of 10 p e r   c e n t  per a n n u m .   T h i s  rate i s  f u r t h e r   s u b s i -  
d i z e d  by way of a n   i n t e r e s t  c o s t  r e f u n d  of 6 p e r c e n t a g e   p o i n t s   t o   t h e   f i n a l  
borrower ( 8  p e r c e n t a g e   p o i n t s  j - 1  underdeveloped r e g i o n s )   a n d  1 p e r c e n t a g e   p o i n t  
t o  the l e n d i n g   i n s t i t u t i o l l  An I n t e r e s t   D i f f e r e n t i a t i o n  Fund was e s t a b l i s h e d  
i n  February 1978 t o   w h i c h  the commercial banks are o b l i g e d  to c o n t r i b u t e .  
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Lending r a t e r  on  bank c red i t8  with I contractual  term t o  matur i ty  of five 
years or more may be f r ee ly  agreed betmen the borrower end the  bank; however, 
the bank6 may UIC for ruch c r e d i t r  only ~ C B O U ~ C C O  accruing i n  t h e  form of 
depos i t s  w i t h  maturities of four years or more, t h e  i n t e r e s t   r a t e  on which i a  
a l so  f tctly negotiable 

The l n t e t e e t   r a t e  on short-term Treasury bond6 (which may be pr t ren tcd   for  
redemption a t  any  time  without lor6 of i n t e r e r t )  war ra ised from 11 t o  14 per 
cent tax free.  I n  June 1978 the   pr ivate   rector  was permitted t o  r a i s e  the 
yield on new bond issues from 18 t o  2 1  per  cent (subject to  tax) .  

c 
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Table 2 0 .  Turkey: Reecrvc Money, Money Supply, and CDP, 1972-1978 

1972  1973 1974 1975 1976  1977 1 
~~~ ~ 

b 

Rcaervc money 
Average amount ( I n   b i l l i o n s  

of Turkish llras) 
Annual rate of change 

Money supply 
Average amount (in billions 
of Turkiah l lrae)  

Annual rate of change 

CDP 
In b i l l i o n s  of Turkish 

Annual rate of change 
l iras at current prices 

Ratios 
Money supply (+> reserve 

GDP ( e )  money supply  
GDP (t) reserve money 

money 

29.3 39.3 51.6 64.7 84.5 112.8 
33.2 34.1 31.3  25 .4  30.6 33.6 

46 .5  59.8 7 7 . 5  99.9 128.0 174.2 
2 4 . 3  28.6 29.6 20.9  20.1  36.1 

1 . 5 9  1 . 5 2  1 . 5 0  1 . 5 4  1 . 5 1  1 . 5 4  
4 . 9 9  4.94 5 . 2 9  5 . 2 0  5.15 4.91 
7.92 7.52 7.94 8.02 7.80 7 . 5 9  

Sources: Central Bank of Turkey, Monthly B u l l e t i n ;  Ministry of Finance, 
Monthly Economic Indicators; and s t a f f  estimates. 

- I/ S t a f f  estimates. 
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Table 21, Turkey:  Devclopwnt of Selected  Monetary Aggregater 

1974  19 75 1976 1977 1978 , 

Ertiaurtce 

Amounts a t  t h e  end of t h e   y e a r   ( i n   b i l -  
l i o n s  of Turkish l i r a s ,  with rates of 
i nc rease  i n  per   cen t  shown i n  paren- 
theses)  

Reserve money 58.4  (28) 77.1(32) 93.1(21) 137.3(47) 200.8(46) 
Yoney supply 1 1  90.0(28) 118.5 (32) 151.  S(28) 210.6(39) 290.0(38) 
Money and  quasi-money 21 128.1(24) 168.0(31) 210.8(26) 282.8(  34) 382,0(35) 
Consolidated  bank  deposits 21 99.1(23) 132.4(34) 162.8(23) 213.3(31) 275.0(29) 

O f  which: 
Comercial sight  deposits  22.6(41)  32.1(42)  45.0  (40)  63.0(40)  82.0(29) 
Sight   savings  deposi ts   39.8(  20)  52.8( 33) 63,6(21)  83.9(32)  102.0(22) 
Total p r i v a t e   s e c t o r  time depos i t s  25.0(20)  30.4(22)  34.2(12) 40.308)   52.0(  29) 

Consolidated  bank  credit  21 118.4  (33)  171.5(45)  245.7(43)  351.1(43)  460.0(  31) 

Quarter ly  rates of increase  (between 
averages,  expressed as annual  rates 
in   pe r   cen t ,   s easona l ly   ad jus t ed )  

1977  197 8 
1s t 2nd 3rd 4 t h  1s t 2nd  3rd 4 t h  
q t r .   q t r .   q t r .   q t r .   q t r .   q t r .   q t r .   q t r .  

Res e rve money 
Money supply 1 1  

27 62 44 4 3  
33 64 36 26 ' 

38 45  26  (67) 
39  32 24 (54) 

Sources:  Central Bank of Turkey,  Monthly Bu l l e t in s ;   Min i s t ry  of Finance,  Monthly Economic Indica tors ;   and  
data   provided  by  the  Turkish  authori t ies .  Erid-1978 estimates and seasonal adjustments  by IMF s t a f f .  

11 Turkish   def in i t ion   o f  M l  i nc ludes   no te s  and co in   c i r cu la t ion   ou t s ide   banks ,  cormnercial sight depos i t s ,  

21 Turk i sh   de f in i t i on  of M2 inc ludes  M 1  above   p lus   s igh t   depos i t s  of t h e   p u b l i c  sector as well as a l l  
an; s igh t   s av ings   depos i t s ;   i n t e rbank   depos i t s  are excluded. 

ti;= depos i t s  of pub l i c   and   p r iva t e  sectors. 
- 31 Entire  banking  system net of t r ansac t ions  between t h e  Central Bank and  other  banks. 



Tab le  22. Turkey: Ileaow8 Mn8y 

1979  1976 1 9 7 7  1978 

Rerrrve wnoy 
FOr8tan 8r.8tr of the Contra1 b n k  

Cold 
Poroun exchn80 
RemrV8 pornition i n  the  Fund 
SDR8 

Foreign l i a b i l i t i o m  o€ the Cent ra l  Bank 
C o n v e r t i b l e   l i r a  accounta 
bankerm' c r d i t 8  
Drrmdner Bank workorm' remittance 8chemr 
Thi rd  p8rty reimburmmentm (overdue) 
Noncoaaetclal arrearm 

Other c o m e r c i a 1  atrearm 
Overdue acceptancrm 
Overdraf tr 
LMF 
BIS  
Other 

Rcmcheduled (gtmranted) cmerc ir l  8 t t 8 8 t l  

Net foreign a s s e t s  of t h e  Central  Bank 

C r e d i t  to  t h e  p u b l i c  s e c t o r  by t h e  Central Bank 
Short-term c r e d i c  to the Treaaury 
IMF ( n e t )  
Coun te rpa r t   funds  of reecheduLed f o r e i g n   d e b t  
O the r   T reasu ry   accoun t s ,  net 
M o n o p o l i e s   M m i n i s t r a t i o n ,   n e t  
Soi l  Produc t s  Off ice 
SEE borrowing through SIB 
S p e c i a l  Fund (SEES) 
Other  SEE b o r r o v i n g  
C o n s o l i d a t e d   p u b l i c   d e b t  

C r e d i t  to t h e   p r i v a t e  sector 
A g r i c u l t u r a l  sales cooperatives 
A g r i c u l t u r a l  credit c o o p e r a t i v e s  
O t h e r   a g r i c u l t u r a l  b l l l s  
S p e c i a l   a g r i c u l t u r a l   f i n a n c i n g  
Commercial b i l l s  
C o n v e r t i b l e  l i ra  a c c o u n t s  
B l o c k e d   c o n v e r t i b l e   l i r a   a c c o u n t e  
Conaolidated private sector debt 

Deposits a g a i n s t  let ters of credit 
Other Items, n e t  

Net domes t i c  assets of the C e n t r a l  Bank 
Devalua t ion   account  

- 77.1 
18.1 

2.1 
15.5 

0 . 5  

2 0 . 9  
15*0 
0.1 

CIC 

" 

" 

" 

" 

_I 

" 

" 

" 

0 . 8  
3.7 

1.4  

- 2 . 6  

60.3 
16.8 
3.7 

1.3 
1 . 7  
6.0 
6.1 
7 . 1  
1 . 5  

16.1 

44.8 
11.9 
0.7 
0 . 2  
4.0 
9.1 

15.0 

3.9 

-16.5 

-9.1 
79.5 
0.4 

" 

- " 

" 

"- 

" 

- 93.1 
23 e ?  

2.1 
21.2 

0 4 4  

54.9  
29 .4  
6 .8  
0.P 

" 

" 

" 

" 

" 

" 

3 .9  

2 . 0  
6 . 5  
2 . 5  
2 . 9  

- 3 1 . 2  

" 

- "- 
89. S 
21.7 

3.7  

-0.4 
6 .2  

12.2  
14 .6  

7 . 1  
8 . 3  

16.1 

71.9 
13.3  
2.3 
0.4 
6 . 4  

16.2  
2 9 . 4  

3 .9  

-31.7 
-9.8 
119.9 

4.4 

" 

- 

" 

" 

L 4 , 3  " a a  
2 * 1   3 . 9  

14 .2  2s .o 
" " 

-I " 

105.8 185.4 
38.1 71.5 
" - 

7.6 8 . 5  
3 *  5 8.9 
3.9 6.3 
5.6 6 . 0  
" 13  .O 

29.0 32 .O 
0 . 2  3 . 1  
6 . 6  8.7 
7.9 1 5 *  6 
3.7 0 . 2  
1 . 7  11.6  

" 
-69 .5  4 5 6  5 

"" 

14n.Q 2 0 4 . 4  
45.2 S6* 6 

3 .7  3.7 
" 18.1 

2.6 3 . 8  
14.2 20.5 
18.6 21.5 
2 7 . 9  32.3 

7 . 1  7 . 1  
13.5 24.7 
16.1  26.1 

9 7 . 4  134.0 
21.2 16.8 

3 . 3  5 . 8  
0 . 6  1.5 
6.4  10.0 

29 .8  53.2 
35.9 7 1 . 0  
- 3 . 7  -24.1 
3.9 9.8 

- " 

-30 .1  -50.6 

-6.8 2 . 4  

209.4  290- 2 

" " 

" 

1 7 . 4  67.1  

Sourcee: Weekly statements of the C e n t r a l  Bank of Turkey; IMF, I n t e r n a t i o n a l  
Financial S t a t f e t i c e :  and information aravidd hv +ha T t r r t q m h  anm+hnrlt4na 

"C" 



Table 23. .Turkey: Credit   and  Deposits of Deposit Money Banks 

( I n   b i l l i o n s  of Turkish l ira;  end of period)  

1975  1976  1977  1978 
Mar. June  Sept . Dee. Mar. June Sep t . 

Tota l  bank c r e d i t s  138.953  183.762  190.025  202.582  209.835  231.476  233.967  254.346  255.482 
O f  which: 
P r i v a t e   s e c t o r  123.900  163.630  171.568  184.059  189.468  209.915  217.288  230.723 ... 
Public  sector  15.053  19.132  18.457  18.523 20.367 21.561  22.679  23.623 ... 

Total  deposits  132.371  162.845  163.010  174.165  186.100  213.261 214.407  219.545  232.332 
O f  which: 
Sight  deposits  98.414  124.371  123.135  133.659  144.350  168.097 167.319  167.042 ... 
T i m e  depos i t s  33.962  38.474 39.875 40.506  41.750  45.164 47.088 52.503 ... 

Credi t s  of 13 
l a r g e  banks  94.853  124.379  130.883  137.303  142.636  154.037  160.278  167.412  175.026 

Deposits of 13 
large  banks  94.108  123.150  132.658  137.963  143.355  157.302  164.517  167.857  184.140 

Source: Ministry of Finance, Monthly Economic Ind ica to r s .  
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Table 2 4 .  Turkey: Selected Interest Rates 

(In pet  cent) 

As from As from As from As from 
Mar. 1, Nov. 26, Oct .  1, Apr. 1, 
197 3 1973 1974 1978 

Central Bank r e d i s c o u n t  rates 
Rediscounts and advances  

a g a i n s t  b i l l s  8 .0  
A g r i c u l t u r e ,   e x p o r t s ,  small 

i n d u s t r y  6 . 0  
Medium-term c r e d i t s  9.0 

Banks' maximum l e n d i n g  rates 
General in terest  rate 10.5 
Medium-term c r e d i t s  12.0 
A g r i c u l t u r a l  credits 

G e n e r a l  ra te  9.0 
E4edium- and long- te rm c red i t s  9.0 

Expor t  c red i t s  9.0 
C r e d i t s   t o  artisans 9.0 
C e n t r a l   B a n k   p r i o r i t y   c r e d i t s  ... 

Maxlmum d e p o s i t  rates z/ 
Commerc ia l   depos i t s  (0-4 months) -- 
Commerc ia l   depos i t s  ( 4 - 6  months) -- 
S a v i n g s   d e p o s i t s ,  demand d e p o s i t s  

(0- 3 months) 2.5 
Savings d e p o s i t s  (3-6 months) 4.0 21 
S a v l n g s   d e p o s i t s  (6-12 months) " 

S a v i n g s   d e p o s i t s  (12-24 months)  7 . 0  
Sav ings  deposits (24 months or 

more) 9.0 
S a v i n g s   d e p o s i t s  (2-3 y e a r s )  " 

Savings d e p o s l t s  ( 3 - 4  y e a r s )  " 

S a v i n g s   d e p o s i t s  (4 y e a r s  o r  
mo re) " 

8 .5  9.0 10.0 

7 . 0  
9 . 0  

8 . 0  
10.5 

8 . 0  
11.5 

10.5 
12.0 

11.5 
1 4 . 0  

16.0 
16.0 

9.0 
9.0 
9.0 
9.0 

10.5 
10.5 
10.5 L/ 
10.5 

10.5 
10.5 

10.5 
14.0 

" 

... . .. 
" 

" 

2.5 
4.0 - 3/ 

3.0 
6.0 3/  
" 

- 
3.0 
6.0 
9.0 

12.0 
" 

7.0 9.0 

9.0 
" 

" 

. .. 4 /  - 
" 

" 

16.0 
20.0 " 

. .. 4/ - . .. 4/ - " 

S o u r c e -   C e n t r a l  Bank of Turkey. 

1/ Export  c r e d i t s   r e f i n a n c e d  fully o r  partly through t h e  Central Bank 
and   exempt  from e x p e n d i t u r e  tax as prov ided  for i n  the Decree for the 
Inducement  and  Development of E x p o r t s  are s u b j e c t  t o  a maximum rate of 
9.0 p e r  cent .  Medium-term c r e d i t s  with t h e  same f e a t u r e s  are s u b j e c t  to 
a maximum rate of 12 .5  per cen t .  

2/ S i n c e  March 1973 b a n k s  are not p e r m i t t e d  t o  p a y   i n t e r e s t  on commer- clzl d e p o s i t s ,  Irrespective of m a t u r i t y .  Instead, a new s y s t e m  of d i f f e r -  
e n t i a l  maximum rates for savings d e p o s i t s  was set up i n  order t o  promote 
l ong- t e rm  sav ings .  

3/ Three-twelve months.  
- q/ To be d e t e r m i n e d   b y  the bank z 1 d e p o s i t o r .  
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V .  Balance of Payments  and External Debt 

1 . I n t r o d u c t i o n  

There was a ehary   tu rnaround I n  Turkey 's  balance of payments  in  1974 
foreshadowing a per iod  of r ap id ly   worsen ing   ba l ance  o f  payments developments .  
The o v e r a l l   b a l a n c e ,   w h i c h  had shown a s u r p l u s   o f  over US$900 m i l l i o n   i n   1 9 7 3 ,  
recorded a d e f i c i t   o f  US$364  m1llic.l i n  1 9 7 6   w h i c h   w i d e n e d   s u b s t a n t i a l l y   i n  
t h e   f o l l o w i n g   y e a r s  t o  reach  US$2,500 m i l l i o n   i n  1977 (Table  2 5 ) .  The s i z a b l e  
o f f i c i a l  re~erves t h a t  had been  accumulated by 1973 were r a p i d l y   e r o d e d ,  
and by t h e   e n d  of 1977  there   had   been  a huge Increase i n  Turkey ' s   shor t - te rm 
i n d e b t e d n e s s   t o   o v e r  US$6,500 m i l l i o n ,  of   which  about  US$2,100 m i l l t o n  repre- 
sented  payments arrears. 

To some e x t e n t ,   t h e s e   u n f a v o r a b l e   d e v e l o p m e n t s   r e s u l t e d  from spec ia l  fac-  
t o r s ,   s u c h  a s  t h e  s i t u a t i o n  in Cyprus,   problems  over mi l i t a ry  a i d ,  a d e t e r i o r -  
a t i o n   i n   t h e  terms of t r a d e - r e s u l t i n g  from the   combina t ion  of t h e  r ise  i n  
world o i l   p r i c e s   a n d  more s l o w l y   r i s i n g   T u r k i s h   e x p o r t   p r i c e s - - a n d  a d e c l i n e  
i n  workers '  remittances. But t h e   m a i n   c a u s e   o f   t h e   e x t e r n a l  cr is is  was t h e  
s t a g n a t i o n  o f  e x p o r t s   d u r i n g  a per iod  when Turkey purlclled a f o r c e f u l   d o m e s t i c  
g rowth   po l i cy   caus ing   impor t s   t o  r ise  r a p i d l y .  The f a i l u r e   t o  make t i m e l y  
a d J u s t m e n t s   e v e n t u a l l y   r e s u l t e d   i n   t h e   l i m i t a t i o n  of o f f i c i a l  payments  begin- 
n i n g   i n  ear ly  1977  and  the  emergence of v e r y   l a r g e   p a y m e n t s   a r r e a r s .  

Ln 1978   t he re  was a s e v e r e   t i g h t e n i n g  o f  t h e   e x t e r n a l   f i n a n c i n g   c o n -  
s t r a i n t .  The i n f l o w   o f   f r e s h  money f r o m   i n t e r n a t i o n a l   m a r k e t s  i n  1978  dropped 
c o n s i d e r a b l y ,   w h i l e   t h e   s u s p e n s i o n  of new e x p o r t -   c r e d i t s   f r o m   f o r e i g n   e x p o r t  
c r e d l t   g u a r a n t e e   i n s t i t u t i o n s ,  i n  view of  t h e   l a r g e  amount of  commercial 
arrears ,  r e s u l t e d   i n  a r e d u c t i o n  of  s u p p l i e r s '   c r e d i t s .  The s i t u a t i o n  was 
r e l i e v e d   t o  a n  e x t e n t  as a r e s u l t  of T u r k e y ' s   s u c c e s s   i n   s e c u r i n g  new pe t ro -  
leum l o a n s  and s u b s t a n t i a l   p r o g r a m   c r e d i t s   f r o m   f o r e i g n   o f f i c i a l   s o u r c e s .  
The r e schedu l ing  o f  o f f i c i a l   d e b t s   t o  most member c o u n t r i e s  of  t h e  OECD f o r  
Turkey a l so  a f f o r d e d   c o n s i d e r a b l e   r e l i e f .   N e v e r t h e l e s s ,   t h e   s u b s t a n t i a l   r e d u c -  
t i o n  In c a p i t a l   I n f l o w s   b r o u g h t   a b o u t  a d e c l i n e   i n  t h e  c u r r e n t   a c c o u n t   d e f i c i t  
from US$3,600 m i l l i o n   i n  1977 t o  U S $ 1 , 7 0 0  m i l l i o n  !n 1978. Expor t s  of  manufac- 
tures remained a t  t h e i r  1977 l e v e l ,  b u t   t h e r e  was a s u b s t a n t i a l   i n c r e a s e   i n  
a g r l c u l t u r a l   e x p o r t s ,   w h i c h  was a t t r i b u t a b l e  t o  the shipment of l a r g e  stocks 
of wheat and c o t t o n .  As a r e s u l t ,   t o t a l  exports r o s e  by 30 p e r   c e n t .  Offi- 
c i a l l y  recorded  imports ,   however ,  f e l l  from US$5,800 m i l l i o n   i n   1 9 7 7   t o  
Ub$4,600 m i l l i o n   i n   1 9 7 8 ,   i m p l y i n g  a d e c l i n e   i n  volume  of  about 30 per c e n t .  
These   f i gu res  p o s s i b l y  o v e r s t a t e  (he  d e c l i n e   i n  the volume of t o t a l   i m p o r t s  
t o  some e x t e n t  slnce impor t s  not o f f i c i a l l y   r e c o r d e d   I n   t h e   t r a d e  s t a t i s t i c s  
probably   rose   cons iderably .  The e x t e r n a l   p a y m e n t s   d i f f i c u l t i e s   l e d   t o   t h e  
development of a s i z a b l e   p a r a l l e l   m a r k e t   f o r   f o r e i g n   e x c h a n g e   w h e r e   t h e  l i r a  
has been traded a t  a d i s c o u n t .  This market  is m a l n l y   f u e l e d  by workers '  remit- 
t a n c e s   a n d   o t h e r   c u r r e n t  receipts and  has  emerged as a n   i m p o r t a n t   v e h i c l e  f o r  
imports by t h e   p r i v a t e   s e c t o r ,  both those recorded i n   t h e   o f f i c i a l  s t a t i s t x s  
and  t h o s e   n o t   r e c o r d e d .  
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2 .  E x c h a n g e  rate development 

Following t h e   d c p r e c i a t l o n  of t h e  Turkish l i r a  by 40 p e r  cent in A u g u s t  
1970, t h e  exchange r a t e  r e m a i n e d   v i r t u a l l y   u n c h a n g e d  i n  terms of t h e  U.S. 
d o l l a r  u n t i l   m i d - 1 9 7 5 .   S u b s e q u e n t l y ,  t h e  l i r a  was d e v a l u e d  i n  small steps 
in 1975, 1976, a n d  1 9 7 7 .  O n  March 1, 1978 t h e  l i r a  was d e v a l u e d  again 
a g a i n s t   t h e  U.S. d o l l a r  by 23 per cent and t h e  buying ra te  was e s t a b l i s h e d  
a t  LT 25 .00  per US$1. 

The v a l u e  of the  l i r a  has  f a l l e n  to a much greater  degree v i s - ~ - v l s  the  
c u r r e n c i e s  of t h e   o t h e r  c o u n t r i e s  w h i c h   p l a y  an i m p o r t a n t  role i n  T u r k e y ' s  
external  trade.  In e f f e c t i v e   t r a d e - w e i g h t e d  terms, the l i r a  d e c l i n e d  in 
v a l u e  by 8 p e r   c e n t  in 1 9 7 5 ,  by 4 pEr c e n t  i n  1 9 7 6 ,  by 13 p e r  c e n t  i n   1 9 7 7 ,  
and by 33 p e r   c e n t   I n  1978 ( T a b l e  2 6 ) .  T h u s ,  o n  a v e r a g e  i n  1978, t h e  v a l u e  
of t h e  lira h a d   d e c l l n e d   s i n c e   t h e  l a s t  q u a r t e r  of 1970 by 53 p e r  c e n t ;  by 
t h e  end o f   t h e  year t h e  d e c l i n e  a m o u n t e d  to 5 7  per c e n t .   H o w e v e r ,  the d e c l i n e  
i n   t h e  value of t h e  l i r a  d i d   n o t   f u l l y   c o m p e n s a t e  for  the loss in Turkey's 
c o m p e t i t l v e n e s s ,   m e a s u r e d   b y   r e l a t i v e  costs i n   T u r k e y   a n d   a b r o a d .   T u r k e y ' s  
w h o l e s a l e   p r i c e s  rose c o n s i d e r a b l y   f a s t e r   t h a n  a w e i g h t e d  average of the  
w h o l e s a l e   p r i c e s  of i t s  t r a d i n g   p a r t n e r s  i m p l y i n g  t h a t   t h e r e  was a "real" 
e f f e c t i v e   a p p r e c i a t i o n  of t h e  l i r a  i n  t h i s  p e r i o d ,  The "real" e f f e c t i v e   a p p r e -  
c l a t l o n  s i n c e  1 9 7 0   a m o u n t e d   o n   a v e r a g e  i n  1 9 7 8  t o  22 p e r  c e n t  and by  t h e  e n d  
o t  1978 t o  3 4  p e r   c e n t   ( T a b l e  2 6 ) .  

4 
C o m p e t i t i v e n e s s   h a s  a l s o ,  h o w e v e r ,   b e e n   a f f e c t e d   b y   c h a n g e s  i n  border 

t a x e s .  On J a n u a r y  1, 1 9 7 8 ,   t h e  stdmp duties o n   i m p o r t s  w a s  raised from 
5-Y.5 per cent to 22.5-25.0 p e r  cen t .  Tax rebates on e x p o r t s   h a v e   b e e n   c h a n g e d  
from t h e  t o  t i m e - - m a i n l y   i n  an e f f o r t  t o  restore p r o f i t a b i l i t y  o f  e x p o r t s .  
T a k l n g   i n t o   a c c o u n t   t h e   c h a n g e s  I n  t hese  r e b a t e s   i n   1 9 7 8 ,   t h e  " rea l"  e f f e c t i v e  
a p p r e c i a t i o n  of t h e  r a t e  for e x p o r t s   s u b J e c t  to r e b a t e s   a m o u n t e d  o n  average 
i n  1 9 7 8  t o  38 p e r   c e n t   a n d  by t h e  end of 1978 t o  48 per c e n t ,  Thus,  b o t h  i n  
t h e  c a s e  o f  e x p o r t s   s u b J e c t  t o  r e b a t e s  and i n  t h e  case o f   e x p o r t s   t h a t   d o   n o t  
b e n e f i t   f r o m   t h e s e   r e b a t e s  there  h a s  b e e n  a s i g n i f i c a n t  loss of c o m p e t i t i v e -  
ness s i n c e  t h e  l a s t  quarter of 1 9 7 0 .  - 1/ 

A r e l i a b l e  time series on t h e   e x c h a n g e  r a t e  i n  the  p a r a l l e l  m a r k e t  i s  
n o t   a v a l l a b l e ,   b u t   t h e   d i s c o u n t  on t h e   T u r k i s h  l i r a  i n  this m a r k e t  is r e p o r t e d  
a t  t l m e s , t o  have  been s u b s t a n t ~ a l .  

3 .  - T r a d e  accounts 

The T u r k i s h   t r a d e   d e f i c i t  has w i d e n e d   s u b s t a n t i a l l y   i n   r e c e n t  years ,  I n  
1 9 7 7  I t  a m o u n t e d  t o  US$4,050 m l l l l o n   c o m p a r e d  w l t h  o n l y  US$770 m i l l i o n  in 
1973 ( T a b l e  2 7 ) .  Approximately one h a l f  of t h i s   r e f l e c t e d   i n c r e a s e s  in pr ices  
and d e t e r l o r a t i o n  i n  t h e  terms of t r a d e .  2 /  The volume of e x p o r t s   c o n t r a c t e d  
by close t o  10 p e r   c e n t   b e t w e e n  1973  and 1 9 7 7 ,  w h i l e  t h e  v o l u m e  of i m p o r t s ,  
rnd in ly  I n v e s t m e n t   g o o d s   a n d  raw materials, rose by more t h a n  7 0  per c e n t  i n  

1/ T h l s  loss was less  p r o n o u n c e d  for  goods t h a t  were made s u b J e c t  t o  t h e  

2 /  The i n c r e a s e  In the world 011 p r i c e  in 1973-74  r a i s e d  t h e   i m p o r t  b i l l  
ta; r e b a t e  scheme i n  t h e  p e r i o d  1970-77 .  

b y a b u u t  US$50D m i l l i o n  i n  1 9 7 4  a n d  about US$1 b i l l l o n  i n  1 9 7 7 .  
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r e sponse  t o  ambi t ious   i nves tmen t   and   g rowth   t a rge t s  se t  i n   a n n u a l  programs. 
Measured a t  1973 p r i c e s ,   t h e   t r a d e   d e f i c i t   i n c r e a s e d   f r o m  US5769 m i l l i o n  i n  
1973 t o  US$2,400 m i l J i o n  in 1977. I n  this p e r i o d   t h e r e  was a s t e e p  increase 
i n   i m p o r t   p r i c e s  of abou t  60 per cent   be tween 1973 and   1977 ,   wh i l e   expor t  
p r i c e s   r o s e  by 45 per c e n t ,   r e s u l t i n g  i n  a 10 p e r  cent d e t e r i o r a t i o n  i n  the 
terms of t r a d e  . 

In  1 9 7 8   t h e   t r a d e   d e f i c i t   n a r r o w e d   s h a r p l y  t o  US$2,300 million. The 
volume of e x p o r t s  rose by abou t  30 per  c e n t   w h i l e   t h e r e  was a d e c l i n e  i n  t h e  
volume of i m p o r t s   a l s o  by abou t  30 p e r   c e n t .  The t r a d e   d e f i c i t   m e a s u r e d  a t  
1973 prices r e v e r t e d   a p p r o x i m a t e l y   t o  i t s  1 9 7 3   l e v e l .  The terms of t r a d e  
d e t e r i o r a t e d   f u r t h e r  i n  19711. 

a. Expor ts  

Turkey ' s   expor t s   have   f luc tua ted   f rom year t o  y e a r  as  a result of s h a r p  
changes i n  t h e  demand f o r   a n d   s u p p l y  of a g r i c u l t u r a l   p r o d u c t s .   I n  some p e r i o d s  
expor t s   o f   t hese   p roduc t s   have   been   he ld   bacb  by a n   u n w i l l i n g n e s s   t o   a d j u s t  
suppor t   and  minimum e x p o r t   p r i c e s   i n   l i n e   w i t h   f l u c t u a t i o n s  i n  world  market 
p r i c e s .   E x p o r t s  of i n d u s t r i a l   p r o d u c t s  a t  times have   been   he ld   back   by   inade-  
q u a t e   p r o f i t a b i l i t y   a n d   s t r o n g  demand c o n d i t i o n s  a t  home. 

(1) A g r i c u l t u r a l   e x p o r t s  

A g r i c u l t u r a l   e x p o r t s   i n c r e a s e d   s h a r p l y  In 1 9 7 6   r e f l e c t i n g   l a r g e l y  
t h e  improvement i n  demand f o r   a n d   t h e   i n c r e a s e  i n  world  market p r ices  of 
T u r k e y ' s   e x p o r t s ,   p a r t i c u l a r l y   f o r   c o t t o n  and c o t t o n   t e x t i l e s ,  making i t  pos- 
s i b l e   f o r   T u r k e y  t o  e x p o r t   s t o c k s   a c c u m u l a t e d   d u r i n g   t h e   p r e v i o u s  two years 
(Table  28). Tobacco   expor t s ,   though much h i g h e r   t h a n   i n   1 9 7 5  were ac 'verse ly  
a f f e c t e d   I n   t h e   s e c o n d   h a l f   o f   1 9 7 6  by minimum e x p o r t  prices e s t a b l i s h e d  by 
t h e  Government t h a t  were uncompet i t ive  i n  w o r l d   m a r k e t s ,   a n d   l a r g e   s t o c k s   o f  
tobacco  were c a r r i e d   o v e r   i n t o   1 9 7 7 .  1/ A s i m i l a r   s i t u a t i o n   e x i s t e d   w i t h  
r e spec t   t o   whea t .  A f a v o r a b l e   h a z e l n u t   c r o p  made i n c r e a s e d   q u a n t i t i e s  of  
h a z e l n u t s   a v a i l a b l e   f o r   e x p o r t   i n  1976. 

I n  1 9 7 7  a g r i c u l t u r a l   e x p o r t s   d e c l i n e d  by 17 per c e n t   ( T a b l e  28). T h i s  
was due  mainly t o  a s teep  d e c l i n e   i n   c o t t o n   a n d   t o b a c c o   e x p o r t s ,   w h i c h   t o g e t h e r  
had   accounted   for  over 50 p e r   c e n t   o f   a g r i c u l t u r a l   e x p o r t s   i n   t h e   p r e v i o u s  
y e a r .  The  volume of c o t t o n  exports f e l l   t o   a l m o s t   o n e   t h i r d  o f  t h e  volume 
shipped i n  1976 on account  o f  bo th   h igher   domest ic   consumpt ion   and  a marked 
r e d u c t i o n  i n  a c r e a g e   I n  1975/76 f o l l o w i n g  a d e c l i n e   i n   w o r l d   m a r k e t   p r i c e s  
and In t h e   d o m e s t i c   s u p p o r t   p r i c e  in real  terms. A 35 per c e n t   i n c r e a s e  i n  
the  world  market  price of cot ton   compensa ted  for par t  of t h e   l o s s   i n  volume 
(Table  2 9 ) .  Expor t s  of t o b a c c o   d e c l i n e d  by 30 per c e n t   i n   1 9 7 7 .  Tobacco 
e x p o r t s  were a f f e c t e d   a g a i n  by the  d i sc repancy   be tween   domes t i c   suppor t   p r i ces  
and   wor ld   marke t   p r i ces+  The f a i l u r e   t o   e x p o r t   t o b a c c o  a t  the   wor ld   marke t  
p r i c e   l e d  t o  the   accumula t ion  of  l a r g e   s t o c k s   i n   t h e   h a n d s  of t h e   S t a t e  Mono- 
poly. The o f f i c i a l l y  se t  minimum e x p o r t  price f o r  tobaccc, was l o w e r e d   i n  
September   1977  and  an  export  tax  r e b a t e  of 10-15  per   cent  was i n t roduced   bo th  

- 1/ T u r k e y   e x p o r t s   o r i e n t a l   t o b a c c o .  Its c o m p e t i t o r s  are Greece, 
Yugoslakia ,   and  Bulgar ia .  
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o n   c o t t o n   a n d  tobacco exports effective from September   and   October  1 9 7 7 ,  
reepec t ive ly .  (These  rebates were abolished  again wi th  effect from March 1 ,  
1978.) Among other a g r i c u l t u r a l   p r o d u c t s ,  there wae some increase I n  exports 
of cereals,  m a i n l y  wheat, but large stocks s t i l l  remained i n  the  hands  of t h e  
S o i l   P r o d u c t s  Office s ince  the 1 9 7 7   h a r v e s t  was again a good one f o r  cereals. 
Haze lnut  exports c o n t i n u e d  t o  i n c r e a s e  in 1 9 7 7 ,   w h i l e   e x p o r t s  of livestock 
and p r o d u c t s   d e c l i n e d   s h a r p l y .  

A g r i c u l t u r a l   e x p o r t s  rebounded s t r o n g l y  i n  t h e   f i r s t  11 months of 1976 
exceed ing  t h e i r  l e v e l   d u r i n g  t h e  c o m p a r a b l e   p e r i o d  of 1977 by close t o  50 per 
cent .  r/ This improvement was m a i n l y  due t o  an 80 p e r   c e n t   i n c r e a s e  in exports 
of c o t t o n   r e f l e c t i n g  l o w  domestic c o n s u m p t i o n ,   a n   i n c r e a s e  i n  the a c r e a g e  
p l a n t e d  In 1977,   and  t h e  p r o s p e c t s  of a bumper c o t t o n   c r o p  i n  l a t e  1978. 
U n u s u a l l y   a m p l e   s t o c k s  of cereals a l so  enab led   Turkey  t o  make la rge  s h i p m e n t s  
abroad. While the  world m a r k e t   p r i c e  of h a z e l n u t s   f i r m e d  considerably I n  1978, 
e x p o r t  p r i c e s  f o r   t o b a c c o   a n d   e s p e c i a l l y   c o t t o n   f e l l .  

( 2 )  industrial e x p o r t s  

I n d u s t r i a l   e x p o r t s   ( i n c l u d i n g   m i n i n g  and  q u a r r y i n g   p r o d u c t s )  showed 
a n  Improvement by IS p e r  cent i n  1976  Over t h e  r e s u l t s  of t h e   p r e v i o u s  year ,  
but  were qo h i g h e r   t h a n  i n  1974 ( T a b l e  2 8 ) .  T h i s   i m p r o v e m e n t   r e f l e c t e d  almost 
e x c l u s i v e l y   n l g h e r   t e x t i l e   e x p o r t s .   T e x t i l e   e x p o r t s   ( m o s t l y   c o t t o n  t e x t i l e s )  
had c o n s t l t u t e d   b e t w e e n  a t h i r d  t o  o n e   h a l f  of T u r k e y ' s   i n d u s t r i a l   e x p o r t s   i n  
r e c e n t  years .  The i n c r e a s e  in T u r k e y ' s  t e x t i l e  e x p o r t s   i n  1976 r e p r e s e n t e d  
l a r g e l y   t h e   r e v i v a l   i n  world demand for c o t t o n  t e x t i l e s  a f t e r  t h e  s t a g n a t i o n  
i n  1975 .  E x p o r t s  o f  many o t h e r   I n d u s t r i a l   p r o d u c t s ,   n o t a b l y   p r o c e s s e d  agri- 
c u l t u r a l  p r o d u c t s  which were a f f e c t e d  by m a r k e t i n g   a n d   q u a l i t y  problems, 
p e t r o l e u m   p r o d u c t s ,   l e a t h e r   a n d   h i d e s ,   a n d  cement, d e c l i n e d   i n   1 9 7 6 ,   w h i l e  
t h e r e  was a m o d e s t   i n c r e a s e   i n   t h e   v a l u e  of e x p o r t s  of o t h e r   i n d u s t r i a l   p r o -  
d u c t s   t a k e n   t o g e t h e r .  The v a l u e  of t h e  rnaJor c a t e g o r i e s   o f   i n d u s t r i a l   e x p o r t s  
remained much t h e  same i n   1 9 7 7 ,  w i t h  t h e   e x c e p t i o n   o f   e x p o r t s  of p r o c e s s e d  
ag r i cu l tu ra l   p roduc t s   wh ich   showed   some   Improvemen t ,  and e x p o r t s  of c h e m i c a l s  
w h i c h   d e c l i n e d   f o r   t h e   f i r s t  t i m e  i n  recent  y e a r s .  There was a c o n t i n u e d  
sharp d r o p  I n   e x p o r t s   o f   p e t r o l e u m   p r o d u c t s   l a r g e l y  a s  a r e s u l t  of a n   i n c r e a s e  
i n  do rues t l c   demand   fo r   t hese   p roduc t s .  

4 

I n d u s t r i a l   e x p o r t s   d e c l i n e d  by a b o u t  5 p e r   c e n t   i n   t h e   f i r s t  11 months 
of 1 9 7 8  c o m p a r e d   w i t h   t h e   f i r s t  11 months o f  1 9 7 7 .  1/ T h e   r e d u c t i o n   i n  export s  
of manufac tu res  was p a r t i c u l a r l y   p r o n o u n c e d  In t h e  f l r s t  two months of 1978 ,  
whlch were marked by exchange  r a t e  u n c e r t a i n t i e s .  The e x p o r t   p e r f o r m a n c e  
Improved in t h e   c o u r s e  of 1978,  p a r t l y  i n  response t o  i n c e n t i v e s   t h a t   e n t i t l e d  
e x p o r t e r s   o f   m a n u f a c t u r e s  t o  receive p r e f e r e n t i a l   f o r e i g n   e x c h a n g e   a l l o c a t l o n s  
to cover t h e i r   i m p o r t   n e e d s  for   export  p r o d u c t i o n  as w e l l  a s  p r o d u c t i o n  f o r  
t h e   v e r y   p r o f l t a b l e   d o m e s t l c   m a r k e t .  However, e x p u i t s  of manufac tu res   r ema ined  
hampered by t h e  s h o r t a g e  of i m p o r t e d   i n p u t s   a n d ,  more i m p o r t a n t l y ,   i n a d e q u a t e  
p r o f i t a b i l i t y .  Some m a n u f a c t u r e s  are r e p o r t e d l y   e x p o r t e d  a t  smJbs tan t la l  losses. 
Exports of mining products showed some improvement I n  1978.  

I /  A breakdown of exports for the  en t i r e  12-month per iod  is n o t  y e t  avail- ! - 
a b l e .  
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Exports of manufacturee  enjoy  export  tax  rebates which a r e  mainly 
Intended t o  compensate expor te rs   for   d i rec t  and indirect   taxes  paid,  b u t  are 
also adjusted  according  to  export   profitabil i ty  considerations.  The rharc of 
exports  subject  to  rebates  rose from 31 per cent In 1974 t o  50 per cent  fn 
1 9 7 7  (Table 3 0 ) .  I n  ear ly  1 9 7 7 ,  tax rebates on cotton yarn were reduced from 
25 per  cent  to 10 per cent and,  with  effect  from March 1, 1978, a l l   t a x  
rebates on rnanufacturee were lowered by 20 percentage  points. However, pree- 
sure on export p ro f i t ab i l i t y   l ed  t o  an  increase I n  rebates  by 10 percentage 
points i n  July 1978. Presently,  export t a x  rebates  range from 5 per cent t o  
35 per cent w i t h  an average  rate of about 13 per cent compared w i t h  about 
20 per cent i n  the  period 1975-77. 

b, Imports 

The value o r  imports which had r ieen by 2s per cent I n  1975 rose by a 
fur ther  8 per cent I n  1576. I n  r e a l  terms the  increase amounted i n  1976 t o  
10 per cent ,   s ince there was a s l ight   decrease  in  import pr ices  measured I n  
terms of Urns. dollars  (Table 2 7 ) .  The value of  imports of raw materials  and 
f i n i s h e d  goods rose by 1 5 . 4  per cent I n  1976 mainly r e f l ec t ing  a continued 
strong  increase i n  the  value of imports of  mineral  fuels  (Table 31). Imports 
of equipment goods rose by almost I9 per cent  i n  value. 

Turkey's  imports  totaled tiS$5,796 m i l l i o n  i n  1977, 13 per  cent more than 
I n  1976 i n  value  terms. I n  volume terms the  increase d i d  n o t  exceed 4 per 
cent  (Table 27), which by h i s tor ica l   s tandards  is low i n  r e l a t ion  t o  a growth 
of GDP also of 4 per  cent. Unrecorded imports, which t r ad i t i ona l ly   a r e  
believed t o  be large,  may have shown a further  increase.  Recorded imports 
began t o  decline i n  t h e  t h e  las t  quarter  of the  year and  averaged I'S$430 mil- 
l i o n  per month compared w i t h  an  average of US$500 million  per month during 
the  preceding  three  quarters. In  t h e  f i n a l  quarter of 1977 there were increas- 
i n g  payment i r r e g u l a r i t i e s .  The accumulation of  payments a r r ea r s  was estimated 
a t  US$1,850 m i l l i o n  i n  1977. Arrears rose eharply  following  the  limitation 
of   off ic ia l   foreign exchange t r ans fe r s  t o  e s sen t i a l  commodities, w i t h  e f f ec t  
from P!arch 1 9 7 7 ,  and the widening of t h e  scope f o r  impor t s  under  the  "cash- 
against-goods'' scheme ( f o r   d e t a i l s  see sect ion on  short-term foreign debt) .  

The breakdown of Imports b y  commodities for  1977 shows that  imports of 
mineral f u e l s  rose b y  30 per  cent  to US$l.S b i l l ion ,   cons t i tu t ing  25 per 
cent of  the  total  import b i l l  (Table 3 1 ) .  Imports of  f e r t i l i z e r s  and minerals 
a l so  rose sharply i n  1 9 7 7 ,  while  imports of equipment materials showed no  
s ignif icant  chanke.  Imports of agr icul tural   products  remained low because 
of  excellent  crops i n  Turkey, 

Officially  recorded  imports f e l l  sharply in 1978 as a r e su l t  of the d i s -  
appointing  developments of current   receipts  and severe borrowing constraints  
abroad. The value of imports i s  es t imated  a t  US$4,600 million fo r  the ent i re  
year. T h i s  represents a decline of about 20 per cent i n  value  terms and a 
cut of a t  l e a s t  30 per  cent i n  volume terms (Table 2 7 ) .  Imports were par t i -  
cular ly  low i n  the t h i r d  quarter  of 1978,  amounting t o  about US$270 mill ion 
per month,  but  rose t o  a monthly average of US$500 million i n  October-December 
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197b. 1/ P r e l i m i n a r y  d r t e  on t h e  breakdown of impor t6  in the f i r s t  n i n e  monthr 
of 197g suggest t h a ,  imports of equipment materiale  and raw materialo other 
than m i n e r a l  fuel fell moat e h a r p l y  (Table  3 1 ) ;  t h e y  d e c l i n e d  by about 40 per 
c e n t  i n  volume termo. ImporLm of petroleum d e c l i n e d  by o n l y  10 p e r  cent 
( 1 2  per c e n t  in volume). Smugsl ing financed through t h e  b l a c k  market for  for-  
e i g n  exchange probably  rose Btrongly again fn 1978 but no data are avai lable  
which p e r m i t  an avsemsment of its  8Ize.  

4. Workere' remittance8 and other i n v i s i b l e a  

Workers remittances to ta led  USS983 m i l l i o n  in 1976,  a d r o p  of over 
USg3OO m i l l i o n  from t h e  previoub year  (Table  321, and remained a p p r o x i m a t e l y  
a t  & h i e  level i n  1977 and 1978. While t h e  decline in the number of Turkish 
workers employed I n   W e s t e r n  Europe, p a r t i c u l a r l y  i n  the  F e d e r a l   R e p u b l i c  of 
Germany, c l e a r l y  had a n   i m p o r t a n t   b e a r i n g  on the development of w o r k e r s '  
remittances s i n c e  1 9 7 4 ,  the p o l i t i c a l   i n s t a b i l i t y  in Turkey i n  r e c e n t   y e a r s ,  
as well as s p e c u l a t i o n   c o n c e r n i n g  changes I n  the  exchange ra te ,  is l i k e l y  
albo t o  have had a s i g n i f i c a n t  effect. 2/  - 

I t  I s  c o n c e i v a b l e  t h a t  r e m i t t a n c e s  have been channeled through conver- 
t i b l e  l i r a  a c c o u n t s  t o  an I n c r e a s i n g   e x t e n t  from 1976 onward. I t  appears 
t h a t   d e p o s i t s  made i r ~  1977  and 1978 were almost e x c l u s i v e l y  funds of  Turkish 
n a t i o n a l s   w o r k i n g  abroad. N o r e o v e r ,   d u r i n g  1976 an ar rangement  was made 
between the Central  Bank of Turkey a n d   t h e  Dresdner Bank i n  Germany t o  a t t r a c t  
s a v i n g s  of Turk i sh   worke r s .   The   i n f low of  s a v i n g s   u n d e r   t h e   D r e s d n e r  Bank 
scheme has r i s e n  fron US$50 m i l l i o n  i n  1976 t o  US$lSO m i l l i o n  In 1978. 

Ln t h e   c o u r s e  of 1977 ,  as n o t e d   a b o v e ,   t h e r e  was also a n   I n c r e a s e   I n  
activities on t h e   b l a c k   m a r k e t   f o r   f o r e i g n   e x c h a n g e  which appears main ly  t o  
be s u p p l i e d  by e a r n i n g s  of Turk i sh   worke r s   ab road .  O f f i c i a l  r e m i t t a n c e s  
d e c l i n e d   s h a r p l y   I n   t h e   f i r s t   h a l f  of 1978 d e s p i t e   t h e   e x c h a n g e  ra te  a d j u s t -  
ment of March 1978. A p p a r e n t l y ,   t h e  black market  had become i n c r e a s i n g l y  
a t t r ac t ive  f o r   r e m i t t i n g   f u n d s .  In t h e  second h a l f  o f  1978,  workers' rernit- 
t a n c c s   r o b e  by US$300 m i l l i o n   p a r t l y  because of a f a c i l i t y   i n t r o d u c e d  i n  
J u l y  w h i c h  enab led  T u r k i s h  workers  abroad t o  p u r c h a s e   c a r s ,   t r u c k s ,   a n d  
t r a c t o r s  made i n  Turkey a g a i n s t   f o r e i g n   e x c h a n g e .  T h e s e  a u t o m o b i l e s   c o u l d  
be f r e e l y  resold o n  the domestic market  at a s u b s t a n t i a l   p r o f i t .  

1/ The most recent d a t a   i n d i c a t e   i m p o r t s  of USS600 m i l l i o n  In December com- 
paTed w i t h   a n   a v e r a g e  of US$360 m i l l i o n   f o r   t h e   f i r s t  11 months.  The s t a f f  h a s  
n o   i n f o r m a t i o n   a b o u t   t h i s   s h a r p   i n c r e a s e  in recorded imports and t h e  commodity 
d i s t r i b u t i o n .  

2/ In a n  a t t e m p t  t o  remedy t h i s  s i t u a t i o n ,  the exchange ra te  a p p l i c a b l e  t o  
reGlttances was ra i sed ,  effective September 1, 1976, r e s u l t i n g  in a premium of 
9 . 3  per c e n t  over t h e  ra te  a p p l i c a b l e  t o  o t h e r  c u r r e n t   t r a n s a c t i o n s   ( e x c l u d i n g  
e x p o r t s   s u b j e c t  to t ax  reba te s ) .   Th i s   measu re ,   however ,  had n o   n o t i c e a b l e  
i m p a c t  o n  t he  i n f l o w  of r e m i t t a n c e s  i n  t h e   r e m a i n i n g  months of 1976. The  pre- 
mium was reduced  t o  2.9 p e r  cent on March 1, 1977. A s e p a r a t e  rate was a g a i n  
e s t a b l i s h e d  f o r  workers' remittances w i t h   t h e  exchange ra te  a d J u s t m e n t   e f f e c -  
t i v e  September 21 ,  1 9 7 7 ,  r e s u l t i n g   I n  a premium of 3.9 per cent. The premium 
was a b o l i s h e d   w i t h  ef fect  from  March 1, 1978. 
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As a r e s u l t  of the  rapid accumula t ion  o €  r h o r t - t e r m   d e b t ,  in tereet  pay- 
mente have r i o e n   o h a r p l y ;  on an acc rued  b ~ u i ~ ,  they  amounted t o  abou t  
US$lSO mil l ion I n  1975,  US$300 l a i l l ibn  i n  1976, US$600 mill ion i n  1977,  and 
USS750 m i l l i o n  i n  1978 (Tab le  25) .  L/ ln May 1 9 7 8 ,   d e b t   s e r v i c e   o n   l o a n 6  
w i t h  maturit ies of more than one year ex tended  o r  gua ran teed  by governments 
of member c o u n t r l c r  of the OECO Consortium for Turkey   and   f a l l i ng  due between 
June   1978  end   June  1979 was rescheduled .  Thir r e s u l t e d   i n  a rel ief  o f  inter-  
est payments  of  about USS100 m i l l i o n  i n  1978. 

Net income from t ou r i sm,  which was around US$40 m i l l i o n  I n  1975 ,  wae 
n e g a t i v e  by US$27 m i l l i o n  i n  1976 and by US$60 m i l l i o n   i n   1 9 7 7 ,  a s  a r e s u l t  
of a s h a r p  increase i n  tourism e x p e n d i t u r e s  by T u r k i s h   n a t i o n a l s  abroad. 
Turkey ' s  grose annual   income from tourism,   which  averaged  about  US5230 m i l -  
l ion   dur ing   1974-77 ,  i s  very  low compared  with  that  of many Southern  European 
c o u n t r i e s .  However, t h e   o f f i c i a l   f i g u r e s  may underfatate  t o t a l  revenues  which 
may h a v e   b e e n   i n c r e a s i n g l y   d i v e r t e d  i n t o  the b lack   marhe t .   Th i s   suppos i t i on  
i s  suppor t ed  b y  t h e   f a c t   t h a t ,   d e s p i t e   h i g h e r   f o r e i g n   a r r i v a l s   i n   T u r k e y  I n  
1976  and  1977  and  r is ing prices ,  o f f i c i a l l y   r e c o r d e d   r e c e i p t s  per t raveler  
fell. In  1978 gross revenue6 from t o u r i s m   f a i l e d  t o  r i se ,  bu t   ne t   r evenues  
improved  s t rongly  because of  a s h a r p   d e c l i n e   i n   t o u r i s m   e x p e n d i t u r e s   f o l l o w -  
i n g   t h e   r e s t r i c t i o n s   p l a c e d   o n  t r ave l  abroad  by T u r k i s h   n a t i o n a l s ,  as well 
as  t h e   i m p o b i t i o n  of a 50 per c e n t  t a x  f o r   p u r c h a s e s   o f   f o r e i g n   e x c h a n g e   f o r  
t r a v e l   a b r o a d   i n   ) l a r c h   1 9 7 8 .  Net revenue frou tou r i sm i n  1978 is now e s t i m a t e d  
a t  US$14U m i l l i o n .  

Lower e x p e n d i t u r e   f o r   t r a n s p o r t a t i o n   b e c a u s e   o f   t h e   d e c l i n e   i n   i m p o r t s  
and lower p r o f i t   t r a n s f e r s   c o n t r i b u t e d  t o  t h e   i n c r e a s e  of t h e   s u r p l u s   i n  
the s e r v i c e s   a c c o u n t  from US$400 m i l l i o n   i n  1977  t o  US$575 m i l l i o n   i n   1 9 7 8 .  

5 .  C a p i t a l   a c c o u n t  - 2 /  

Between  1974  and   1976,   Turkey   a t t rac ted   rap id ly   r i s ing   amounts  of medium- 
and   l ong- t e rm  fo re ign   f i nance .  The n e t   i n f l o w  of nonmone ta ry   cap i t a l ,   ma in ly  
project a n d   s u p p l i e r s '   c r e d i t s  from b l i a t e r a l  s o u r c e s   a n d   i n t e r n a t i o n a l  
o r g a n i z a t i o n s ,   i n c r e a s e d   f r o m  USS291 m i l l i o n   i n  1974 t o  USS854 m i l l i o n   i n  
1976 (Tab le  25) .  An impor t an t  new development were Euro-market  borrowings for 
a pe t ro l eum  p ipe l ine   and   o the r   i nves tmen t   p ro j ec t s .   These   l oans  were f u l l y  
d i sbu r sed  by 1 9 7 7 .  Direct f o r e i g n   i n v e s t m e n t ,  however, h a s   d e c l i n e d   s i n c e  
1975. Commerc ia l   banks   increased   the i r   ne t   working   ba lances   he ld   abroad  by 
US$182 m i l l i o n   i n  1975 f o l l o w i n g   t h e   p e r m i s s i o n   g i v e n   t o  a number o f  banks 
to  h o l d   s u c h   n e t   b a l a n c e s  of up  t o  US$20 m l l l i o n .   I n  1976 t h e i r   n e t   f o r e i g n  
p o s i t i o n   d e t e r i o r a t e d  by Ub$96 m i l l i o n .  

1/ T u r k i s h   o f f i c i a l   d a t a  f o r  c a s h   i n t e r e s t   p a y m e n t s   a r e   c o n s i d e r a b l y   l o w e r ;  
thGy d o  n o t   f u l l y   r e f l e c t   i n t e r e s t   o n   c o n v e r t i b l e  l i r a s  a n d   o t h e r   s h o r t - t e r m  
d e b t s   p a i d   d i r e c t l y  by T u r k i s h  commercial banks. The s t a f f  estimates measured 
above are a c c r u e d   i n t e r e s t   p a y m e n t s   b e f o r e   d e b t   r e l i e f .   T h e y   e x c l u d e   i n t e r e s t  
on arrears o t h e r   t h a n   t h o s e   i n  respect of l o a n s   g u a r a n t e e d  by  governments o f  
member c o u n t r i e s  of the OECD Consortium for  Turhey  which  have  been  rescheduled, 
It h a s   b e e n   a s s u m e d   t h a t   i n t e r e s t  on arrears w i t h   r e s p e c t  t o  nonguaranteed  
d e b t s  w i l l  a c c r u e   o n l y   a f t e r   a r r a n g e m e n t s  a r e  made. 

ter i n  t h e  s e c t i o n   d e a l i n g  with t h e   m o n e t a r y   a u t h o r i t i e s .  
2 1  Inf lows  of f u n d s   i n t o   c o n v e r t i b l e  l i r a  d e p o s i t s  are  t r e a t e d  i n  t h i s   c h a p -  
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In 1977,  R e t  i n f l o w r  of nonmonetary c r p i t a l  tome a l s o r t  t w o f o l d  t o  
USS1,531 m i l l i o n .  T h i s  was p a r t l y  a t t r i b u t a b l e  t o  new nhort-term t r a d e   f i n a n c -  
i n 8  through a c c e p t a n c e  credits d a o u n t i n g  t o  US$710 m i l l i o n ,  L/ w h i c h   r e p l a c e d  
the i n f l o w  of other s h o r t - t e r m  bank credi ts  of p r e v i o u s  y e a r s .  I n  1977  t h e r e  
was a l s o  an accumulation of overdue b i l l s  for oil o h i p m e n t e  amounting to  
US$365 mil l ion .  D i s b u r s e m e n t 6  of p r o j e c t  and e u p p l i e r a '  credits f e l l  by elmoot 
20 per cent.  T h i s   d e c l i n e  wee r e l a t e d  t o  d e l a y c l  in t h e  r e a l i z a t i o n  of ;Irojccts 
because of i n s u f f i c i e n t  own foreign e x c h c n g e  remurces f r r  tne i m p o r t a t i o n  of 
8oods e n d   s e r v i c e s  r e q u i r e d  for  project i m p l e m e n t a t i o n   a n d ,  occasionrrl ly,  the 
l a c k  of T u r k i e h  l i r a  funds. E x t e r n a l   d e b t  repayments rcse eharpl, from 
U5$119 million i n  1 9 7 6  t o  USS214 m i l l i o n  i n  1977 on account of i n c r e a s e s   i n  
a m o r t i z a t i o n   i n   r e s p e c t  of a l l  categories of  medium- and l o n g - t e r m   l o a n s .  Net 
w o r k i n g   b a l a n c e s  of commercial b a n k s   h e l d   a b r o a d   d e c l i n e d  by rJS$89 m i l l i o n  
i n  1 9 7 7 ,  

Net inflows of n o n m o n e t a r y   c a p i t a l  a r e  e s t i m a t e d  t o  have a m o u n t e d  t o  
US$690 m i l l i o n   i n  19711. D i s b u r s e m e n t s  of project a n d   s u p p l i e r s '  credi ts  
remained sluggish t h r o u g h o u t  1978 a s  a resu!t o t  Turkey's i n a b i l i t y  t o  make 
some of t h e  n e c e s s a r y  downpayments for i m p o r t s   a n d  t h e  suspension of new 
o f f i c i a l   e x p o r t  c r ed i t  g u a r a n t e e s .   T u r k e y   r e c e i v e d  n e t  f r e s h   a c c e p t a n c e  
c r e d i t s  of USS250 m i l l i o n  21  i n  1978 and a c r e d i t  line of U S $ 1 3 5   m i l l i o n  
f o r  oil I m p o r t s .  The e m e r g z n c e  of b u b s t a n t i a l  a r rears  w i t h  r e s p e c t  t o  a c c e p -  
t a n c e   c r e d i t s   h a s   p r o b a b l y   c o n t r i b u t e d   t o   t h e   f a c t   t h a t  there has been no 
n e t   i n c r e a s e   i n   a c c e p t a n c e   c r e d i t s  from mid-1978  onward .  ln 1 9 7 8 ,   T u r k e y  i 
utilized a b o u t  US$lOO million of p r o g r a m   c r e d i t s  from fore ign  g o v e r n m e n t s  
a n d   i n t e r n a t i o n a l   o r g a n i z a t i o n s   c o m p a r e d   w i t h   a n   a n n u a l   a v e r a g e  o f  US$3 m i l -  
lion I n   t h e   p e r i o d   1 9 7 4 - 7 7 .   T u r k e y ' s   o v e r d u e  o i l  p a y m e n t s  of a b o u t  USS365 m i l -  
l i o n  t o  I r a q   a n d   L i b y a  were r e s c h e d u l e d  in mid-1978 .  Payments of a b o u t  
U S $ 6 0  m i l l i o n  I n  r e s p e c t  of t h e s e  d e b t s  were made i n   1 9 7 8 .   A c c r u e d   a m o r t i z a -  
t i o n  pclyments rose from US$214 m i l l i o n   i n  1 9 7 7  to U S $ 4 3 0  m i l l i o n   i n  1978 
m a i n l y   o n  accoun t  of m a t u r i n g   E u r o - c u r r e n c y   m a r k e t  loans and s u p p l i e r s '  
c r e d i t s  from p r i v a t e  sources.  H o w e v e r ,   t h e   r e s c h e d u l i n g   a r r a n g e m e n t  of  May 
1978 w i t h   t h e  member c o u n t r i e s  of t h e  OECD C o n s o r t i u m  f o r  T u r k e y   r e s u l t e d   i n  
a r e l i e f  of  a m o r t i z a t i o n  payments of about USS200 m i l l i o n ,  

6 ,  Monetary a u t h o r i t i e s  

Between 1974 a n d  1 9 7 7 ,  Turkey's b a l a n c e  of p a y m e n t s  d e f i c i t s  rose from 
US$364 m i l l i o n  t o  US$2,466 m i l l i o n  ( T a b l e  2 5 ) .  As a r e s u l t ,  gross  f o r e i g n  
r e b e r v e s  f e l l  from U5$2,120 m i l l i o n  a t  t h e   e n d  of 1973 t o  US$750 m i l l i o n  in 
Decenlber 1 9 7 7 ,  e x c l u d i n g   n o n c o n v e r t i b l e   f o r e i g n   e x c h a n g e  and t r a n s i t o r y  
accounts ( T a b l e  3 3 ) .  T h i s  was t h e  e q u i v a l e n t  of less than two m o n t h s  of 
1977  imports. Gross reserves rose sharp ly  i n   t h e   t h i r d   q u a r t e r  of 1978 o n  
account of t h e   I n c l u s i o n  I n  r e s e r v e s  o f  a m o u n t s   c o m r a i t t e d  as cover f o r  out- 
s t a n d i n g  import l e t t e r s  c;f c r e d i t   a n d   v a l u a t i o n   c h a n g e s ,  b u t  d e c l i n e d   t o w a r d  

1/ A c c e p t a n c e  c r ed i t  f i n a n c i n g  was permitted i n  l a t e  1 9 7 6  f o r  a number  of 

2/ T h i s  I n c l u d e s  a n  a c c e p t a n c e  c red i t  of US$lOO m i l l i o n  shown under p e t r o -  
i m p o r t a n t  commodities. 

leum loans in t h e  l iabi l i t ies  of the monetary a u t h o r i t i e s .  



the   end  o f  the year when t h e  lmport l e t t e r r  of  credi t  f e l l  due.  Rcrcrvsr 
amounted t o  US$990 m i l l i o n  8 t  t h e   e n d   o f  December 1978, Foreign l i a b i l l t i e r  
of the  C e n t r a l  Bank I /  root from US$229 million i n  December  1971 t o  
US$S ,480 mil l ion  on k c e m b e r   3 1   1 9 7 7   i n c l u d i n g  commercial acrearm of 
US$1,700 m i l l i o n   ( t h i u   e x c l u d e s   o v e r d u e   o i l   p a y m e n t 6  of US$365 m i l l l o n  for  
which no dcpomit with t h e   C e n t r a l  Bank had been made), They amounted t o  
US$7,186 m i l l i o n  a t  t h e   e n d  of 1978, I 2/ 

In 1975 and 1976 foreign bankr p laced  about US$1,650 m i l l i o n  of c o n v e r t -  
i b l e   T u r k l e h  l i r a  d e p o r l t s   w i t h   T u r k i s h   c o m e r c l a l   b e n k c   ( T a b l e  25).  3/ The 
i n f l o w  of convertible l i m e  from banks came v i r t u a l l y  t o  a h a l t   i n  1977 
when d i f f i c u l t i e s   w i t h   r e s p e c t  t o  t h e   s e r v i c i n g   o f   c o n v e r t i b l e  l i r a  d e p o s i t s  
a roBe .   However ,   Turk i sh   na t iona l s   work ing   ab road   con t inued   t o   Inc rease   t he i r  
c o n v e r t i b l e  l i r a  d e p o s i t s  by  more  than US$200 m i l l i o n   p e r   y e a r   i n   1 9 7 7  and 
19711. I n   t h e  period 1976-77 f o r e i g n   b a n k s   e x t e n d e d   s u b s t a n t i a l   s h o r t - t e r m  
b a n k e r s '   c r e d i t s  t o  t h e   C e n t r a l  Bank of T u r k e y ,   e s t a b l i o h e d   l a r g e   o v e r d r a f t  
f a c i l i t i e s ,  a n d   e n t e r e d   i n t o   e x p o r t   p r e f i n a n c i n g   a r r a n g e m e n t s   ( r e c o r d e d   u n d e r  
o v e r d r a f t s   a n d   o t h e r   f o r e i g n   l i a b i l i t i e s )   t o t a l i n g   a b o u t  US$6SO m i l l i o n .  
In 1 9 7 8 ,   t h e r e  was o n l y  a small n e t   i n c r e a s e   i n  these s h o r t - t e r m  f a c i l i t i e s ,  
but the C e n t r a l  Bank of Turkey   rece ived  a medium-term  Euro-currency  market 
l o a n  of USSlOO m i l l i o n   g u a r a n t e e d  by the   L ibya   Arab   Fo re ign  Bank. Petroleum 
l o a n s   e x t e n d e d   t o   t h e   C e n t r a l  Bank by  Libya  and  Iran  amounted t o  US$93 m i l l i o n .  
The HIS extended a bhort- term cred i t  of US$190 m i l l f o n  i n  1976-77 which  had 
b e e n   a l m o s t   f u l l y   r e p a i d  by the  end  of   1978.   Deposi ts  by Turkish   workers  i n  
t h e  l e d r r a l  Republ ic  of Germany p l a c e d   w i t h  t h e  C e n t r a l  Bank of  Turkey  through 
the i n t e r m e d i a t i o n   o f   t h e   D r e s d n e r  Bank amounted t o   a b o u t  US$170 m i l l i o n  
between  rnid-l975--when the  scheme was started-and  end-1977.  They  increased 
by a f u r t h e r  US$130 m i l l i o n   i n  1978. 

B 

Turkey  purchased US$390 m i l l i o n  from t h e  Fund u n d e r   t h e  o i l  and compen- 
s a t o r y   f i n a n c i n g  f a c i l i t i e s  i n  1975-76. Purchases   f rom  the  Fund i n   1 9 7 8  
amounted t o  US$180 mil l ion   under   the   s tand-by   a r rangement  of A p r i l  1978  and 
the compensatory f i n a n c i n g   f a c i l i t y .  

1/ C o n v e r t i b l e  l i r a  d e p o s i t s   t h o u g h   f o r m a l l y  a l i a b i l i t y  of T u r k i s h  commer- 
c ia l  banks are  c o n s i d e r e d   i n   t h i s   c h a p t e r   t o  be a l i a b i l i t y  of  t h e  C e n t r a l  
Bank because of the exchange r a t e  gua ran tee   a r r angemen t .  For more d e t a i l s  on 
t h e  c o n v e r t i b l e  Turkish  lira scheme, see t h e  s e c t i o n  on  short-term fore ign 
debt In this chapter and Chapter  VI, Exchange  and  Trade  System. 

l l ~ b i l i t i e s  of  a b o u t  USS600 m i l l i o n   i n  19711, a medium-term  Euro-loan  of 
US$lOO m i l l i o n ,   a n   a c c e p t a n c e  c red i t  of  US$lOO m i l l i o n ,  and a rescheduled 
overdue oil payment of US$45 m i l l i o n .  The l i a b i l i t i e s   i n  respect of t h e  last  
two l o a n s  were taken over  by t h e   C e n t r a l  i3ank from t h e   T u r k i s h  Petroleum 
O f f i c e  (TPAO) toward  the  end of t h e   y e a r ,  

3 /   I n  some cases a c c r u e d   i n t e r e s t  was not  t r a n s f e r r e d   a b r o a d   b u t  was added 
t o e x i s t i n g   c o n v e r t i b l e  l i r a  d e p o s i t s .  In t h e   b a l a n c e  of payments t h i s  is 
r eco rded  as an outf low of interest  payments f i n a n c e d  by an i n c r e a s e   i n   c o n v e r t -  
ible lira deposits. 

2 /  T h i s   f i g u r e   i n c l u d e s   a n   i n c r e a s e   i n   t h e  U.S. d o l l a r   v a l u e  of o u t s t a n d i n g  
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Depoe i t e  i n  t h e  Central h n k  in r r r p c c t  of commercial artear& began t o  
a c c u m u l a t e   i n  1976 and reached USS1,112 m i l l i o n  1/ by the end of 1977 ,  I n  
1978 comercial atredhra c o n t l n u e d  t o  riec though-&re 8 l O W l y ;  the incrcarc 
IP e s t i m a t e d  a t  about USS400 million. 

7 ,  Extarnal d e b t  

Total d i s b u r s e d   f o r e i g n   d e b t  of t h e  p u b l i c  and p r i v a t e   ~ e c t o r m  t o l e  four- 
fold from US$3,300 million t o  a n  crtimsted amount of US$13,300 million between 
December 1974 and December 1978 (Table 3 4 ) .  r e f l e c t i n g   t h e   c u r r e n t  account 
d e f i c i t s   e x p e r i e n c e d   d u r i n g  t h i o  period. A t  t h e  same time, the  m a t u r i t y  pro- 
f i l e  of T u r k e y ' s   e x t e r n a l  debt  d e t e r i o r a t e d   b e c a u s e  of t h e   a c c u m u l a t i o n  of 
short-term forefgn l i a b i l i t i e e   m a i n l y  by t h e  Central Bank. The s h a r e  of d i r -  
b u s e d  debt w i t h  m a t u r i t i e s  of less t h a n  o n e   y e a r  tome from 7 p e r   c e n t  a t  t h e  
end of  1974 t o  44 p e r   c e n t  I n  December   1977 ,   wh i l e   t he   p ropor t ion  of loans 
w i t h   m a t u r i t i e s  of more   than  10 y e a r s   d e c l i n e d  from 85 p e r   c e n t  t o  32 p e r  
c e n t   d u r i n g  t h e  same  period. The m a t u r i t y  p r o f i l e  improved somewhat in 1978 
because of t h e  r e s c h e d u l i n g  of arrears of about USS700 m i l l i o n   i n  respect of 
o f f i c i a l  a n d   o f f i c i a l l y   g u a r a n t e e d   c o m m e r c i a l  credits and oil debts to lraq 
and Libya of USS365 million. The new m a t u r i t i e s  of these d e b t s  are i n  the 
range of 3 1 / 2  t o  7 1/2 years. 

The r a p i d  b u i l d u p  of f o r e i g n  d e b t  l e d  t o  an i n c r e a s e   i n  t h e  r a t i o  of 
disbursed e x t e r n a l  d e b t  (average s t o c k   d u r i n g  the year) t o  GDP from 10 p e r  
c e n t  i n  1974 t o  23 per c e n t  i n  1978. Debt  s e r v i c e  a l s o  rose extremely fast  
from about US$230 m i l l i o n   i n  1974 t o  US$1,250 m i l l i o n   i n   1 9 7 8   b e f o r e   d e b t  
r e l i e f  and US$950 m i l l i o n   a f t e r  d e b t  r e l i e f .  The r a t i o  of d e b t   s e r v i c e  to 
merchandise exports and workers' r e m i t t a n c e s   i n c r e a s e d   f r o m  8 per c e n t  in 
1974 t o  29  per c e n t   i n   1 9 7 8   ( a f t e r   d e b t   r e l i e f ) ,  

a s  Stock o f   d e b t  

(1) Medlum- and  long-term d e b t  

O u t s t a n d i n g   d i s b u r s e d  medlum- and l o n g - t e r m   p u b l i c  d e b t  amounted 
t o  US$4,670  m i l l i o n  at the end o f  1977 and was estimated t o  have Increased 
t o  US$5,150 m i l l i o n   i n  December 1978 ( T a b l e  35). 

Undisbursed  loan b a l a n c e s  i n c r e a s e d   t o  US$2,800 m i l l i o n  a t  the end of 
1977, up by more t h a n  U S $ l , O O O  m i l l i o n  compared w i t h  1976. T h i s  development  
r e f l e c t e d   l a r g e  new l o a n  agreements w i t h  the ISRD. West Germany, J a p a n ,  some 
CMEA c o u n t r i e s ,   a n d  private  sources mainly i n  t h e  Un i t ed  Kingdom, F r a n c e ,   a n d  
S w i t z e r l a n d  and the slowdown in gross d i s b u r s e m e n t s   e x p e r i e n c e d  In 1977 
(Table 35) . 

N e w  l o a n   a g r e e m e n t s  signed in 1978 include p rogram  loans  from the LBRD 
of US$lSO million, West Germany of US$80 m i l l i o n ,  and t h e   U n i t e d  States  of 
USS50 m i l l i o n ,  a medium-term  Euro-currency loan of US$100 m i l l i o n   g u a r a n t e e d  

1/ T h i s  excludes overdue o i l  payments of US$365 m i l l i o n  for which no d e p o s i t  
had been made with t h e  Central Bank. 
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by the Libyan Arab Foreign Bank, project loans from the IBRD of about 
u S $ N U  million, and e u p p l i e r o '  c r ed i t c  of about USS250 million from foreign 
pr ivate  Bources. I n  mid-1978 an agreement was reached w i t h  Romania f o r  the 
provision of a program loan of US$240 million t o  be disbursed over three 
yeere and a project credit of US$50 million for downpaymente on a joint  
refinery  project .  Disbursemento i n  respect of the two Romanian loan8 have 
been minimal i n  1978. Repayments are expected t o  be  made i n  par t  in the form 
of exports . 

( 2 )  Short-term  debt 

There wa8 a very large  increase i n  short- term  foreign  l iabi l i t iee  
mainly  incurred by the Cenzral Bank. While a t  the end of  1974 short-term 
foreign l i a b i l i t i e s  had amounted t o  USS229 million,  they  roee  to US$1,388 mil- 
l ion on December 31 , 1975 , and to  US$3,342 mill ion on December 31, 1976 
(Table 36). Short-term  foreign d e b t  Increased t o  US$6,555 m i l l i o n   a t  end- 
December 1977, i n c l u d l q   a r r e a r s  of about US$1,700 milllon  recorded i n  t h e  
C e n t r a l  Bank and a r r ea r s  I n  respect of o i l  payments of  US$365 million. About 
US$?OO m i l l i o n  of this increase of US$3,200 million i n  1977  can be a t t r ibu ted  
to valuation  changes.  Short-term l i a b i l i t i e s  rose t o  US$8,376 mill ion a t  the 
end  of 1978 including arrears o f  about US$2,200 million. The increase i n  
the U . S .  dol la r  v a l u e  of l i a b i l i t i e s  denominated I n  other  foreign  currencies 
contributed about US$600 million t o  the   total   increase of US1,800 million 
I n  short- term  foreign  l isbi l i t les  i n  1978. 

Convertible  lurklbh  l ira  deposits 1/ which were estimated  to have 
amounted t o  about UbS2,900 m i l l i o n  a t  tKe end of December 1978 account fo r  
about one th i rd  of the  stock of short-term  debt  (Table 3 6 ) .  Ln 1 9 7 7 ,  a r r ea r s  
i n  respect of maturing  convertible l i r a  deposits and In te res t  payments  began 
t o  emerge. Such a r r ea r s  amounted t o  about LS$240 million in December 1978 
Including some overdue in t e re s t .  As about 90 per cent of convertible T u r k i s h  
l i r a  deposi ts   are  denominated i n  Swiss francs and deutsche mark, the  decline 
i n  the U.S. dol la r  i n  1977  and 1978 vis-a-vis these two currencies  contributed 
about US$600 million t o  t h e  increase I n  the value of the stock o f  convertible 
l i r a  deposits from CS$1,781 mil l ion   a t   the  end of  1976 t o  an  estimated 
Ub$2,900 million i n  December 1978. A large  majority of the  deposits  outstand- 
i n g  i n  December 197& had maturi t ies  o f  less than one year. I n  March 1978, 
t h e  exchange rate  guarantee was limited t o  t h e  amount of  deposits  outstanding 
d s  of  t h i s  d a t e ,  including  overdue  deposits, and t o  such  maturing d e p o s i t s  
which are  extended f o r  a t  l e a s t  one year. However, i t  appears  that  t h i s  
ce i l ing  has n o t  been s t r i c t l y  implemented  and that   the  new deposi ts  made 
a f t e r  March 19711 a /  continue t o  enJoy  the  exchange rate  guarantee,  provided 
their   maturity i s a t  l e a s t  one year. 

I n  A p r i l  1976,  a scheme was established by t h e  Central Bank of Turkey 
and the  Dresdner Bank i n  the Federal Republic of Germany t o  channel  savings 
of  T u r k i s h  workers in Germany t o  Turkey through t h e  intermediation of the 

1/ For more d e t a i l s  on the  Inst i tut ional   aspects  of the convertible Turkish lira scheme, see Chapter VI, Exchange and Trade System. 

- L/ Presumably by Turkish nat ionals  working abroad. 
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D t e s d n e r  Bank, Under t h i s  scheme deposfts i n  the D r e s d n e r   B a n k   b y   T u r k i s h  
w o r k e r s  can be w i t h d r a w n  i n  Germany (In d e u t s c h e   m a r k )  or I n  T u r k e y  (in 
T u r k i s h  l i r a s ) .  I n t e r e s t  rates o n  t h e s e  d e p o s i t s   I n c l u d e  a s i g n i f i c a n t  Idre- 
mlum 1/ w h i c h  is borne by  the Central Bank of Turkey. D e p o s i t s  under t h e  
D r e s d n e r  H a n k   s c h e m e   r o s e  from US$53 m i l l i o n  a t  the  e n d  of 1976 t o  US$173 m i l -  
lion a t  t h e  end of 1977 and US$360 million iu December 1978 (Table 36). 

S h o r t - t e r m   d e p o s i t s  of foreign b a n k s  w i t h  t h e  C e n t r a l  Bank of T u r k e y  
( b a n k e r s '   c r e d i t s )  rose a b o v e  US$400 m i l l i o n  i n  1976, b u t   r e m a i n e d  approxi-  
m a t e l y  at t h i s   l e v e l   t h r o u g h   m i d - 1 9 7 8 .   I n   A u g u s t  1978, b a n k e r r '   c r e d i t s  of 
a b o u t  US$90  m i l l i o n  were r e p o r t e d l y   t r a n s f e r r e d  t o  o v e r d r a f t   a c c o u n t s   f o r  
t echnica l  reasons. T h e r e f o r e ,   i n   o r d e r  to d e r i v e  the  ac tua l  a m o u n t  of b a n k e r s '  
c r e d i t s   o u t s t a n d i n g  a t  the e n d  of 1978 a n   a m o u n t  of about US$90 m i l l i o n  of 
o v e r d r a f t s  would h a v e   t o  be added t o  t h e  f i g u r e  of USF333 m l l l l o n  r e p o r t e d  by 
the C e n t r a l  Bank ( T a b l e  36). O v e l d r a f t s   r e p o r t e d  by t h e   C e n t r a l  Bank rose 
f r o m  U S $ l 5 0  m i l l i o n  a t  the e n d   o f  1975 t o  US$283 m i l l i o n  In D e c e m b e r   1 9 7 8  
b u t ,  a s  m e n t i o n e d   a b o v e ,   i n c l u d e   a b o u t  US$9U m i l l i o n  of  b a n k e r s '   c r e d i t s   a n d  
p r o b a b l y  some e x p o r t   p r e f i n a n c i n g .   O v e r d r a f t s  i n  a n a r r o w  sense p r o b a b l y  
do n o t   e x c e e d  U S $ l O O  m i l l i o n .  

O u t s t a n d i n g   p u r c h a s e s   f r o m   t h e   F u n d - - o t h e r   t h a n   t h e   g o l d   t r a n c h e "  
amoun ted  to US$409 m i l l i o n  a t  the  e n d  of 1 9 7 7  a n d  was composed  of  p u r c h a s e s  
of US$317 m i l l i o n  u n d e r   t h e  o i l  f a c i l i t y   a n d  US$92 m i l l i o n   u n d e r  the  compensa -  
t o r y   f i n a n c i n g   f a c i l i t y   m a d e   i n   1 9 7 5   a n d  1976. Credi t  f r o m  the IMF rclse t o  
US$622 rn l l l i on  a t  t h e   e n d  o f  D e c e m b e r   1 9 7 8   o n   a c c o u n t  o f  p u r c h a s e s  of US$9O mil- 
l i o n   u n d e r   t h e   c o m p e n s a t o r y   f i n a n c i n g   f a c l l i t y   a n d  US$110 m i l l i o n   u n d e r   t h e  
s t a n d - b y   a r r a n g e m e n t  of A p r l l   1 9 7 8 .  

I n  the f i r s t   h a l f  o f  1978, T u r k e y   r e a c h e d   a g r e e m e n t  on a s h o r t - t e r m  
l o a n  of US$150 m i l l i o n  for 011 Imports from Iran a n d  a l o a n  of US$300 m i l -  
l i o n   t o   b e   u s e d  f o r  011 I m p o r t s  from L i b y a  over t h e   n e x t   f l v e   y e a r s   w i t h  
a n n u a l   t r a n c h e s  of US$60 m i l l i o n .   T u r k e y   h a s   u n d e r t a c e n  t o  r e p a y  a t  l e a s t  
p a r r  of these  l o a n s   t h r o u g h   h i g h e r   e x p o r t s  t o  Iran a n d   L i b y a .  Net u t i l i z a -  
t l o n  of t h e   l o a n s   c o n s t i t u t i n g   l l a b i l l t l e s  of t h e   C e n t r a l   B a n k   a m o u n t e d  t o  
US593 million In 1978. 

I n   1 9 7 6   T u r k e y   i n c u r r e d  a n  e s t i m a t e d   a m o u n t  of US$234  m i l l i o n  of  arrears 
i n   r e s p e c t   o f  1 m p o ; t   p a y m e n t s   ( T a b l e  3 6 ) .  The a c c u m u l a t i o n  of  arrears of 
US$1,843 m l l l i o n   I n   1 9 7 7 ,   c o n p o s e d  of  o v e r d u e   o i l   p a y m e n t s  of US$365 m i l l i o n  
a c d   o t h e r  commercial arrears  of U S $ 1 , 4 7 8   m i l l i o n ,   r a i s e d  t he  t o t a l   s t o c k   o f  
arrears to US$2,077  million by t h e   e n d  of  t h e  year. Commercial a r rears  c o n -  
t i n u e d  t o  rlse b y   a b o u t  US$375 m i l l i o n  i n  1 9 7 8   a n d ,   t o g e t h e r   w l t h  a v a l u a t i o n  
a d j u s t m e n t   o f   a b o u t  US$lOO m i l l i o n ,   r a i s e d   t h e  t o t a l  s t o c k  of d e p o s i t s  i n  t h e  
C e n t r a l   B a n k  ~n respect  of arrears  t o  US$2,194 m i l l i o n   i n   D e c e m b e r   1 9 7 8  
e x c l u d i n g  t h e  r e s c h e d u l e d   o v e r d u e  o i l  p a y m e n t s .   T h i s   f i g u r e  i s  composed  of 
t h r e e  elemellts. An e s t i m a t e d   a m o u n t  of US$250 m i l l i o n   r e p r e s e n t e d   s o - c a l l e d  
" t h l r d - p a r t y   r e i m b u r s e m e n t  claims," i . e . ,  claims by T u r k e y ' s  f o re ign  corre- 
s p o n d e n t  banks w h l c h   h a d   e f f e c t e d   p a y m e n t s  t o  o t h e r   b a n k s   b u t   h a v e  no t  b e z n  
r e l m b u r s e d .  An a m o u n t   o f  USS12S m i l l i o n   r e f l e c t e d   o v e r d u e   b a n k e r s '   a c c e p t a n c e  
cred i t s .  The bulk of a r rears ,  a n   e s t l m a t e d   a l n o u n t  of lJS$1,816 m i l l l o n ,  was 

- I /  Interest rates range from 7 p e r  c e n t  t o  11 p e r  cent. 
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r e l a t e d  t o  the  "cash-against-goods" import scheme.  Under t h i s  scheme,  which 
was e x t e n d e d   c o n s i d e r a b l y   i n  ear ly  1977 when o f f i c i a l   f o r e i g n   e x c h a n g e   t r a n s -  
fers were l i m i t e d  t o  e s s e n t i a l  goods, i m p o r t e r s   a p p l y   f o r   t h e  foreign exchange 
t r a n s f e r   a n d  make t h e  necessary T u r k i s h  l i r a  d e p o s i t s   u p   t o  two  months a f t e r  
t h e   a r r i v a l  of t h e   i m p o r t s .   N o r m a l l y ,   t h e   t r a n s f e r  of  f o r e i g n   e x c h a n g e  i s  
made by t h e   C e n t r a l  Bank w i t h i n  a few  days.  However, b e g i n n i n g   i n   1 9 7 6 ,  a 
l a r g e   b a c k l o g  of s u c h   a p p l i c a t i o n s   b e g a n  t o  emerge * It  i s  b e l i e v e d   t h a t  some 
of t h e  import paymol t s   have   ac tua l ly  been made t h r o u g h   t h e   p a r a l l e l   m a r k e t  
f o r   f o r e i g n   e x c h a n g e  but t h e   o u t s t a n d i n g   a p p l i c a t i o n s   a n d   d e p o s i t s   c o n s t i t u t e  
c o n t i n g e n t   f o r e i g n   l i a b i l i t i e s  of t h e   C e n t r a l  Bank.  With e f f e c t   f r o m  November 
1978, e x i s t i n g  and new d e p o s i t s   o u t s t a n d i n g  for more t h a n  six months carry 
an   exchange  ra te  guarantee   f rom the C e n t r a l  Bank, 

B e g i n n i n g   i n   l a t e   1 9 7 6 ,   T u r k e y   p e r m i t t e d   a c c e p t a n c e   c r e d i t   f i n a n c i n g   f o r  
impor t s .   Accep tance   c r ed i t s  are c r e d i t s   w i t h   m a t u r i t i e s   o f   n o r m a l l y  180 days  
extended by  a f o r e i g n  bank f o r   t h e   f i n a n c i n g  of impor t s .  The s t cLk   o f   accep -  
t a n c e   c r e d i t s  grew r a p i d l y  t o  about  US$1,150 m i l l i o n  between  early-1977  and 
mid-1978 when growing  overdue  payments  caused a l e v e l i n g   o f f   i n   t h e   g r o w t h   o f  
accep tances .  The s t o c k  of bankers '   acceptances   amounted  t o  US$1,125 m i l l i o n  
a t  t h e  end of 1 9 7 8 ,   i n c l u d i n g   a n   a c c e p t a n c e   c r e d i t  of US$lOO m i l l i o n   f o r   o i l  
i m p o r t s ,   t h e  l i a b i l i t y  i n   r e s p e c t   o f   w h i c h   t h e   C e n t r a l  Bank assumed  from  the 
Turkish  Petroleum Off ice (TPAO) toward  the  end of the   yea r ,   and   ove rdue   accep-  
t ances   o f  US$125 m i l l i o n   r e p o r t e d  by t h e  C e n t r a l  Bank (Table  3 6 ) .  I t  i s  
b e l i e v e d   t h a t  actual  ove rdue   accep tances  are p r o b a b l y   h i g h e r ,   I n   e a r l y  1978 
Turkey  received a s h o r t - t e r m   c r e d i t  lir,e of US$13S m i l l i o n  from a major   fo r -  
e i g n  bank f o r  011 impor t s .  I t  was r e c e n t l y  renewed f o r  a p e r i o d  of two years. 

B 

b.  Debt r e s c h e d u l i n q  

I n  May 1978,  a Working Party o f   t h e  OECD Consort ium  for   Turkey  including 
Japan  L/ and  Turkey   reached   agreement   on   the   reschedul ing  of arrears i n c u r r e d  
between  January 1, 1977 and May 20, 1378 i n  respect of i n t e r e s t  and p r i n c i p a l  
on o f f i c i a l  and o f f x i a l l y   g u a r a n t e e d  d e b t s ,  a n d   i n t e r e s t   a n d   p r i n c i p a l   o n  
o f f i c i a l  and o f f i c i a l l y   g u a r a n t e e d   d e b t s   w i t h   m a t u r i t i e s   o f  more than   one  
year f a l l i n g   d u e   b e t w e e n  May 2 1 ,  1978  and  June 30, 1979. - 2 1  T h i s  multi lateral  

1/ Aus t r a l i a   and   Spa in  also  r e s c h e d u l e d   t h e i r   c l a i m s   a c c o r d i n g  t o  t h e  

2 /  The r e p r e s e n t a t i v e s  of t h e  14 c r e d i t o r   c o u n t r i e s  of the   Consor t ium p l u s  
terms agreed  by t h e  Working P a r t y .  

J d p a n   a g r e e d   t o  recommend t h a t   t h e i r   g o v e r n m e n t s  o r  appropr ia te   government  
a g e n c i e s   r e s c h e d u l e   p a y m e n t s   o f   i n t e r e s t   a n d   p r l n c f p a l   o n   o f f i c i a l   a n d   o f f i -  
c i a l l y   g u a r a n t e e d   l o a n s   c o n t r a c t e d   b e f o r e   J a n u a r y  1, 1978 a s  follows: ( a )  f o r  
l o e n s  w i t h  ove r   one -yea r   ma tu r i t i e s ,  80 per c e n t  of  t h e   p r i n c i p a l   a n d   i n t e r e s t  
i n   a r r e a r s  from Janua ry  1, 1977 t o  May 20, 1978 and t h o s e   f a l l i n g   d u e   b e f o r e  
June 30, 1979 to   be   pa id   ove r  a 7 l / ? - y e a r   p e r i o d ,   i n c l u d i n g   t h r e e   y e a r s  of 
g r a c e ,   t h e   b a l a n c e  of 20 per c e n t   t o  be  paid in f o u r   e q u a l   s e m i a n n u a l   i n s t a l l -  
ments   beginning on  December 31, 1 9 7 8 ;   ( b )   f o r   l o a n s  wi th  one-year maturities o r  
less, 80 p e r   c e n t   o f   p r i n c i p a l   a n d   i n t e r e s t   i n   a r r e a r s  from Janua ry  1, 1 9 7 7  
t o  May 20, 1978 t o  be pa id   over  a 5 1/2-year p e r l o d ,   i n c l u d i n g  two y e a r s   o f  
g r a p e ,   t h e   b a l a n c e  of 20 p e r   c e n t   t o   b e   p a i d   i n   f o u r   e q u a l   s e m i a n n u a l   i n s t a l l -  
m e n t s   s t a r t i n g  on September 30, 1978.  Turkey  undertook t o  r e E r a i n   f r o m   g r a n t i n g  
more f a v o r a b l e  terms t o  a n y   o t h e r   c r e d i t o r   c o u n t r y  in respect of d e b t s   o f  
comparable terms. 

B 
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r e s c h e d u l i n g   a g r e e m e n t  is being  Implemented by b i l a t e r a l   a g r e e m e n t s   b e t w e e n  
Turkey  and each p a r t i c i p a t i n g   c r e d i t o r   c o u n r t y .  By end-1978 agreements had 
been reached w i t h  almoet a l l  of t h e  member countries of the Working Party, 
These agreements r e s u l t e d  in d e b t  relief of a b o u t  US$300 m i l l i o n   i n  1978 and 
are e x p e c t e d  t o  r e d u c e   c a s h  payments  f o r   d e b t  service by US$170 m i l l i o n  i n  
1979 ( r e l f e f  of in te res t  payments of US$lOO m i l l i o n  and US$70 m i l l i o n ,  respec- 
t i v e l y ) .  The t o t a l  amount of arrears f a l l i n g   u n d e r  the r e s c h e d u l i n g   a r r a n g e -  
ment is n o t  y e t  known but hasi p r o v i s i o n a l l y   b e e n   e s t f m a t e d  a t  US$700 m i l l i o n .  

Turkey I s  preeen t ly  i n  the process of n e g o t i a t i n g   w i t h  more t h a n  200 
c r e d i t o r   b a n k s  a r e s c h e d u l i n g  of  a n   e s t i m a t e d  US$2,100 m i l l i o n   o f   c o n v e r t i b l e  
T u r k i s h  l i r a  d e p o s i t s ,  1/ I n c l u d i n g   p r e s e n t l y   o v e r d u e   d e p o s i t s ,   a n d   a b o u t  
US$425 m i l l i o n  of b a n k e r s '   c r e d i t s .  The proposed new m a t u r i t i e s  are s i x  t o  
s even  years I n c l u d i n g   t h r e e   y e a r s  of grace. The p a c k a g e   b e i n g   n e g o t i a t e d  
w i t h  f o r e i g n   b a n k s   w o u l d   i n c l u d e   t h e   p r o v i s i o n  of new  Euro-currency loans 
of abou t  US$SOO m i l l i o n   a n d  a t h r e e - y e a r   s c h e d u l e   f o r   t h e  payment of t h e  
t h i rd -pa r ty   r e imbursemen t  claims of abou t  US$250 r n l l l i o n .  Some f o r e i g n   b a n k s  
have also expressed i n t e r e s t   i n   r e f i n a n c i n g  some of t h e  commercial  arrears 
no t  f a l l i n g  under t h e   a r r a n g e m e n t   w i t h   t h e  OECD Consor t ium  fo r   Turkey .  

Ln ea r ly  1 9 7 8 ,  L i b y a  a g r e e d  to r e s c h e d u l e  US$48 m i l l i c n  of overdue  oil 
payments; t h e  new m a t u r i t y  i s  f i v e  years. The l i a b i l i t y  i n  respect of t h i s  4 
d e b t  was assumed by t h e  Central  Bank from t h e  TPkO in December 1978.  A similar 
agreement  was r e a c h e d   w i t h   I r a q  I n  August 1978 f o r   t h e   r e s c h e d u l i n g  of arrears 
of US$317 m i l l i o n  of t h e  TPAO w i t h  a new m a t u r i t y  o f  3 1/2 years. An amount 
of abou t  liS$60 m i l l i o n  i n  respect of t h i s   l o e n  was r e p a i d   i n  1978.  Payments 
of  t h e s e  rescheduled d e b t s  a re  i n t e n d e d  to be made m a i n l y   i n  the form of  
exports . 

C .  Debt  s e r v i c e  

The bui ldup of T u r k e y ' s   s h o r t - t e r m   f o r e i g n   i n d e b t e d n e s s   b e t w e e n  1975 
and 1978 is ref lected in a s t e e p  r i s e  i n  d e b t  service payments-mainly  inter-  
est--from US$230 m i l l i o n  i n  1974 to an  amount of  US$945 m i l l i o n   i n  1978 a f t e r  
t a k i n g   i n t o   a c c o u n t   a n  estimate of about US$300 m i l l i o n  f o r  debt r e l i e f  
r e s u l t i n g  from t h e   r e s c h e d u l i n g   a g r e e m e n t  of May 1978 w i t h  t h e  OECD Consor- 
tium c o u n t r i e s  (Tab le  37).  As a r e s u l t ,  the rat io  of total d e b t   s e r v i c e   t o  
merchandise expcrrts and w o r k e r s '   r e m i t t a n c e s  i n c r w e d  from 8.0 p e r   c e n t  in 
1974 t o  29.0 p e r  c e n t  i n  1978. The d e b t  s e r v i c e   r a t i o  is e x p e c t e d  to r ise  
s l i g h t l y  above 40 p e r   c e n t  of e x p o r t s  of goods and workers' r e m i t t a n c e s  i n  
1 9 7 9   a n d   t o  remain a p p r o x i m a t e l y  at t h i s  l e v e l  t h r o u g h o u t   t h e  early 1980s. 

1/ T h i s  compr i se s  all d e p o s i t s   h e l d  by f o r e i g n e r s   w i t h   t h e   e x c e p t i o n  of 
ab& US$75 million of d e p o s i t s   f a l l i n g   d u e  after  December 31, 1980, 
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(ln  rillionr of U.6. d o l h t r )  

1974  1975 1976 1977 1971 
Preliminary 

cc 

Exports (f.0.b.) 
f q m r t r   ( c . i . f . )  

Trade 
Uorketa' r n l t t a n c r r  
Lnterert prymntr 
tourirm 
Pro€i t   remit tances  
Other srnt ic r r  (net) 

Setvicer  (net)  

Current  account 

Project and mupplierm' c r e d i t s  
Program c r t d l t r  
Pr ivate  foreisn c a p i t a l  
Importr w i t h  waiver 
Acceptance c red i t8   (ne t )  
Euro-loanr (SEEr) 
Petroleum  lorn.  (net) 
Debt repayments 
Debt r e l i e f  

( I n t e r e s t )  
(knort i ra t ion)  

Capital  ( n e t )  

Errors and omissions 

Overa 11 

Monetary a u t h o r i t i e s  6 1  
Assets 
L i a b i l i t i e s  

IMT (net)  
CTLs 
BIS 
Dresdner Bank scheme 
Bankers '   credits 
Overdrafts 
Comerc ia l   I r rea ts  

Reimbursement claims 
Overdue acceptances 
Nonrescheduled other  arreara- 
Rescheduled o ther   a r rears  

Euro-loan,  guaranteed by Libya 
Other l i a b i l i t i e s  
Petroleum  loans  (net) 

Comercial  banks 

71 

Sources  Data  provided by the Turkish   au thor i t ies ,  and s taff   es t imates .  

- 1/ Includes probably Borne i n t e r e s t  on acceptance  credi ts  - 21 Staff  estimate of accrued  interest .  
31 West  Germany USS3S million, and other  program loans  including IBRD 

- 41 Overdue o i l  payments t o   I r aq  and Libya. 
5/  Includes  credi t  of US$135 mi l l ion  from "Regie Renault" and bank consortium, 

USc65 million. 

r e % W n t  of  USS60 million of overdue o i l  peymente t o  Iraq, and adjustment f n r  
the   t ranefer  of t he  l i a b i l i t y   i n   r e s p e c t  of the  rescheduled  oil   debt 2 0  Libya of  
uS$45 mil l ion  from the  Turkish  Petroleum  Office (TPAO) to   the  Central  I h k .  
- 6f  Net of valuation  changes 

goiids" scheme 
7 /  Overdue appl icat ions for f o r e i m  exchange  traneIere  under  the "cash-nplnut-  

- 81 An 8Wmt of about USS700 mill ion was rescheduled In the  course a t  1978 
9/ Compriees  an  acceptance  credit for o i l  impor ts  of US$lOO million, O i l  

c r e d i t s  from 'Iran and Libya of US$95 mil l ion  and rescheduled oil debt  to  Libya - _"*" ..-. 



Table  Turkey:  Effective Exchange Rate 

(1970  4th  qtr .  = 100.0) - 1/ 

Average during 
period 

1970  1978 
4 t h  a t r .  1974  1975  1976  1977 March 1 End-Dec. Annual  average 

Trade  weighted  effective 
exchange rate 

Export   weighted  effective 
exchange ra te  f o r  
expor t s   sub jec t   t o  
r e b a t e s  

"Real" trade  weighted 
effective  exchange rate - 2 /  

"Real" export  weighted 
effect ive  exchange rate 
f o r   e x p o r t s   s u b j e c t   t o  
r eba te s  - 2/ 

100.0 90.7 

100.0  94.4 

100.0 143.2 

100.0  149.0 

83.7 

83.7 

130.2 

130.2 

80.2 

78.8 

132.0 

129.7 

69.7  45.6  43.2  46.8 

71.2  52.8  47.9 .( 52.7 

130.7  108.1 . 133.7  122.2 

133.5  125.2  148.2  137.9 

Sources: Data provided by t h e   T u r k i s h   a u t h o r i t i e s ;  and s t a f f   c a l c u l a t i o n s .  

- 1/ A dec rease   i n   t he   i ndex   i nd ica t e s   an   e f f ec t ive   dep rec i a t ion   o f   t he   Turk i sh  l i ra .  
- 2/  Taking  into  account  price  developments  abroad  and i n  Turkey. 

I 

Q\ 
N 

I 
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Table 27.  Turkey: Trade Balance 

(In millionr of U.S. dollar,) 

1973  19 74 19 75 19 76 1977  1978 L/ 

A. At current  prlccr 
Eaports, f . 0 .b .  1,317 
Imports, c.i. f .  -2,086 

2,300 
-6.6on 

1,532 
-3.778 

1,401 
-4 , 739 

1,960 
-5,129 

1,755 
-3 , 796 

Trade balance -769 -2,246 -3,338 -3,169 -4,041 -2,300 

B. A t  1973 prices 
Exports, f . 0 . b .  1,317 
Imports, c.1.f. -2,086 

1,582 
-2.533 

1,224 
-2,807 

1,113 
-3,161 

1,442 
-3,477 

1,206 
=3,606 

Trade  balance -769 -1,583 -2,048 -2 ,O 35 -2,400 -9 51 

C. Price e f f e c t  (A-B) on: 
Exports " 

Imports I/ " 

718 
-2.067 

308 
-9 7 1  

2aa 
-1,578 

549 
-2,190 

-1,641 

518 
-1,652 

Trade balance " -66 3 -1,290 -1,134 -1,349 

B D. Change i n  trade balance 
due to change in:  
Export volume 16 6 
Export prices 266 

-94 
308 

-1 38 
7 

413 
146 

-319 
114 

54 5 
" 

Import volume 21 -117 
Import prices 21 -406 

-722 
-9 7 1  

-4 76 
-485 

-4 74 
84 

-456 
-211 

1,725 
-528 

Mermrandum items : 

Exports/  imports (19 73 
prices; i n  per cent) 63.1 62.4 43.6 35.2 41.5 33.4 

Export volume index 100.0 
Export u n i t  price index 100.0 

92.9 
125.2 

84.5 
125.9 

109.5 
135.9 

1 2 0 . 1  
145.4 

91.5 
145.4 

Import volume index 100.0 
Import un i t  prfce index 100.0 

121 .4  
181.6 

134.6 
134.6 

151.5 
149.9 

1 6 6 . 7  
147.5 

172.9 
160.7 

Terms of  trade 21 100 0 93.0 84 .O 80.1 92.1 90.5 

Sources: Ministry of Finance, Monthly Economic Indicators ;  and staff estimates. 

- 11 Staff estimate. 
2/ Minus s ign  indicates   increase.  D I ?/ (Export unit  price index/import unit price index) X 100. 



Table 28. Turkey: Coamrodity Compoaltion of Exports 
1 

(In millionr of U.S. dollarr) 

19 75 19 7 6  19 77 - 1977 1978 
Jan . -Nov . Jan. -Nov. 

Agricultural products 

(In per cent of t o t a l )  

cot  ton 
Tobacco 
Hazelnuts 
Raisins and f i g s  
Citrus fruits and vegetables 
Seeds and o i l  seeds 
Cereals 
L i v e s t o c k  and products 
Ffehery products  
Other 

Industrial products  

( i n  per cent of t o t a l )  

Text i les  
Processed  agricultural 

Petroleum products  
Leather and hldes 
Chemicals 
Glass and ceramics 
Cement 
Nonferrous  metals 
Iron and steel products 
Other 

products 

Mining and quarrying  products 

(In per cent of total)  

Chromium ore 
Raw borates 
Other 

Total  exports 

79 3 

(56.6) 

2 30 
183 
15 4 
64 
34 
11 
1 

41 
1 3  
62 

503 

(35 0 9 )  

12 7 

129 
36 
65 
33 
18 
2 4  
1 3  
20 
38 

105 

(7 .5)  

5 2  
28 
25 

1,401 

1,254 

(64 .0 )  

438 
251 
204 

73 
64 
15 
38 
6 3  
12 
96 

595 

(30.4)  

265 

98  
16 
60 
44 
21  
16 
1 7  
22 
36 

110 

( 5 - 6 )  

55 
30 
2s 

1,960 

1,041 

(59 . 4) 
2 14 
1.76 
251 
100 

5s 
17 
81 
37 
1 2  
98 

5 86 

( 3 3 . 4 )  

260 

I36 

52 
34 
28 

9 
20 
1 5  
32 

126 

(7.2) 

” 

e.. 

0 . .  ... 
1,753 

a65 

(S8.2)  

1 7 1  
140 
224 

82 
45 
16 
61 
34 
10 
82 

527 

( 3 5 . 4 )  

236 

122 

48 
29 
24 

8 
19 
10 
31 

95 

(6.4) 

” 

25 
47 
23 

1,487 

1,289 

(67 . 6 )  

308 
162 
283 
116 

4 3  
11 
192 

55 
22 
97 

505 1 

(26.5) 

256 

93 

36 
21 
26 
15 
10 
20 
28 

113 

” 

(5 9) 

23 
63 
27 

1,907 

Sources: State Planning  Organization;  Ministry of Finance, Monthly Economic 
Indicators; and information provided by t h e  Turkish author i t i e s .  
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Table 29. Turkey: Export Volume  and Unit  Values of 
the Main Agricultural  Exports 

( In thousand8 of tons and U.S. dollars per ton) 

1974 1975 1976  1977 1978 11 

Cot ton 
Volume 
Unit value 

Tobacco 
Vo I ume 
Unit  value 

Hazelnuts 
Volume 
Unit  value 

183 267 414 151 2 80 
1,331 864 1,059 1,417 1,200 

112 66 75 62 65 
1,820 2,779 3,343 2,839 2,750 

113 90 138 1 5 7  160 
1 , 5 3 5  1,712 1,468 1 , 5 9 9  2,000 

Sources: Ministry of Finance, Monthly Economic Indicators;  information 
provided by the Turkish author i t i e s ;  and s ta f f   e s t imates .  

- 1/ Staff  estimates based on actual  data for January-November 1978. 



Table 30. Turkey:  (Export Tax Rebates 

Exports  Share of expor t s  Share of tax re- Share of t ax  r e b a t e s  
sub jec t   Bub jec t   t o  tax  bates In   expor t s  In   coneol idated 

T o t a l  tn t a x  Tax r e b a t e s   i n   t o t a l   s u b j e c t   t o   b u d g e t  
expor t8   reba tes   reba tes  

I n   m i l l i o n s  of  Turkish l l ras  
expor t s  tax- rebates   expendi turea 

In   pe r   cen t  

19 70 
1971 
19 72 
19  73 
19 74 
19 75 
19 76 
1977 
Jan.-Sept.  1978 

6,408 
9.091 

11,876 
18,038 
21,197 
20,075 
30,768 
31,339 
34,041 

1,733 
1,825 
3,210 
7,380 
6,479 
7,412 

14,434 
15 ,575  
15,300 

290 
385 
711  

1,053 
920 

1,379 
3,117 
3,400 
2,267 

27.0 
20.1 
27.0 
40.9 
30.6 
36.9 
46.9 
49.7 
45.0 

16.7 
21.1 
22.1 
14.3 
14.2 
18.6 
21.6 
21.8 
14.8 

1.0 
1.0 
1.5 
1.8 
1.3 
1.2 I 

1.9 
1.5 
1 .5  

m m 
I 

Sources:  Information  provided by the   Turkish  authori t ies ;   1977 Annual  Program;  and IMF, I n t e r n a t i o n a l   F i n a n c i a l  
- S t a t i s t i c s .  



Table 31, Turkey: Comodlty  Comporition of Importr, 1074-1978 

<In railllonr of U.S. dollar@) 

1974 1975 1976 1977 1977  1978 
Jan.-Sept, Jan.-Sept. 

Agricultural product0 

(In per cent of tota l )  

Cereal6 
Coffee, tea, and spices 
Live animals and animal 

Others 
products 

Raw materials and finished 
goode 

(In per cent of total) 

Mineral fuels 
Fertilizers 
Textiles 
Chemical  products 
Paper 
Animal and vegetable 0116 
Others L/ 

Fquipment materials 

(In per cent of t o t a l )  

Machinery and equipment 
Means of transport 

Minerals 

(In per cent of tota l )  

Total 

276 

(7.3) 

- 

2 4 5  
19 

7 
5 

1,677 

(44.4) 

763 
101 
101 
233 
38 
17 

424 

1,164 

(30.8) 

877 
287 

661 

( 1 7 . 5 )  

3,778 

- 

162 

( 3 . 4 )  

141 
6 

9 
6 

- 

2,068 

(43.7) 

811 
40 
118 
365 
41 
124 
561 

1,741 

( 3 6 . 7 )  

1,345 
396 

7 68 

(16.2) 

4,739 

- 

36 

(0.7) 

- 

5 
18 

4 
9 

2,386 

(46.5) 

1,126 
99 
107 
387 
47 
104 
516 

2.070 

(40.4) 

1,455 
615 

6 37 

(12.4) 

5,129 

- 

48 

( o m  
- 

6 
36 

2 
4 

2,935 

(50.6) 

1-470 
250 
110 
369 
45 
21 

705 

2,023 

(34.9) 

1,388 
635 

790 

(13.6) 

5,796 

- 

29 

(0.6 1 

" 

3 
24 

2 
b b .  

2,250 

(50.4) 

1,074 
180 

293 
40 
19 

556 

1,617 

a8 

(35.9) 

1,097 
520 

6 04 

(13.4) 

4 , 4 9 9  

6 - 
(0.2 1 

2 
1 

2 
1 

1,704 

(54.0) 

95 7 
136 
54 
216 
21 
18 
302 

1,098 

( 3 4 . 8 )  

7 64 
3 34 

34 5 

(10.9) 

" 

3,153 

Source: Ministry of Finance, Monthly Economic Indicators. 

1/ Mainly iron and steel products. - 
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Table 32 Turkey: Workers ' Remlttaacea 

1s t 2nd 3rd 4th 
qtr .  qtr.  qtr .  qtr .  Year 

(In millions of U.S. dollarr) 

1973 
l e  74 
1975 
19 76 
1977 
19 78 

1973 
19 74 
19 75 
19 76 
1977 
19 78 

198.7 240.7 451.0 284.0  1,183.2 
289 e 5 275.8  549.6  311 . 3 1,426.2  
286.2 231.1 494.2 300 . 8 1,312-3 
186 7 212.8 319 . 0 264.2  902.7 
215.4 238.7 310 . 4 217.5 98260 
159 . 3 183.1 315.9 316.7 A/ 975,0&/ 

(Percentaze chanpe over prevfoue year) 

6 5 . 3  90.6 48 .5  5 3 . 4  59.9 
4 5 . 7  10.9 21.9 9 . 3  20.5 
-1.1 -16.2 -10 . 1 - 3 . 4  -8.0 

15.4 12.2 -2.7 -17.7 -O*l 
-34 .8  -7 .9  -35.5 -12.2 -25 . 1 I 

-26.0 -23*3 1.8 4 5 . 6  L/ -0.7 &/ 

Source: Ministry of Finance, Monthly Economic Indicators. 

- I/ Staff estimate. 



- 69 - 
Table 33, Turkeyt Crorr Official tkrrrver 

(In Pillionr of U.8. dollarr) 

1973 

~ ~~ 

1,889 151 46 34 2,120 

1974 1,619 153 46 42 1,860 

1975 886 146 " 32 1,064 

1976 952 145 0- 2 1  1,118 

1977  603 154 " " 757 

1978 b r c h  716 15 7 " ..I 873 
June 773 157  CI " 9 30 
September 1,132 15 7 0- 2 1,289 
December 840 14 9 " " 389 

SOurcee; Central Bank of Turkey; and LMF. Internutional Financial. 
Stat i s t ica .  
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Tsble 3 4 .  Turkey: Diobursed External k b t  

(In millions of U, S. dollars) 

Dec . Pec . Dec . Dec. ner-7a 
1974 19 75 1976 1977 Total ReschedEled 

Short-term debt and IMF 

Monetary a u t h o r i t i e s  
O f  which: arrears 

Short-term  trade  f inancing 
O f  which: arrears 

IMF 

Medium- and  long-term debt 

In te rna t iona l   o rganiza t ions  

Bilateral sources 

Foreign  pr ivate  f j  

Eurc-Lurrency  narket 

Total   disbursed external debt  

Memorandum item: 
Matur i ty   s t ruc ture  of e x t e r n a l  

debt   ( in  per cen t )  : 1/ 
Debt with  maturity-of: 

Less than one year 
One t o  five years 
Five   t o   t en   yea r s  
Ten years  and more 

229 

229 
( -4  

- 

" 

("1 
" 

3,050 

598 

.. . 
e . .  

" 

3,279 

7.0 
1.5 
6.1 
85.4 

1,388 

1,145 
(-= ) 

" 

(-- 1 

243 

3,362 

7 34 

2 , 4 1 3  

120 

95 

4,750 

18.0 
15 .4  
5.3 

61.3 

" 3 342 

( 2 3 4 )  
2,951 

" 

(-- 1 

3 31 

" 4 080 

1,107 

2 , 4 5 8  

187 

328 

7 , 4 2 2  

29.6 
20.0 
5.3 
45.1 

6,555 8,376 1.ooo 

5,071 6 , 4 5 4  ?/ 745  
( 1 , 7 1 2 )  (2,175) (700) 

409 622  " 

4,670 5,150 470 

1,272 4 4 .  " 

2,692 0 . .  ) 
1 

352 . * *  ) 470 4 
35 7 406 - 4/ -I 

1,470 

4 4 . 0  38.7 " 

19.3 37.8 21.3 
4 . 9  10.7 78.7 
31.8 27.8 " 

3/ Excludes Euro-loan of US$lOO m i l l i o n  t o  the   Cent ra l  Bank guaranteed by Libyan 

4/ 'Includes  Euro-loan of US$lOO millim t o  the Central Bank guaranteed by Libyan 
Arib Foreign Bank. 

Arzb Toreign Bank. 



Trblo 35. Turkoy : Ilrdium- and hag-Tam  External Debt 

(In rillloar of U.8. d o l l r t r )  

b b t  ou t r t rnding  k b t  ou t r t rnding  Debt ou t r t rnding  Debt outrtrnding 
OII kc. 31, 1975 OR k c ,  31,  1976 on kc. 31,  1977 on Dee. 31, 1971 
Dirburrad  Tot81 Dirbutred Total Dlrburred Total Dlrbutrad Total 

By drb to t r  
Public  aactor 
CIa t t a l  brnk 
Privata  roctor 

3 a 362 
3,063 

4,517 
4,144 

37 3 
" 

4.080 
3,685 

5 , 805 
5,331 

1.670 
4,035 

7,500 
6.690 

279 
" 

390 
" 

47 4 
" 

6 35 
" 

917 
" 

By credltorr 

IBUD 
IDA 
IFC 

Other 

In te rnr t ionr l   o rgani ra t ionr  

e n  

3.362 
7 34 
271  
- 4.517 

1,451 
807 

5.805 
1,872 

992 

4,670 
1.272 

400 

Z r n  11 9 .  

1.453 2,421 
607 1,511 

144 
43 

241 
35 

195 
5 3  

360 
35 

163 
118 
372 
85 

194 
133 
467 
85 

180 
116 
398 
90 

193 
1 2 4  
444 

93 

185  193 
115 127 
4 38 476 
108 114 

O f f i c i a l   b i l a t e r a l  mourcca 
O K D  Conrortim countrier 

United Sta t e r  
W r t  G t r v n y  
Crmda 
Prance 
United Kingdom 
Other 

1 
Other countricr 

Japan 
W.S.S.R. 
Other CXEA 
Other 

2,413 

1,181 
484 
60 

102 
88 

... - 

... 

3,321 
2,479 
1.280 

2,692 
2,173 
1,235 

4,154 
2.735 
1.343 

2 , 7 7 1  

1,274 
614 

60 
162 

90 

- ..* 

... 

. .  ... 
" ... 
" - .. ... .. ... ... ... ... ... ... .. .. .. 

500 
80 
83 
64 

138 

7 24 
103 
132 

7 2  
168 

553 
88 
72  
7 2  

153 

8 04 
218 
133 

76 
161 

404 
108 
258 

5 
33 

- 842 
1 7  3 
34 2 
203 
124 

- 519 
1 7 2  
- 1,419 

BlO 
... 
" 

. . I  ... 
e . .  ... .. ... 

.. - ... 
260 

. I  

260 
. I .  

... ... 
265 

9 
73 

120 - 
. I .  

144 - .. 187 
30 
- " 265 

32 
352 

43 
- 945 

80 
- Private  b i l a t e r a l  snurces 

United  States 
West G e m y  
Caaadr 
Prance 
United Kingdom 
Sui t ze r land 
Other 

... - " 
. e .  .. 

22 
25 

41 
30 

46 
42 
54 
44 
64 
59 

65 
34 

189 
202 
155 
220 

... .. ... 

. I .  

... 

.,. ... .. ... 
I , .  . I *  . .  I .  .. 

1 
14 
59 
88 

14 
59 
36 

Euro-currency market 150 - 328 - 406 . 385 357 347 95 

Sourcee: Data providtd by the Turkish authorities and s ta f f   es t imatee .  

1J Staff  ert imatep. I /  Euro-loan  guaranteed by the Libvan Arab Fareigl Bank 
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T a b l e  3. Turkey: Short-Term Foreign Debt 

(In m i l l i o n s  of U.S. d o l l a r s )  

1974  197 5 1976 1977 December  1978 
December To t a l  Reschedule1 

S h o r t - t e r m   l i a b i l i t i e s   o f   m o n e t a r y  
a u t h o r i t i e s  

C o n v e r t i b l e  lfras 
O f  which:   overdue 

BI S 
Dresdner  Bank scheme 
B a n k e r s '   c r e d i t s  2/ 
O v e r d r a f t s  z/ 
Commerc ia l   a r r ea r s  

Reimbursement   c la ims 
Cash a g a i n s t   g o o d s  31 
O v e r d J e   a c c e p t a n c e   c r e d i t s  

Other l i a b i l i t i e s  2/ 
O i l  credits 2/ - 

Sub t o  t a l  

Short- term t r a d e   f i n a n c i n g  
A c c e p t a n c e   c r e d i t s  
C r e d i t   l i n e  for o i l   i m p o r t s  
Oil d e b t  of TPAO - 5 /  

Sub t o  t a l  

IMF 

T o t a l   s h o r t - t e r m   d e b t   a n d  
IMF 

1,781 
(-- 1 
150 

53 
413 
150 
2 34 
f ") 

("1 
( i 3 4 )  

170 
" 

2,268 

190 
173  
384 
240 

1 , 7 1 2  
(204)  

(1 ,508)  
(-- 1 

(289) 

104 
" 

229 1,145  2 ,951   5 ,071  6,464 745 

" " " 710 900 
" 13 5 " " " 

" a 
" 

" " " 365 6 /  255  255 

"- -- 1,075 1 , 2 9 0  255 

24 3 391 409 622 

- - - "- 
" " 

" 

"" 

" 

299 1 , 3 8 8  3,342 6,555 8 ,376  1,000 

Sources: Central Bank of Turkey; and s t a f f  estimates. 

- 1/ New maturities of 3 1 / 2  t o  7 1 / 2  y e a r s .  
2 /  There  are Crequent  changes  i n  t h e  c l a s s i f i c a t i o n  of l i a b i l i t i e s  as h a n k e r s '  

c r e d i t s ,  011 c r e d i t s ,   o v e r d r a f t s ,   a n d   o t h e r   f o r e i g n   l i a b i l i t i e s .  The lat ter two 
c a t e g o r i e s  alsa c o n t a i n   e x p o r t   p r e f i n a n c i n g  by f o r e i g n   b a n k s .  

-J/ Deposits made a g a i n s t  goods imported  under   the  ' ' cash-against-goods"  scheme  and 
i n r e s p e c t  oE w h i c h   n o   r o r e i g n   e x c h a n g e   t r a n s f e r   h a s  yet been  made are assumed t o  
r ep resen t   commerc ia l  Errears. It is b e l i e v e d   t h a t   p a r t  of t n i s  amouut   has   a l ready   been  
p a i d   t h r o u g h   t h e   p a r a l l e l  market f o r   f o r e i g n  exchange, b u t   n o n e t h e l e s s   t h e r e  i s  a 
c o n t i n g e n t   l i a b i l i t y   t o  make transt'ers ab road .  

4/ I n c l u d e s   a n  o i l  l o a n  of USj63 m i l l i o n  from Libya. Also i n c l u d e d  are t h e   o u t s t a n d i n  
b a i a n c e  of US$lOO m i l l i o n   o f  an a c c e p t a n c e   c r e d i t  from a bank   conso r t ium,  a loan of 
uS$30 mil l ion  from Iran, and a r e s c h e d u l e d   o v e r d u e   o i l   p a y m e n t   o f  USS45 mil l ion  t o  Libv 
The l h b i l i t i e s   i n   r e s p e c t  of these l o a n s  were t a k e n   o v e r   b y  the Central Bank from the a 
Turk i sh   Pe t ro l eum Office (TPAO) toward   the   end  of the y e a r .  
- 5 /  T u r k i s h   P e t r o l e u m  Office, 
L f  (h7(.vA,.,., ,.,... ,C n..-..-L-.. 1n77 I.... - - - - L - A - - * - ~  J -  qn-ra 
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Table 37 Turkey: Debt Service 

(In millions of U.S. dollare) 

In per cent o 
exports of goo 

Deht and workers ' 
Interest A/ Amortization g /  relief A/ Total  remittances 

1974 102 

1975 150 

1976 300 

1977 570 

1978 750 

1979 1,000 

126 

117 

119 

214 

495 

700 

" 228 

" 267 

419 

" 784 

300 945 

170 1,530 

" 

8 

9 

14 

29 

29 

4 3  

Sources Data provided by the Turkish  authorities; and s taf f  estimates. 

- 11 Estimated accrued. 
+ 2/  Excludes  repurchases of IMF credit and payments of rescheduled arrears. 
3/ Staff estimate based on terms of agreement of May 20, 1978 with the 

mezber countries of the OECD Consortium for Turkey. 
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VI. - Exchange and Trade System 

1. Exchange rate  system 

Since J u l y  8 ,  1975, when Turkey   ceased  t o  m a i n t a i n   p r e s c r i b e d  margins 
around t h e  c e n t r a l  rate of LT 14.0 = US$l, the Turkish l i r a  has been d e p r e c i -  
a t e d  several times ( T a b l e  3 8 ) .  S i n c e  March 1, 1978, the o f f i c ia l  rates tor 
t h e  U.S. do l l a r  have been LT 25.0 = US$1 buy ing  and LT 25.50 - US$1 s e l l i n g .  

O f f i c i a l   q u o - a t i o n s  are a l s o  e s t a b l i s h e d   f o r  a number of o t h e r   c u r r e n -  
cies.  T h e s e   q u o t a t i o n s   h a v e   b e e n   a d j u s t e d  o n l y  at i n f r e q u e n t   i n t e r v a l s ,   T h i s  
has f r e q u e n t l y   g i v e n  rise to e x c e s s i v e  spreads (of up t o  15 p e r   c e n t )   b e t w e e n  
t h e  cross ra tes  for t h e s e   c u r r e n c i e s  and t h e  U.S.  d o l l a r  i n  Turkey and corre- 
spond ing  rates i n  international f o r e i g n   e x c h a n g e   m a r k e t s ,   c o n s t i t u t i n g  a mul- 
t i p l e  currency p r a c t i c e .   W i t h   e f f e c t   f r o m   S e p t e m b e r  2 0 ,  1 9 7 8 ,   t h e   C e n t r a l  
Bank of T u r k e y   u n d e r t o o k   t o   c h a n g e   q u o t e d  ra tes  for foreign c u r r e n c i e s  ( o t h e r  
t h a n   t h e  U . S .  d o l l a r )   o n  a weekly  basis, whenever   any   quoted  ra te  d e v i a t e d  
by more t h a n  2 .25  p e r   c e n t   f r o m  i t s  cross r a t e  vis-a-vis t h e  U.S. d o l l a r  In 
i n t e r n a t l o n a l   m a r k e t s .  The weekly cross  ra te  a d j u s t m e n t s  were s u s p e n d e d   i n  
ear ly  November 1978 c a u s i n g   a g a i n   t h e   e m e r g e n c e  of c r o s s  rate d i f f e r e n t i a l s  
of up to 10 p e r   c e n t   i n  November/December 1978. 

S i n c e  November 1 9 7 8 ,  a l l  e x p o r t   e a r n i n g s  may b e   c o n v e r t e d  a t  t h e  exchange 
rate p r e v a i l i n g  a t  t h e  time of e x p o r t   l i c e n s i n g ,   r e g i s t r a t i o n ,  o r  cus toms  
d e c l a r a t i o n  or t h e   e x c h a n g e  rate  I n  e f fec t  o n   t h e  day of c o n v e r s i o n .  This 4 
con, t i t u t e s  a multiple c u r r e n c y   p r a c t i c e .  

Frcm March 1, 1978 onward, p u r c h a s e s  of f o r e i g n   e x c h a n g e  for  t o u r i s m  
have  been s u b p  e t   t o  an exchange  t a x  of 50 p e r   c e n t   r e s u l t i n g   i n  an e f f e c t i v e  
exchange ra te  of LT 37.5 = US$1, c o n s t i t u t i n g  a m u l t i p l e   c u r r e n c y  pract ice .  - 1/ 

Exports bf m a n u f a c t u r e s   e n j o y   e x p o r t  t ax  r e b a t e s  of 5 p e r   c e n t   t o  35 per 
c e n t .  Impclrts are  s u b J e c t  to a s t a m p  duty of 22.5  p e r  c e n t  o r  25  p e r   c e n t .  
The  r e b a t e s ,  L!-e s tamp d u t y ,  a n d   t h e   t a x  on t r a v e l   a b r o a d   r e s u l t  i n  a wide  
array of e f f e c t i v e   e x c h a n g e  rates ( T a b l e  3 9 ) .  

There h a s   d e v e l o p e d  a la rge  and a c t l v e   p a r a l l e l   m a r k e t  f o r  f o r e i g n  
exchange. This market is m a i n l y   f u e l e d   b y  workers' r e m i t t a n c e s  and f i n a n c e s  
i l l i c i t  i m p o r t s   o r  recorded impor ts ,   payment  of which is shown eo  be i n  
arrears.  The T u r k i s h  l i r a  has be-n traded o n   t h i s   m a r k e t  at a somet imes  sub- 
stantla1 d i s c o u n t .  

2 .  Zrnuorts and imDort   aavmsnts  

All c o m m e r c i a l   i q p o r t s   r e q u i r e   i m p o r t   l i c e n s e s .   T h e   l i c e n s i n g   p r o c e d u r e s  
d i f f e r   a c c o r d i n g   t o   t h e   c l a s s i f i c a t i o n  of t h e  goods t o  be i m p o r t e d  among 
v a r i o u s   i m p o r t  l i s ts .  I m p o r t   l i c e n s e s  are i s s u e d  to r e g i s t e r e d   i m p o r t e r s  

1/ The s e p a r a t e   e f f e c t i v e  exchange rate on w o r k e r s '   r e m i t t a n c e s  was abol- 
i s K e d   w i t h   e f f e c t   f r o m  March I ,  1978. I t  had  been r e i n t r o d u c e d  i n  September 
1976. The effective premium  amounted t o  9 . 3  per cen t   be tween   Sep tember  1, 
1976 and  February 2 8 ,  1 9 7 7 ;  2.9  p e r  c e n t   b e t w e e n  March 1, 1977 and Septerilber 2( 
1977:  and  3.9 Der cent between Sentember 21, 1977 and Fehruarv 28-  1978, 

4 
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(import merchants), industrialists (manufacturers importing for their own
needs), State Economic Enterprises, ~nd government departments. Private indi­
viduals and corporate bodies are required to secure an import certificate
issued by the Ministry of Commerce before submitting applications through
the authorized banks for licenses to import goods for comoercial purposes.
The license permits, in principle, the necessary foreign exchange payment
to be made. Turkey's import regime relies on a positive listing system. All
commodity imports are classified, in the first instance, into two major cate­
gories in terms of the type of financing involved, i.e., programmed imports
which are financed with the country's own foreign exchange resources, and
self-financing imports which are mainly imports financed with project credits,
private foreign capital, and "imports with waiver." Programmed imports are
divided into those financed in convertible currencies and those conducted
under bilateral payments agreements. The former are further divided into
liberalized and global quota lists. The liberalized list is in two parts,
List I and List II. Liberalized List I comprises mainly raw materials for
industrial production which are not produced in Turkey. Import licenses in
respect of goods on Liberalized List I are issued freely and without quantita­
tive restrictions. II Liberalized List II is composed mainly of raw materials
produced in Turkey and semifinished goods for industrial production including
export production. Imports on Liberalized List II need prior approval of the
ministry concerned which generally permits the importation if domestic produc­
tion does not provide the required types of goods in terms of quality or suf­
ficient quantity. 11 The quota list comprises mainly investment and consumer
goods. Licensing procedures for imports on the quoca list are complex. 11

11 Applications for import licenses may be submitted at any time to author­
ized banks, which transfer them to the Central Bank for issuance of the import
licenses.

11 The list of import quotas contains quotas for registered importers and
for industrialists. Quotas for registered importers and industrialists are
allocated twice a year. Imports on the quota list are subdivided into two
broad categories--imports which do not, and imports which do, require a permit
from a specified public body. Foreign exchange allocations for all quota imports
within the quantitative limit established for each quota iteo are made by the
Ministry of Commerce. Some of the quota imports also require a certificate
confirming that the articles are not manufactured by local industry and do
not exist in the local market in sufficient quantity or that their quality is
unacceptable; this certificate is issued by the Ministry of Industry and
Technology.

Registered importers have to submit their applications for goods not
requiring a permit through an authorized bank and the Central Bank to the
Ministry of Commerce during the first two months of each semester. The Ministry
of Commerce issues a foreign exchange allocation letter valid for four months,
and an import license must be secured from the Central Bank within the period
of validity of the foreign exchange allocation letter. Applications for imports
against industrialists' quotas where no permit is required have to be submitted
through the Chambers of Commerce and Industry to the Ministry of Commerce in
April and in September of each year.

Applications for quota imports requiring a permit from a specified public
authority must be submitted to the responsible body by importers and by indus­
trialists. An import license must then be secured from the Central Bank within
the period of validity of the exchange allocation.
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The l i c e n s i n g  system and high import d u t i e s  (see s e c t i o n  4 below) p r o v i d e  
domestic I n d u s t r y   w i t h  a s u b s t a n t i a l  degree of  protection a g a i n s t  imports. 
At t h e  beginning of each calendar year, an import program i s  announced, in 
which a broad breakdown, in v a l u e  terms, of the various categories of imports 
d u r i n g  the year ie given. The program a l e 0  con ta ins  product lists for t h e  
l i b e r a l i z e d  and g lobal  quota cetegoriee. 1/ The 1978 import program envisaged 
a total value of i m p o r t s  of US$4,850 millk compared with US$S,800 m i l l i o n  i n  
1977 and US$S,OOO m i l l i o n   i n  1976. - 2 /  

I m p o r t s  on t h e   i i b e r a l i z e d  lists were p r o j e c t e d  at  US$2,750 m i l l i o n  and 
i m p o r t s  on t h e  g lobal  q u o t a  iiet were programmed a t  LS$1 ,100   mi l l i on  In 1978. 
S e l f - f i n a n c e d   i m p o r t s  were e x p e c t e d  t o  amount t o  US$900 m i l l i o n .  The to ta l  
i m p o r t  program f o r  1978 f e l l  shor t  of t h e  program for 1977 by 16.4 per  cent. 
In t h e  1978 import program, ten  p r o d u c t s ,   m a i n l y  chemicals and some less 
i m p o r t a n t   m a n u f a c t u r e d  goods, were s h i f t e d   f r o m   L i b e r a l i z e d  List I t o  
L i b e r a l i z e d  List XI, and a number of items, m a i n l y   m a n u f a c t u r e d  goods, were 
s h i f t e d   f r o m   t h e   q u o t a  l i s t  to L i b e r a l i z e d  List 11. 

The v a l u e  of a c t u a l   i m p o r t s   e x c e e d e d   t h e  programmed l eve l  by 2.5 per c e n t  
i n  1976 and c o i n c i d e d   w i t h   p l a n n e d   i m p o r t s   i n  1977. I n  1978, o f f i c i a l l y  
recorded i m p o r t s   f e l l  short by   abou t  5 per   cen t   v i s -3 -v i s   p rog rammed   impor t s .  
The r e d u c t i o n   i n   i m p o r t s   c o n c e r n e d   m a i n l y   i n v e s t m e n t  goods which  are i n c l u d e d  
i n  the q u o t a  l i s t .  Goods   on   L ibe ra l i zed  Lists L and 11 a c c o u n t e d  for a b o u t  
US$3,000 m i l l i o n   o r   c l o s e  t o  70  p e r  c e n t  of  t o t a l  i m p o r t s  i n  1978   and  were 4 
somewhat h i g h e r   t h a n   t h e i r  programed l e v e l .  The  share of p e t r o l e u m   w i t h i n  
imports on t h e   l i b e r a l i z e d  l i s t s  was a b o u t  40 p e r  cen t .  

Paymentu for imports may b e  made a g a i n s t  l e t t e r s  of c r e d i t ,   d o c u m e n t s ,  
or  goods ("cash-aga ins t -goods"   scheme  wi th   payment   upon  cus toms clearance) .  
In t h e  case of i m p o r t  p a y m e n t s   a g a i n s t  le t ters  of c r e d i t  or documents ,  a l l  
i m p o r t e r s  w i t h  t h e   e x c e p t i o n  of  gove rnmen t   depa r tmen t s  arc r e q u i r e d  t o  prepay 
in local c u r r e n c y ,  when s u b m i t t i n g   a n   a p p l i c a t i o n   f o r  an i m p o r t   l i c e n s e ,   t h e  
e q u i v a l e n t  of t h e   f o r e i g n  exchange for w h i c h   t h e y  have a p p l i e d .   T h e  p r e p a y -  
m e n t s  are t r a n s f e r r e d  t o  t h e   C e n t r a l  Bank by the a u t h o r i z e d  benk w i t h i n  f i v e  
days.  I n  the case of impor t  payments agalnst goods the d e p o s i t s  of t h e  l o c a l  
c u r r e n c y   c o u n t e r p a r t   a n d   t h e   f o r e i g n   e x c h a n g e  transfer h a v e  t o  be made w i t h i n  
two month- from the d a t e  of c u s t o m s   c l e a r a n c e .  

I n  a d d i t i o n ,   g u a r a n t e e   d e p o s i t s  are p a y a b l e   i r r e s p e c t i v e  of t h e  method 
of p a y m e n t .   T h e   g u a r a n t e e   d e p o s i t s  were i n c r e a s e d  t o  a maximum of 30 p e r   c e n t  
of t h e   v a l u e  of t h e   m e r c h a n d i s e  in September  1977. The p e l b l i c   s e c t o r  i s  
exempt, however ,  and i n  many cases o n l y  a s y m b o l i c   d e p o s i t  o f  0.1-1 p e r  c e n t  
i s  r e q u i r e d  of o t h e r   i m p o r t e r s .  The d e p o s i t   r e m a i n s   b l o c k c d   u n t i l   t h e   g o o d s  

- 1/ There is no l i s t  in r e s p e c t  of goods i m p o r t e d   u n d e r   b i l a t e r a l   p a y m e n t s  
a g r e e m e n t s ,   a l t h o u g h  quotas are e s t a b l i s h e d   u n d e r  each agreement. T h e s e   q u o t a s  
c o n t a i n   o n l y   g o o d s   w h i c h  are i n c l u d e d   i n   t h e   l i b e r a l i z e d  o r  g l o b a l   q u o t a  l i s t s .  
(Turkey  has b i l a t e r a l   p a y m e n t s  agreements w i t h   A l b a n i a  and t h e  U . S + S + R . )  

imports is pragrammed a t  US$5,000 m i l l i o n .  l 2/  The 1979 import   program was p u b l i s h e d   r e c e n t l y .  The o v e r a l l  level of 
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have been cleared  through  customs and the  foreign  supplier p a i d .  I n  December 
1978,  outstanding  guarantee  deposita amounted to  about 5 per cent   o f   to ta l  
import appl icat ions 

In 1976 the financing  of  certain  imports I/ through  acceptance  credits 
w i t h  a minimum maturity of 180 days was permitTed. Upon maturity of the 
c red i t ,   au thor ized  commercial  banks  could e f fec t   the  repayment from their  own 
foreign exchange  sources or deposit   the Turkish l i r a   v a l u e  with the  Central 
Bank for  the  transfer of t h e  foreign  exchange. The list of  goods e l i g i b l e  
for acceptance  credit   f inancing was reduced i n  February 1978, b u t  indus t r ia l -  
i s t s   f ac ing  Import  bottlenecks were again g iven  f ree   access  t o  acceptance 
credit   f inancing  in  October 1918, I n  October 1978 banks  were obliged t o  use 
half of the i r   overa l l   ac lep tance   c red i t   f inanc ing  f o r  imports of petroleum 
and fert i l izer.   Furthermore,   they had t o  meet a l l   f o r e i g n  exchange  needs 
a r i s ing  from acceptance  credit   f inancing from t h e i r  own foreign exchange 
sources. Banks can s t i l l  apply a t  the Central Bank for the fo re ign  exchange 
t ransfer  b u t  in this  case lose   the  r ight  of carrying o u t  acceptance  credit  
operations. 

Following the  permission  granted t o  some domestic  banks i n  1975 2 /  t o  
h o l d  a foreign excha1,ge posi t ion of  u p  t o  US$20 m i l l i o n ,  the m e j o r i t y o f  import 
payments  have been made through  commercial  banks  rather  than  the  Central Hank. 
(Ba1,ks normally  receive and may retain  export   receipts  and rece ip ts  i n  respect 
of most i n v i s i b l e  t ransact ions.)  

I n  1 9 7 7  important  departures from the o f f i c i a l  import  regime  occurred 
which continued  throughout 1978.  Beginning from March 1977,  the  Central Bank 
res t r ic ted  severely foreign exchange t r ans fe r s   fo r  impor ts  other  than  essen- 
t i a l  commodities (e.g., petroleum and o the r  important raw mater ia ls  and phar- 
maceuticals). Turkish bankc were required t o  limit t r ans fe r s  t o  sbec i f led  
amounts f o r  c e r t a i n  commodities  determined from time t o  tims by the  Central 
Bank upon i n s t r u c t i o n  from t h e  Ministry of Finance. A t  t h e  sdme time,  the 
scope f o r  imports w i t h  payment against  goods ("cash-against-good5" scheme) 
was widened,  leading t o  a very  rapid b u i l d u p  of overdue  applications f o r  f o r -  
eign  exchange t r a n s f e r s  i n  respect of  goods having  entered the country  unaJr 
t h i s  scheme. It is believed that   par t  of these imports  havo probably been 
p a i d  through t h e  black  market for the  Turkish l i r a .  However, the  corresponding 
Turkish 1A-a deposits w i t h  :he Central Bank cons t i t u t e  a contingent  foreign 
l i a b i l i t y  of  the Central Bank. 3/ I n  March 1978 the  "cash-against-goods'' 
scheme was confined  to impor t  needs of i n d u s t r i a l i s t s .  In Ilovember 1978 t h e  
impor t e r ' s   l i ab i l i t y  t o  increase  his  d e p o s i t s  fol lowing an  exchange r a t e  
adJustment was l imited t o  adjustments made during the f i rs t  s i x  months o f  t he  
- 
- 1/ Mainly important raw mater ia ls .  
2/ The number of  banks permitted  to hold a foreign  exchange p o s i t i o n  is 

now 18, 
3/  In March 1978,  the  withdrawal of "cash-against-goods"  deposits was per-  

mitted. Though i t  can be wsumec! t h a t  a considerable amount of  the  imports 
i n  respect of which the deposits  are  outsLdnding  has  already been paid through 
the  black market, no withdrawals took  place. 
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life of the deposits. I n  addftion t o  t h e  US$1,800 m i l l i o n  of "cash-aga ins t -  
good6" d e m o i t s - - o f  which about US$700 m i l l i o n  has been rescheduled following 
the agreement of May 19711 w i t h  the member c o u n t r i e s  of the  OECD Consortium 
for  Turkey-there are a b o u t  US$2,000 million of l e t te rs  of c r e d i t  awaiting 
a u t h o r i z a t i o n  by the Central Bank, 

S p e c i a l   a r r a n g e m e n t s  for  t h e  allocation of f o r e i g n   e x c h a n g e  for  the  
import needs of exportere have been created since l a te  1977, 1/ Beginning 
from O c t o b e r   1 9 7 7 ,   e x p o r t e r s  of manufac tures  and min ing   p rodue t s  have been 
e n t i t l e d  t o  preferential f o r e i g n  exchange a l l o c a t i o n s   e q u i v a l e n t  t o  u p   t o  
25 per cent of t h e   v a l u e   o f  t h e i r  e x p o r t s  f o r  the ir  own Import needs. I n  
November 1978 s u b c o n t r a c t o r s  of ? x p o r t e r e  were admitted t o  t h i s  scheme. 
E x p o r t e r s '   p r i v i l e g e s  were f u r t h e r   b r o a d e n e d  in J u l y  1978 when t h e y  were 
e n t i t l e d  t o  u s e   t h e i r   f o r e i g n  exchange e a r n i n g s   f o r  the payment of up t o  
twice t h e  amount of inpu t s   impor t ed   unde r  the "cash-agafnst-8oods" scheme 
f o r   t h e i r   e x p o r t  and domestic p r o d u c t i o n  and t h e  p r o d u c t i o n   n e e d s  of t h e i r  
s u b c o n t r a c t o r s .  - 2 /  

Fur thermore ,   manufac turers  who have export o r d e r s   i n   h a n d ,  o r  are 
w i l l i n g  t o  g u a r a n t e e   e x p o r t s  o f  a s p e c i f i c  v a l u e ,  were allowed i n  J u l y  1978 
t o   a r r a n g e  for c r e d i t s   a b r o a d   i n   o r d e r   t o  finance t h e i r   i m p o r t   n e e c i s ,  up t o  
50 p e r  cen t  of t h e   v a l u e  of the e x p o r t  orders i n  hand or 50 p e r   c e n t  of 
t h e i r  export cotnmitrnent. They are  t o  b e   a l l o w e d   t o  do t h i s ,   s u b j e c t  t o  t n e  
c o n d i t i o n s  that t h e y  will ( a )  r e p a y  o u t  of  t h e i r  e x p G r t   e a r n i n g s  the e x t e r n a l  
c r ed i t s  ; h e y  might   have   a r ranged;  and ( b )  s e t t l e   s u c h   c r e d i t s   w i t h i n   o n e  year 
from the d a t e  of t h e  import of  t h e   i n p u t s .   S i n c e  undc.1 t h e   p r e s e n t  economic 
c i r cums tances  i t  i s  n o t  easy for Turk i sh   manufac tu re r s  t o  s e c u r e   f o r e i g n  
exchange credi ts  a b r o a d ,   t h e  Government  provides t o  them fo re ign   exchange  
conversion a u t h o r i z a t i o n s  from t h e  Export Promotion  Foreign Exchange Fund 
established i n  197U.  

I n  September 1 9 7 E  a s p e c i a l  fund of Ils$60 mill ion was e s t a b l i s h e d  f o r  
t h e  i m p o r t a t i o n  of  imports f o r  i n d u s t r i a l   p r c d u c t i o c .  

Imports w i t h o u t   a n   a l l o c a t i o n  of  fo re ign   exchange  may be p e r m i t t e d  by 
the  c u s t o m s   a u t h o r i t i e s ,   t h e   C e n t r a l  Bank, o r  the M i n i s t r y  of F inance ,  under 
c e r t a i n   c o n d l t i o n s .  Separate limits and conditions a p p l y  t o  i m p o r t s  o f  goods 
for personal u s e ,  and of professionel i n s t r u m e n t s  and mscnines, by persons 
hav ing   r e s ided   ab road  for employment o r  s t u d y   ( i m p o r t s   w i t h   w a i v e r ) .  The 
c o n d i t i o n s  f o r  these i m p o r t s  were t i g h t e n e d   i n   F e b r u a r y  1978. Imports of 
a u t o m o b i l e s ,   t r a c t o r s ,  or p r o f e s s i o n a l   m a c h i n e r y ,  e t c . ,  wi thou t  payment of 
fore ign  exchange may be permitted by t h e  Central Bank or the M i n i s t r y  of 
F i n a n c e ,   p r o v i d e d   t h a t   c e r t a i n   c o n d i t i o n s  are met r e l a t i n g  t o  r e s i d e n c e  abraad 
and t o   r e m i t t a n c e   a n d  sale t o   a u t h o r i z e d  banks in Tbrkey of f o r e i g n  exchange. 

1 

1: Between  October 1 9 7 7  and Narch 1978 some of  these a r rangemen t s  were 

21 D u r i n g   t h e  course of 19113 f u r t h e r  measures of minor impor t ance  were 
alzc available for f o r e i g n  holders of c o n v e r t i b l e   T u r k i s h  i i r a  d e p o s i t s .  

i n t r g d u c e d   I n t e r  a l i a  facilitating e x p o r t e r s '  access t o  small imports u p  t o  4 
a v A u e  of US$50,000. 
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3 Expor t s  

E x p o r t e r s  are r e q u i r e d  t o  B e l l  t o  a bank i n  Turkey t h e  foreign exchange 
proceeds of  goode exported within t h r e e  months from the  date of export  or 
w i t h i n  t e n  day6 from t h e  date on whlch t h e  f o r e i g n  exchange i e  placed a t  
t h e i r   d i e P o e e l .  Turkioh banka ere e n t i t l e d  t o  r e t a i n  the f o r e i g n  exchange 
s u b j e c t  t o  the  US$20 million limit on the foreign e x c h a n g e   p o s i t i o n  of each 
I n d i v i d u a l  bank. The  requirement  t o  e u r r e n d e r  25  per cent of export r e c e i p t s  
t o  t h e  Central Bank ( t o  be used for  spec ia l  allocations t o  exporters), intro- 
duced i n  October  1977 w i t h   r e s p e c t  t o  exports of manufactrr;es,  was e f f e c t i v e l y  
a b o l i s h e d  i n  November 1978 .   S ince  November 1978 export lvarnings may be con- 
v e r t e d  e t  t he   exchange  r a t e  p r e v a i l i n g  a t  t h e  time of  convereion or, I f  more 
f a v o r a b l e ,  p r e v a i l i n g  a t  t h e  time of  e x p o r t   l i c e n s i n g ,   r e g i s t r a t i o n ,  o r  CUB- 

t o m s   d e c l a r a t i o n   ( e x p o r t e r s  are paid  t h e  d i f f e r e n c e  between t h e  two cxchange  
rates from a special f u n d   o p e r a t e d  by t h e  C e n t r a l  Bank). 

Exporters are permitted t o  export a specified list of commodities on 
c r e d i t  terms a g a i n s t  payment i n   c o n v e r t i b l e   c u r r e n c y  and s u b j e c t   t o  e bank 
g u a r a n t e e .  E x p o r t s  of a few e s s e n t i a l  items s u c h  a6 c e r e a l s ,  o i l ,  t e x t i l e s ,  
c a t t l e  meat , t i m b e r ,  e t c . ,  r e q u i r e   a n   e x p o r t   l i c e n s e   t o   e n s u r e   a d e q u a t e  
d o m e s t i c   s u p p l i e s .  Commercial e x p o r t  pr ices  must  conform to t h e   c h e c l l i s t  
of p r i c e s  fixed a t  i n t e r v a l s  by t h e  M i n i s t r y  of Commerce o n  t h e  bas i s  of 
pr ices  o b t a i n i n g  i n  d o m e s t i c   a n d   f o r e i g n  markets. 

T u r k e y   m a i n t a i n s   a n   e x p o r t  t a x  r e b a t e  scheme mainly for i n d u s t r i a l  
p r o d u c t s .  The rebates are  e x p r e s s e d  as a p e r c e n t a g e  of t h e  c . i . f .  v a l u e  of 
e x p o r t s .  Fresh f r u i t ,   v e g e t a b l e s ,   p r o c e s s e d  foods,  a n d   f r o z e n  meat are a l s o  
i n c l u d e d  i n  the e x p o r t  t a x  rebate scheme. A t  various times between 1975 and 
March 1978 ,  export s  of c o t t o n ,   t o b a c c o ,   h a z e l n u t s ,   p o t a t o e s ,   g a r l i c ,  and 
o l i v e  o i l  a l s o  enjoyed e x p o r t  t a x  r e b a t e s .   I n   p r i n c i p l e ,   t h e   a m o u n t  of rebate 
of payment i s  l i m i t e d   t o  t h e  a c t u a l  amount of d i r ec t  and i n d i r e c t  taxes p a i d ,  
bu t  the l e v e l  of  r e b a t e s  is a l s o  i n f l u e n c e d  by e x p o r t ,   p r o f i t a b i l i t y   c o n s i d e r -  
a t i o n s .   E x p o r t e r s  receive r e b a t e  payments from t h e  Central Bank a f t e r   s u b m i t -  
t i n g  shipping and   o the r   suppor t jng   documen t s .  The eligible produc t  items are  
classlfied i n t o  n i n e  c a t e g o r i e s ,   a n d  t h e  basic  rebate r a t e s  range between 
5 ar.d 30 p e r  c e n t .  For the majority o f  p roduc t  items, i f  t h e  a n n u a l   v a l u e  
of export s  exceeds  USS1.8  m i l l i o n ,   t h e   r e b a t e  rate is r a i s e d  by 5 p e r c e n t a g e  
p o i n t s ,   w h i l e   f o r   o t h e l s  such a limit i s  f i x e d  a t  U S S 1 . 4  m i l l i o n .  

Two Impor t an t   changes  i n  the e x p o r t  t a x  rebate scheme took p l a c e  i n  1978. 
Ln March t h e   i m p o r t a n t   a g r i c u l t u r a l   c o m m o d i t i e s   ( c o t t o n   a n d  tobacco) were 
exc luded  from t h e  scheme and a l l  rebates were reduced  by 20  p e r c e n t a g e   p o i n t s ,  
b u t  In J u l y  e x p o r t   t a x  rebates  were again  i n c r e a s e d  by 10 percentage p o i n t s .  

The shar? of e x p o r t s  s u b j e c t  t o  t a x  r e b a t e b   i n c r e a s e d  from 30.0 per c e n t  
in 1974 to 50.0 per c a n t  in 1977 and declined t o  45 p e r   c e n t  i n  19?8. The 
a v e r a g e  rate  of  export rebates (i.e., t h e  premlum i n  terms of  T u r k l s h  l i r a s  
per  u n i t  of f o r e i g n   c u r r e n c y  in t r a n s a c t i o n s   s u b j e c t   t o   e x p o r t  tax  rebates) 
rose from 14.2 per cent in 1974 t o  20.8 per c e n t  i n  1977 and f e l l  t o  1 5  per 
c e n t  i n  1978. 
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Other tax i n c v n t l v e c  i n c l u d e  the exemption of @%port eernlngr from 
Income  and  corporat ion taxes and the  exemption of export  goods from t h e  pro- 
d u c t i o n  ta%. Exporters of r p e c i f i e d  goodr a160 have 8rcerr t o  c r e d i t  a t  prc- 
fercntial I n t e r s e t  rates from t h e  Export Promotion Foreign Exchange Fund 
e s t e b l i r h c d  in 1970. 

Beginning from late 1977 a number of r p e c i a l   a r r a n g e m e n t s   f o r  the a l l o -  
cation of f o r e i g n  exchange t o  f a c i l i t a t e  t he  impor ta t ion  of i n p u t s  for export 
prodaction have been put i n t o  f o r c e  (see t h e  sect ion on impor t  payments). 

4. T a r i f f  regime 

I n   a d d f t l o n  t o  c u s t o m s   d u t i e s ,   i m p o r t s  a re  s u b j e c t  t o  a stamp d u t y  which 
was r a i s e d  i n  January I978 from 9-9.5 per cent  t o  22.5-25.0 p e r  c e n t ,  depend- 
i ng  on t h e  t y p e  of produc t .  The stamp d u t y  of 22.5 t o  25.0 per c e n t  i s  
a p p l i e d  to imports from all CONTRACTING PARTIES t o  t h e  GATT w i t h o u t   d i s c r i m i n -  
a t i o n .   I m p o r t s   f r o m   o t h e r   c o u n t r i e e  are s u b j e c t  t o  a s tamp duty of 2 5  per 
cent. The s t amp   du ty  has  been a p p l i e d  since February 1963 u n d e r  B periodic 
GATT waiver from Article IL of t h e  GATT. The l a t e s t  wa ive r  was g r a n t e d   i n  
J a n u a r y  19711 and is v a l i d   u n t i l   b e c e m b e r  31, 1979. Under t h e  p r o v i s i o n   o f  
t h i s  waiver, t h e  d u t y  r a t e  i s  n o t  t o  exceed 25.0 per cen t  a n d  t h e   c o n t i n u e d  
a p p l i c a t i o n  o f  t h e  d u t y  is t o  be accompanied by c o m m e n s u r a t e   e f f o r t s  t o  remove 
p r o g r e s s i v e l y   q u a n t i t a t i v e   r e s t r i c t i o n s   o n  Imports .  Other taxeb l e v i e d  on 
i m p o r t s  are a c u s t o m s   s u r c h a r g e  of 1 5   p e r  cent o f  t h e  a p p l i c a b l e  customr, d u t y ,  
a quay d u t y  of 5 per c e n t ,   a n d  a p r o d u c t i o n  t a x  r ang ing   f rom 10 t o  7 5  per 
cent when d o r n e s t t c a l l y  proauced goods are s u b j e c t  t o  the same t a x .  When cus- 
toms d u t i e s  are z e r o ,  o t h e r  taxes  on imports are  n o t  payable .  There  e x i s t  
some d u t y   r e d u c t i o n s  o r  e x e m p t i o n s   f o r   a b o u t  30 items o f   f o o d s t u f f s  and raw 
materials a n d   p u b l i c  sector i m p o r t s  are l a r g e l y  exempted f r o m   t a r i f f s  and 
d u t i e s   ( i n c l u d i n g  t h e  s t amp   du ty ) .  

5. L n v l s i b l e s  

The pu rchase  of f o r e i g n   e x c h a n g e  by T u r k l s h  nationals t r a v e l i n g   a b r o a d  
was made s u b j e c t  t o  a t a x  of 50 per c e n t  (this i n c l u d e s   t r a v e l  f a r e s )  w i t h  
effect from March 1, 1978. S i n c e  September   1977  the   a l lowance  01: exchange 
f o r   t u u r i s t   t r a v e l  has been reduced  p r o g r e s s i v e l y  from US$600 p e r  p e r s o n   p e r  
c a l e n d a r   y e a r  t o  US$500 p e r   p e r s o n   f o r  one trip e v e r y   t h r e e   c a l e n d a r   y e a r s ;  
travelers -?re not a l l o w e d  to l eave  t h e   c o u n t r y  u n l e s s  t h e y  are c a r r y i n g  at 
least the  e q u i v a l e n t  of US$200 I n  foreign exchange. The a n n u a l  limit f o r  
f o r e i g n  exchange a l lowance  for b u s i n e s s   t r a v e l  was reduced from U S $ 5 , 0 0 0  t o  
US$2,500 per person e x c e p t  for e x p o r t e r s .  Exchange f o r  t r a v e l   a b r o a d  for 
other purposes  is s o l d  up t o  specified limits. 4 



I n   J u l y   1 9 7 8   T u r k i r h   n a t i o n a l 8   w o r k i n g   a b r o a d  were p e r m i t t e d   f o r  a 
l i m i t e d   p e r i o d  t o  buy one domt r t l cn l ly   p roduced  car, t r u c k ,  or t ractor  w i t h  
fo re ign   exchange  for w h i c h   t h e r e  i r  no r e p a t r i a t i o n   o b l i g a t i o n .  By e x e r c i r i n g  
t h i r  right  t hey  lo r t  c l i g t b i l l t y  for importr wi thou t  foreign exchange alloca- 
t ion  ( " i a p o r t r   w i t h   w a i v e r " )   f o r  a p e r i o d  of f ive  years. The m a n u f a c t u r e r s  
of t h e  crrm, t r u c k r ,  and t r a c t o r 8   r o l d  under th lr  rchcme were t n t i t l c d  t o  ptc- 
f t r e n t i a l  rllocationr i n  re8pcct of t h e  foreign exchange   r ece ived ,  

I n t e r n a t i o n a l  tranrit through  Turkey by r o a d   r e c e n t l y  war made clubjact 
t o  a fo re ign   exchange   conve r s ion   r equ i r emen t   equ iva len t  t o  US$300 per trans- 
port u n i t   w i t h o u t   a n y  claim t o  reconversion. 

6,  B i l a t e r a l   t r a d e  and payments agreements 

Turkey   has   b i l a t e ra l   paymen t s   ag reemen t s   w i th   A lban ia   and   t he  U.S.S.R. 1/ 
The latest  position in t h e   c l e a r i n g   a c c o u n t s  Is as f o l l o w s :  

- 

1978 
In m i l l i o n s  of 

1I.S. d o l l a r s  

Albania  
U.SaS.R, 

-- 2/  - 
-25  

I n  mid -1978   Turkey   conc luded   b i l a t e ra l   c r ed i t   and  trade agreemen t s   w i th  
Iran, L ibya ,  ani  Romania.  Under these   agreements   Turkey   would   rece ive  petro- 
leum  and o t h e r  raw materials a s  well 813 inves tmen t  goods over a period of up 
to   f ive   years   and   would  repay a t  l eas t  part  of t h e   l o a n s  through exports. 

7 .  Regu la t ions   on   ex te rna l   bo r rowing  and lendirbg 

With t h e  e x c e p t i o n  of the   bor rowing  by the Government  from f o r e i g n  
g o v e r n m e n t s   a n d   g o v e r n m e n t   a g e n c i e s ,   a n d   f r o m   i n t e r n a t i o n a l   f n r t i t u t i o n s ,  
a l l  p r i v a t e   a n d   p u b l i c  sector borrowing is r e g u l a t e d .  A l l  borrowing must be 
approved by  t h e   M i n i s t r y  of Finance i n   c o n s u l t a t i o n   w i t h   o t h e r   c o m p e t e n t  
m i n i s t r i e s ,   a n d   t h e   M i n l s t r y   o f   F i n a n c e  may i s s u e  a g u a r a n t e e  of t h e   t r a n s -  
f e r a b i l i t y  of t h e   f o r e i g n   e x c h a n g e .  I t  i s  up t o   t h e   I n t e r m e d i a t i n g   b a n k   t o  
b u s r a n t e e   t h e   r e p a y m e n t   i n  l i r a s .  Some banks were g i v e n   t h e   a u t h o r i t y  t o  engage 
i n  acceptarrce c red i t  f i n a n c i n g  of c e r t a i n   i m p o r t s   w i t h o u t   q u a n t i t a t i v e  limit, 
and   expor t e r s  were permitted i n   J u l y   1 9 7 8  to a r r a n g e  for credi ts  a b r o a d   i n  
order t o   f i n a n c e   t h e i r  import needs u p   t o  50 per cent of t h e   v a l u e  of t h e i r  
expor t   revenues .  A l l  exchange ra te  g u a r a a t e e s   w i t h  the e x c e p t i o n  of the s t o c k  
of c o n v e r t i b l e  l iras o u t s t a n d i n g  i n  March 1978 were a b o l i s h e d   i n   e a r l y  1978, 

B 
1/ The b i l a t e r a l   p a y m e n t s   a g r e e m e n t  with Egypt expired I n   A p r i l   1 9 7 6  and 

21 The amount i s  n e g l i g i b l e  and t h e  agreement h a s   b e e n   i n o p e r a t i v e   d u r i n g  
s e i t l e m e n t s   w i t h   E g y p t  were placed on a c o n v e r t i b l e   c u r r e n c y   b a s i s .  

th; past five years, 

- 



- 82 -

In an a~nual plan dca'~ up by the ~:i~istry of Fina~ce the total a~ount

of private and public sector borrowing abroad from private sources, including
suppliers' credits, and the sectors eligible to contract foreign loans as well
as tae characteristics of invest~ent projects are specified. The general
guidelines for the approval of external borrowing, including suppliers' credits,
are as follows: (a) borrowing must be in conformity with the targets and
principles as envisaged in the five-year development plans and the annual
programs; (b) investment projects must be undertaken in the sectors included
in the table on invest=ent incentives published in the annual plans; (c) bor­
rowing must be obtained in one of the convertible currencies sold and bought
by the Central Bank; (d) the amount of the borrowing must not exceed 60 per
cent of the total value of the project, except that this ratio is 80 per cent
for projects to be undertaken in underdeveloped regions, and 90-95 per cent
in the case of investments in the shipping industry and the import of ships;
(e) borrowing must carry a minimum maturity period of two years; and (f) the
rate of interest must not exceed the Euro-dollar rate (the London Interbank
Offered Rate--LIBOR) by more than 1.75 per cent.

~onresidents including Turkish workers abroad 1/ may open demand and
time accounts in convertible Turkish liras with Turkish commercial banks which
use these funds for domestic medium-ter~ lending. Interest rates on these
funds must not exceed the six-month LIBOR by more than 2 1/4 per cent. On
March 1, 1978 it was announced that the exchange rate guarantee on convertible
lira deposits would be confined to the existing stock of deposits, including
overdue deposits and rollovers, provided they are for a minimum period of one
year. However, this limitation of the exchange rate guarantee does not seem
to have been enforced strictly and the inflow of funds by Turkish nationals
working abroad continued in 1978. In 1977 and 1978 arrears developed with
respect to repayments of some maturing convertible lira deposits and some
interest payments.

Authorized banks with deposits exceeding LT 2 billion are permitted to
incur an overall foreign exchange position (in currencies purchased and sold
by the Central Bank) of up to USS20 million. Banks can lend the foreign
exchange in Turkey for use in importing capital goods and raw materials for
investment purposes.

Foreign capital invested in Turkey under the terms of the Law for the
Encouragement of Foreign Investments (No. 6224) or the Petroleum Law (No. 6326,
as amended) is accorded preferential treat~ent, provided that the enterprise
in which the investment is to be made is deemed to contribute to the economic
development of the country, or will operate in a field of activity open to
Turkish private enterprise and will not entail monopoly or special privilege.
Under this law, transfers of profits or repatriation of capital are not
restricted, "but are subject to approval. In addition to investments under
Law No. 6224 and Law No. 6326, as amended, foreign investors do not enjoy any
transfer facilities for earnings or liquidation proceeds. Funds accrued or
accruing to nonresidents which are not transferable under the existing exchange

1/ In aaa1tion, Turkish workers in Germany may open foreign exchange accoun
with the Central Bank of Turkey denominated in any convertible currency througt.
the intermediation of the ~resdner Bank in Germany.



control  regulatione are held i n  blocked account@*  Subject t o  ind iv idua l  per- 
miulion, blocked aueeto and balancer nay be ured w i t h i n  Turkey for rpeclfled 
purporrr . 

Trrnractionr i n  recur i t ie r ,   inc luding  t h e i r  export  and import,  require 
approval when nonter idrn t   In te rer t r  are involved. There art rpecia l  f a c i l i -  
t i e s  f o r  the  acquiait ion by Turkirh workcrr  abroad of Turk i rh  sharer  and bondor 

Capital  transfers  abroad by r tr idcntlr  are rubject t o  approval, and a r t  
not normally permitted. There is no regulation  prohibit ing the granting of 
 supplier^' credi t6  by T u r k i ~ h  exportcrr, b u t  such c r e d i t r ,  i n  p rac t ice ,  are 
not provided becaure exporters do n o t  p o r r c r r  the nscsrsaty f inanc ia l  meanel 
Residents are not  normally permitted t o  acquire foreign securities ar real 
e s t a t e r  
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Table 38. Turkey: Exchange Rate Ad3uetmente 

Buying Sel l inR 
Turkish l ira per U.S.  dollar 

19 71 

1975 

1976 

1977 

1978 

December 22 

July 8 
August 14 
August 28 
October 28 

March 15 
Apri l  2 
October 28 

March 1 
September 21 

March 1 

14.00 

14.25 
14.50 
14.75 
15.00 

1 5 . 5 0  
16.00 
16.50 

1 7 . 5 0  
19.25 

25.00 

14.28 

14.535 
14 79  
15 045 
15.30 

15 81 
16 .32  
16 83 

17.85 
19.635 

25.50 

Source: Data provided by the Turkish authorities. 
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Table 39. Turkey: Preeent Exchantc Syetcm 

(Turkish l ire  per U.S. dollar) 

Effective exchange rate 

Export6 without  rebatea 
(mainly traditional exports) 

Fxporte d i th  rebatea 
(mainly manufactures) 

Importe 

Workers ' remit tancea 

Tourism (inflow) 

Tourism (outflow) 

Other 

25.0 

31.25 21 

25 .O 

25.0 

37.5 a/ 
25.0 

Source: Staff calculations. 

- 1/ The range of export tax  rebates is 5 to 35 per cent. 
2/ Based on stamp duty of 25 per cent but excluding tar i f f s  

an: other import duties which amounted to 22.5 per cent of the 
value of imports i n  1 9 7 7 .  The public  sector I s  largely exempt 
from Import duties.  
- 3/ Special  tax of 50 per cent. 
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