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Despite the political turbulence which developed in the months
following the election of October 15, 19691 and continued into 1971,
Turkey is continuing along its chosen path of planned development.

This made its first appearance under the republic founded in 1923 under the
leadership of Mustafa Kemal, the great Atatiirk, and has been a marked feature
of the republic developed under the constitution of 1961.

Although Turkey has always been primarily an agricultural country as it
still is, Islam teaches believers to revere the life of the mind, and to respect
above all others those who profess learning. Under the Ottoman Empire, the
state, and its large numbers of military and civil servants, were also highly
esteemed. With thisbackground, the Turks developed a somewhat condescend
ing attitude toward! business and industry. As a result, minority groups,
Armenians, Greeks, Jews and foreign businessmen became the owners and
managers of such industrial enterprises as existed. The foreign entrepreneurs
operated under a system of capitulations," which eventually became so abused
as to make the Turks, with reason, look askance at foreign business and
investment.

The Mixed Economy

After Turkey had been welded into a republic, its goals were Westernization,
defense and industrialization. With the departure of the major part of the
minorities before and during the population exchange of 1922 with Greece,

1. The various political and economic crises of Turkey occurring in 1971 had not changed the
Development Plan or the basic problems of the economy by June 1, 1971.

2. Under the capitulations, which were first granted in 1535 as a friendly gesture to encourage
foreign trade, and which continued throughout the life of the Ottoman Empire, foreigners were
not subject to Ottoman law. Disputes involving them were tried in their own consular courts,
and according to their own laws. Foreigners paid no taxes, their businesses were inviolable, and
they could be arrested and deported from Turkey only by their own ambassadors. The system of
capitulations became so subject to abuse that it became a symbol to the Turks of their own de
creased power. Geoffrey lewis, Turkey, New York: Frederick A. Praeger, 1965.

A Jane Perry Clark Carey and Andrew Gat.braith Carey are specialists in the economies
of developing countries. They are the authors of "The Two Developing Worlds of Morocco:
A Case Study in Economic Development and Planning" in the Autumn 1962 issue of ME].
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the Turks found themselves lacking in capital, entrepreneurship and technical
training, and still looked to the state for leadership as they had during the
Ottoman Empire. Despite the end of the system of capitulations in the after
math of World War I, foreign interests continued to dominate industty, the
ports, mines, most important public utilities and all but a small percentage of
the railroads. The number of Turkish businessmen was small, and most of them
could not afford—and in some cases were unwilling—to buy these industries.
So "an underdeveloped backward village economy, weakened by half a century
of foreign control and smashed by a decade of war was the economic legacy
handed down to the Republic of Turkey, the point at which Kemal and his
colleagues started to build a modern economy."3

Although Turkey had both private and public industry even before the
republic came into being, Atatiirk wisely made no clear choice between them,
and so the new Turkey was launched early on its subsequent path of mixed
economy in which both state and private enterprise operate side by side. In
1927, a law was enacted which it was hoped would assist the development of
Turkish private industry. Two years later the first stones were laid in the wall
of protective tariffs. Meanwhile the state had bought a number of foreign
concerns and added them as state enterprises to those inherited from earlier
times.

As the country has had chiefly a raw materials producing economy, the world
depression, reaching there in the early 1930s, hit with particular force. Unlike
some developing countries, Turkey is not poor in natural resources. Its chief
deposits are coal, lignite, iron ore, chromite, copper and wolfram. Most of these
have been mined in greater quantities than can be used at home and so Turkey
has always exported a good-sized volume of minerals. Although oil has been
discovered in commercial quantities in the southeastern part of the country, it
is nevertheless insufficient even for Turkey's own needs.

fltatim

The world economic depression strengthened the belief that government
must take a lead in the development of the economy. In 1932, with the estab
lishment of a State Office of Industry, the state entered the industrial field with
plans for new state enterprises. Capital for the first project was provided by
the USSR, which made a loan of $8 million to import machinery. When a
state-owned holding company, the Siimerbank, was set up in 1933, followed
by the Etibank in 1935, the policy of 6tathm—somewhat vaguely defined as
state leadership and responsibility in industry and other parts of the economic

3. Richard D. Robinson, The First Turkish Republic, Cambridge: University Press, 1963, p. 10'•
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193d7^LaSvref7 r^ Way/ Wkh thC amendm-t of the Constitutor1937 and its legislative reinforcement the next year, Sialism was inciudec
one of the six cardinal principles of the republic, and so became official gov,
ment policy. But private enterprise also continued to develop slowly.

The Mixed Economy from World War II until the Republic of 1^960
After World War II, national economic policy began to give individ

enterprise an important place in the economy, thus stimulating investors ;
giving them new impetus and courage to go ahead. So private industry «
apace. In the 1950s, the need for infrastructure had become clear in acoun
where electricity was lacking in all but the larger cities, water supplies a
irrigation projects were insufficient for a territory in which so many parts w
barren, while roads were poor and, in many places, particularly beL een sm
villages, non-existent. y sm

The then-dominant Democratic Party took great strides forward in th<
matters, and in many ways changed the face of the countryside and the
of farmers who became its strong backers. But an important pattern of t
era was a latssez-fmre approach to industrial development, so that by the e
Is sLfoufWitrCfeaSing Tr enterpdSe WaS UnPknned and kflatiwas serious With he coming of the new republic in I960 (often referred

™ESSE0'prirate industry mmi™d t0"» Lib-^
The Development Plans

Although there had been industrialization plans under Atatiirk in 193,
1939 and from 1937-1942, the first was chiefly ascheme to upbuild the sma
state industry ofthe era, and the second came to little because of the proS
engendered by World War II, and because the mentality for real dcvL
M| had not yet evolved in Turkey. With the dS^offiSS
cratic Party mthe 1950s "almost inherent in the new semi-laisselfaire e
nomic policy was astudied disinterest in any sort of economic planning-
- Tt WaS n0t Until the Nation of May 27, I960 that the importance 0
.ionaltonotc £|££i S^fx^Sfd" " 2?Z A» °f ™* "'
ftjp,. as tz*.ttJttfssnxT& s-%. s
sc/-ttJttJwfjsssrz r„gcro1 o/ state Economk *»*>*«

6. Robinson, The First Turkish Republic, o 148
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national' economic planning was clearly recognized with the establishment of
a State Planning Organization on September 30, I960, even before the adoption
of the new Constitution.8

After nearly five years' work, the First Five Year Development Plan became
effective in Match 1963. It was designed as the first of three five year segments
in a total plan period of fifteen years for economic development9 by rapid
industtialization of the country. By the end of the First Plan period an exceed
ingly creditable record of accomplishment could be seen in various fields,
particularly in the physical upbuilding of the country. The rate of GNP increase
had been less than five per cent a year at the beginning of the Plan, but five
years later the rate was 6.5 per cent and so the target of seven per cent had
almost been attained. Although the public sector's investments were about 16
per cent below expectations, those of the booming private sector were about
nine per cent ahead. Agriculture, on which the Plan laid much stress, was below
expectations, but farm exports remained the backbone of Turkish exports.

While not neglecting agriculture, the Second Plan turned primarily to
industry and its development, with the aim of strengthening the position of
the weak Turkish balance of payments sufficiently to be able to dispense with
foreign development aid during the Third Plan period which will begin in
1973- During the years of the Second Plan, emphasis will remain on the
difficult problems of increasing industrial exports and increasing agricultural
production. Public investments and public consumption are expected to rise
faster than GNP during the Second Plan, and only a moderate increase in the
welfare of the people may be expected by 1972. It remains for the Third Plan's
impact to better their position markedly.

The most far-reaching innovation of the Second Plan was the greatly
enhanced role given the State Planning Organization and especially to its
Department of Encouragement and Implementation to carry out policies and
enter into the actual process of administration.

Industry and the Republic of 1V60

The roots of the mixed economy were planted deep by its recognition in
the Constitution of the new Republic in 1961, and in both the First and Second

/. Despite Turkey's serious regional problems, planning bas been tarried out on u national
scale only.

8. The State Planning Organization was set up by Law No. 91, i960. From 1960-61, laws were
enacted by a Committee of National Unity, composed of officers headed by General Cemal Gursel.
The Constitution was approved by a Constituent Assembly on May 27, adopted by referendum
July 9, 1961, and promulgated by Law No. 334 on July 27, 1961. See Constitution of 1961,
translated for the Committee of National Unity, Ankara, 1961.

9. See First Five-Year Development Plan, 1963-1967, Ankara: 1963; Second Five-Year De
velopment Plan, 1968-1972, Central Bank of the Republic of Turkey, Ankara: State Planning
Organization, 1969. Preliminary work on the Third Development Plan was begun in 1970.
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Plans." The Firsc referred ro die public and private sector as ',(,,.
ponent parts of awhole and no. two separate secrors wiS"cXi„g ,™
and indicated ,, was difficult ro draw aclear line between the Z Th Krs
Plan and legislation of the year following its inception kid strcss ^™
sector investments- bn, the Second Plan leaned somewhat mote toward pS

Public Enterprise Today

Approximately 40 per cent of the capacity of all manufacturing and SO
per cent of the mining industries are owned by the state as ttvLTusince the 1960s The kind and variety of publi^c «^^Lt J^
JntrSL, SSZ2£ HZ upt £ tf°n *~* -J^= Public services, such as £°^«^ZZ^Z
meant to conserve important natural resources such as minerals and fo^L «
some are intended to provide state control of such dangerous ndustries a he
production and sale of opium and its derivatives, exploLs and fire rnssH

Each industrial sector therefore contains different proportions of private and
whiferr'Vf*te *' «•* <SEKA> «•* S the papePr™yd
.luminous coa, and copper, is also ZT&E+Stgg*

Anew type of public enterprise has developed as a resulr of , ~~r.men, between Turkey and rheW made in &"JU^M.'SS
5200 million. Under a trade agreement dating back to 1937 f.£ h"5
hu.lt up a large favorable trade balance with the USSR L, J V ,-plus Turkish ha2e,„uts, raisins. tZ^£5^2Z££
s%stssc&ft- £.t £ a s- •»* - - «- —mr pp.

"on of investment capita, Jd exdud7dbImo^^s° Whe* °*V » enterprises aimed at forma-
13. Private exnlnirnfmn nf k».u
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could be found. Rather than take a large number of high-priced Russian
industrial products in return, Turkey entered a special type of credit arrange
ment The USSR contracted to construct large new enterprises in steel, alumi- v
num sulphuric acid and fibre board for the Turkish public sector. Production
is expected to begin in 1972. Credits not already accumulatedwill be repaid by *<
further exports through clearing arrangements between the two countries.

State Economic Enterprises, the SEE's

Few state activities except the State Monopolies Administration and a number
of the State Economic Enterprises, the SEE's, are even theoretically commercial-
type industries aimed at production for profit. Some of the State Monopolies,
controlling the manufacture of matches and alcohol (excluding wine and beet),
and the sale of salt and tobacco14 make a little profit. There is a difference of
opinion—and to acertain extent of political party stand—as to the true func
tions of the SEE's. While the Second Plan and many businessmen believe that
the SEE's must become profitable concerns, others see the function of all state
enterprises as social. As a result of this concept,15 many SEE's employ large
numbers of workers who otherwise would be without full or even partial
employment; various state industries are located in remote and backward areas
of the country, such as Eastern Anatolia, in which private enterprises as yet
find it difficult to make profits.

Financially, economically and politically, the SEE's are of the greatest im
portance, and have now reached increased levels of fixed investment in the
public sector.10 There are definite legal limits, however, to the SEE's. To be
constituted a SEE, an enterprise must be specifically named as such in the law
establishing it as a joint company, and more than half its capital must be
supplied by the state.17 Even then, the law setting up a joint stock company

H Hi.: ...liviii.s iif lit* Monopoly A.lmmiiii.ui.Mi <<>'»<" »n*-r ll"' Annexed Hindis instead
oi the «encial State UuJjtct, which ftUootti sums to llw Annexed Uutljtcu lu limuae iiivoi

i i._i.. ..* ...,• »,,,„..,,Ii.,.rp« TVw> rrnlv Annexed Dudott nrtivifios fri

r. i,.

iC UUilJlCl, Wiin.il miliums HUH W >">- 1«1«»«» ..;,.•" .-

„..d l»p|h itirt nitwit expenditure*. The only Annexed Budget iCtJvltlcj from which the Mate
lia.lj.-M.-'•"•! * tM ISM" **t* »«•'"- I" ','1'1 """ ' •'' ' ''" •"''" "fj I,,,,, ,„ ,|i.»<- «'l 1I1.1 Monopoly A.liuiniMiaii.Mi wliun made .1 mum Miitmni n
l»l< t» llt.MU.iiil. It'l I'"••'•'. I'l' V'^'

if (IUIIII. I >•'<••>,

|. -,, •„•• miiumnlh >u I'l.-1 M. mi.. IM.....I. 'r...|.Ui.n ..I Uv. I.,(.......I J'iiM.M
,„,.'; The Tmkisl. CMci" VU'iintiK -i">l <-<«ulh w .1 Mi\*J lUimomt, "Diwiiw " I'l' I'" '*'
un.l pp. 226-231.

16 The public seaor includes the SEE's, the General and Annexed Budgets Local Adminis
tration and the Revolving Funds. The SEE's share is increasing at the expense of the Budget ana
the Revolving Funds. The Annual Program, 1970, p. 12.

17 See Law No. 440, 1964. The capital structure takes various forms in which: (1) the
entire capital is furnished by the state; (2) 51 per cent is owned by the state, but the enterprise
is specifically set up as a corporation; (3) 51 per cent is owned by the state and the SEE, and otter,
by foreign capital. See Sadullah Aygun, "Problems of Financing State Economic Enterprises,
Staio Economic Enterprises, Istanbul: Economic and Social Studies Conference Board, I96H, esr
~ 01/I
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may specifically give it the status of a private industry. Many such ehterprii
however, bemoan their lack of SEE advantages, particularly financial.

The only profitable state enterprises are the publicly owned banks and
pension and social security funds.18 They have accumulated such substani
amounts of money that they have been able to build and finance various delu
well run hotels and tourist projects, such as summer camps. But the pens;
and social security funds use a very large share of their balances to help finai
the investment program of the other SEE's. Most of these have such hi
operational costs that they end each year with operating deficits and thus cam
themselves pay for needed capital expenditures. "There is no time to be 1
in taking the necessary action to improve the financial results of the SEE's a
their efficiency in general. Meanwhile, it seems that the Social Security a
Pension Funds will be expected to continue to bear the brunt of the financi
of the SEE's."10

The Plans and the Annual Programs have been able to lay down mc
definite guidelines for the SEE's than for private investment. Decisions a
cerning individual projects were formerly made in theory by rhe SEE's the
selves but in practice all too frequently were the result of political pressu
by various ministries or individuals. During the early part of the First Pk
project preparation was reported as poor,20 and this was one reason why t
SEE's never reached more than 80 per cent of their targets under the Fi
Plan. Now feasibility studies are prepared for individual investment projec
then turned over to the State Planning Organization to work on jointly wi
the ministry which supervises the particular project. This may be the Minist
of Agriculture in one case, the Ministry of Industry in another, and so on. Fin
approval comes through the Planning Organization's Department of Encoi
agement and Implementation.21 When a project is approved, the Ministry
Finance prepares a document commonly known as "General Investment ai
Financing Program for State Enterprises." Then further investigation ni
.uioiki decision arc wade by tile State Investment Dunk, apublic enterpri
established in 1964 to make Jong-term investment loans to the SF.HV ni

in. I.. -.Union iu iliuw, ilte tfwdal Army Pension I'tin.l i.iUk \w\ in Imam Inn v,.,i,.i.. i.(|»

pi r»rt,fl own ii ni, s.nvry. mnii, |. .m -n* ,„,,,,., In ,|„. Sl. , ,.,,„ „, ri
'""""' ';-' "« ''"•'> I'""-' '"' " ksuHc veins i|<iiic Io.mI.Io given die i.ipid increase in t
number ol persons covered by social security law and by the pension fund."

20. Planning Development in Turkey, mimeographed SPO document, undated. See also Osm
Nun Torun, "The Investment Policies of State Economic Enterprises and their Role in the Rea
zation of the Turkish Development Plan," State Economic Enterprises, p. 173, "Discussion " p 2C

21. In reaching a decision, the SPO studies the project's possible contribution to the na'tior
economy, its possible foreign currency earnings and savings, effect on employment, and, final
comparative costs.

22. Law No. 441, 1964 established the bank. Its interest rates are fixed by the Ministry
'nance between 5.6 and 8 per cent. The bank's investigation is based purely on financial critci

i<> determine whether the project may become profitable enough to enable the SEE to repay the lo
within the project's lifetime.
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which finances between one-third and one-half of all the SEE's requirements
at lower interest rates than are usually available for private industry. Many
SEE's have considerable history of not meeting their debts to the government
but the creation of the Bank has brought improvement.23 Although it has no
authority to enforce repayment, it can refuse further credit demands or withhold
payments for instalments of principal and interest overdue as authorized by
the Cabinet.

When the Second Plan began, public revenues had increased since the
institution of the First Plan, but the SEE's had failed to reach their targets.
"The State Economic Enterprises did not improve their financial performance
as much as had been hoped";24 needed reforms in the structure and collection
of taxes had not yet been made, and foreign aid was dwindling.

Despite the intentions set out in the Second Plan substantially to raise the
profitability of the SEE's in general,25 their consolidated debts have risen so
high that in 1969 they were double those of the preceding year and the SEE
losses remained a serious drain on the budget and an important factor in
inflation.20 Several SEE's are such heavy losers as to cause major difficulties in
the whole centralized SEE investment and financing operation, and in the entite
state budget as well. In 1969, for instance, the railroad, in trouble in Turkey
as in other countries, cost the budget TL 800 million and the coal mines
TL 400 million—both substantially more than the pteceding year27—while at
the same time, the Ministry of Education's entire budget was TL 2.7 billion
and the Ministry of Health and Social Welfare TL 900 million. "Such dis
crepancy in the allocation of scarce public funds, if it were to persist would
not fail to be prejudicial to Turkey's development effort."28

The respective roles of the ministries through which each of the SEE's is
responsible to the Grand National Assembly20 lack clarity. Considerable political
interference in investment and pricing, and above all in personnel policies, is
still probably the most serious problem. In addition to the almost omnipresent

ovciMiiIIhik u( many Midi's Is the Imsiniiion of llielf Directors General bcnuisc
they Rre nor responsible for flip selection of thrir own st;tfT<s, find ;i resiiltrmf
hi/jli turnover ol lop level Administrators is inevitable, So "even though |m-
Nomtrl rx|>ciitli(iur'\ Imve im tensed Iinit'll luster tlwn the volume <>! htisinr'Si,
it is .IiIIk uli id ictriiii iniined employees,

23. In 1966, the batik collected 46 per cent of what was due, and in 1969, 79 per cent.
24. Planned Investment in Turkey, mimeographed SPO document, undated, p. 5.
25. Second Plan, c. (5), p. 112.
26. Turkey, OECD Economic Surveys, 1969, pp. 37-8.
27. In 1968 the corresponding amounts were TL388 and 123 million.
28. Turkey, OECD Economic Surveys, 1969, p. 38.
29. Turkey, OECD Economic Surveys, 1968, pp. 31-33.
30. Ismail Ertan, "The Problems of the Reorganization of State Economic Enterprises," Stalf

Economic Enterprises, p. 141.
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Various other reasons can be found for the SEE difficulties. Some of rj
same problems exist in private enterprise, such as lack of carefully worked o
production plans and of adequate cost analyses. But there are especial pitfal
in state industries, particularly in those so far protected from internation
competition by all but unscalable tariff walls. The Second Plan itself puts
finger on important causes of SEE problems: "the lack of responsibility ass
dated with ownership, failure to establish a clear relation between the risl
and rewards of the undertaking and the deficiencies of the direct interferes
of the state in economic life. The absence of dynamism peculiar to priva
enterprise in the economic activities of the state causes bottlenecks in con
munication and an increase in red tape which reduces administrative efficiency."
Although defenders of the SEE's stress the losses of many of them as resul
of tariff policies and limitations on their prices, government commissions s<
up from 1964 to 1969 to plan SEE reorganization have recognized that SE
difficulties are more basic, as have the Grand National Assembly, and a larg
segment ofbusiness public opinion. Even in 1970 needed reforms still remaine
amajor task awaiting action. But the improvements already made within variou
state industries must be recognized, as must the great accomplishments of th
SPO in lessening red tape and smoothing the path.

Mixed Enterprises

Hope may lie in the large and growing number of industrial ventures o
the type called "mixed enterprises," in which state funds are joined with privat.
capital, foreign or domestic, in an industrial undertaking. In some, publi,
enterprise has the largest share and in others, private. Thus Tiirkiye Demir v<
Qelik Isletmeleri, generally referred to as Eregli because of the place of it
location, the largest steel producer, is amixed corporation, 51 per cent privatt
and 49 per cent state owned.

In the partial revulsion against itatism which rook place in ihe VY)(\ ,„„,
Well mixed enterprises were be^un but those which were unsuccessful hclpc*
hrlrm rhe M<M into ill replltt. fn mlililioh, (irnlrW»tt|«M ill i.i.l.li. ,„ ,.,|UMv
industry felt .heir case for one or the oilier wui weakened by «UHiiMmuior
nl I....I.. Hy il.e time «>f (he Se.o.nl I'liiu, however. Iceliug had ,lunged, mu
sine emeipr.se was rnuMmgnl to enter mixed corporations. They came to be
regarded as one answer to the problem of how to carry out such large projects
as those involving $100 million or more without forming new SEE's, and sc
to increase the contribution of the private sector to development efforts. The
Plan, furthermore, indicated a preference for this type of undertaking in new
industries undertaken by the public sector. Thus alarge mixed-enterprise copper
complex has been planned near Samsun on the Black Sea.

31. Second Plan, p. ill.

I
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Progress of Industry in the 1960s

Despite the problems of the SEE's, industry in general has been moving
rapidly ahead. In the latter part of the 1960s, private enterprise was pushing
ahead in seven league boots, and was already the fastest growing sector of
the economy. Between 1948 and 1967, industrial production grew at an
average annual rate of about 10 per cent. Although state economic enterprise
had never reached over SO per cent of its targets in the years of the First Plan,
private industry had shot ahead of theirs by approximately eight per cent.

By 1969 and 1970, total industrial output was rising at an annual rate of
about 11 per cent, and so was approaching the Second Plan's goals of 12 per
cent.3" If it reaches and continues at this figure, by 1972 Turkey may be said
to have become a truly industrialized country, with industry the leading sector
of the economy, as the Second Plan envisages it to be.33 Manufacturing is
planned to contribute about one-third of the total increase in GNP, providing
over 40 per cent of the growth in employment outside agriculture. "This is a
large amount, but if the growth of artisanal activities in food and clothing is
allowed for, this can be achieved."34

Incentives for Private Industrial Investment

The most important reason for private industry's phenomenal progress is
the drive and courage of Turkish businessmen. There is also a large range of
incentives made available to both domestic and foreign entrepreneurs for
investments in industry in Turkey. In view of Turkey's relationship to the
Common Market (European Economic Community), no incentives are allowed
any enterprise unless it has promise of international competitiveness,35 Other
wise, the attractions offered a potential investor have been many and varied—
general investment allowances; finances at lower than average rates; defer
ment and even partial or total exemption from custom duties on importnnt
purchases of such items as imported machinery; special priority in import quotas
iiml deduction of investment costs from taxable profits up to 80 per cent t>l
risk investment, and tax rebates on imports.

.12. As u result, industry is expected to increase from a 16.3 per cent relative share of GNP in
tS>67 to 20.5 per cent in 1972. To achieve this, manufacturing is expected to rise to from 22.4
prr inn nf mini iiivrniinriit aa i.impure,! m |o,f, j,rr tcnt uililevc.l uinlcr the Pint Plan,

33. Second Plan, p. 3.
34, Turkey, OECD Economic Surveys, 19<S9, p. 26.
33. This criterion is suspended if an enterprise can show major secondary benefits to the econ

omy, suchas diffusion of new technology. In return, the undertaking must live up to certain standards
of modern industry.

t
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Private Investment and the State Planning Organization's Department of
Encouragement and Implementation

Some changes were made by a Constitutional Court30 decision in Octobe
1969 declaring unconstitutional some parts of the Second Plan law establishim
the Department of Encouragement and Implementation. Responsible not on*
for administration of the incentives program, the Department has had othe
large responsibilities concerning private foreign and domestic industry anc
invesrmenr, and for decisions concerning investment priorities for the public
sector. It has nevertheless managed the complexities of administration well
and when itwas forbidden the exercise of some of its powers, the administrative
process in industrialization was again slowed down.

The Department has had sections dealing with foreign investment, projeel
evaluation, and a bureau dealing exclusively with encouragement and imple-
mentation in industry. In its power to grant advantages to private industry
for investment, the Department has had jurisdiction over all private investment
projects requiring over $200,000 for financing. It has also managed the
Development and Encouragement Fund established in 1967 to handle°regular
Budget allocations and make loans at concessional terms to private firms
Through its divisions, private investors, whether foreign or Turkish, may secure
advice on investment prospects for their own and for Turkey's benefit.

Afew years ago it was hard to find enough valid investments, but with the
increasing boom in private industry, and the help given by incentives and the
Department of Encouragement and Implementation, the reverse has come to
be true Thus in the first year of its existence in 1968, 365 projects to avalue
of TL 7.7 billion were submitted to the Department, of which it granted 183
amounting to TL 3.7 billion. In 1968-69, 418 domestic firms applied for
investment aid, and of these 98 were refused, and 320 accepted. In the fir§t
mm of 1969 alone, %projects were submitted to avalue of TL 1.4 billion
of which 79 were approved, amounting to TT. 1.3 billion.

In return for incentive aid, an undertaking must live up ro certain standards
OI modern industry, such as plant construction of minimum size for efficiency
and employment of principles of modern management.

LawM„)"cHr,l>t'r 2"' IS"? C""SVfU,io"al Court declared certain articles and subsections ofLaw No. 933 unconstitutional, i.e., Article 1. concerning encouragement fundi provided f„„„ Z
Drv l..|„.,r,„ mm) r,i.,.,,.„,,r„,r,,l |.1IIM| (An. I); l.,v,M,„cni ulluw.ii.ces incieiisi. « ,I,J u»M# limit
,! ** ceni co,mPaf«d t0 *• "«d lower percentage, made available under wrier law A 2A)

SSftSH dUty ^T10"' <A»' 2B>- Exemption from customs duty ^»\£n made £ft
rt i^TneTbTtofi '̂fhTV^ fl222 "I0"' 28' 1969' isSued in accordan« •» £iGnnll MnlnT a M \the C0U"S deC,S1°n but ™>™>™S flexibility was pending in theGrand National Assembly on August 1, 1970. Investment allowances for land buildiL and
machinery a^he.te of 30 po cent for industrial, 40 per cent for agricultural inJZZ ff
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Still another way in which private enterprise has been aided has been through
the Industrial Development Bank, founded in 1950 jointly with the Inter
national Bank for Reconstruction and Development37 as a pilot project to •'"
forward industrial growth through individual private initiative, and now a .,,
considerably expanded institution.38 By taking equity participation and giving
industrial loans running from five to ten years, the Bank has continued to give .
the recipient entrepreneurs time and means to modernize their existing indus
tries or establish new ones which promise to be productive.

hnports

An aid—and an impediment—to industry is the high wall of protective
tariffs under which Turkey has long operated and which have become highet
in recent years. Due to the shortage of foreign exchange, imports are subject
to severe limitations, designed to allow entry of only such goods as can be
paid for by available foreign exchange, and as are in accordance with Five Year
Plan requirements. Foreign exchange shortages have been primarily responsible
for the growth of a policy of import substitution, or domestic manufacture of
many articles, regardless of cost, to prevent their importation. Such arrange
ments are apt to encourage inefficient operation and to result in high profit
margins, especially for monopolies.

Frequently the limitations on imports are so great as to constitute virtually
total prohibition.''9 Despite the high prices for goods made within Turkey,
domestic demand has been so pressing that, as living standards rise, all pro
duction is bought up at home. The overvalued exchange rate40 prevailing until
devaluation on August 9, 1970, resulted in abnormally low cost for such
imports as were allowed to enter the country. There are heavy import duties,
taxes and other charges, but these were more than offset by the low prices. So
both importation of goods for sale and the protected import-substitute industries

37, Tutklye Sbiiti Kalkhma fiankasi, A,S„ Industrial Development Bank of Turkey, Statutes,
l'Jf.7, l:mim.

1H. Willi aid from die World Dank, the lluropeiin Investment Bank, the USA, Western Germany
mid Tiitkey ii-.«-11. <-ipr. i-,illv by flotttlOA on lion,In within the COUtltty, stilt mii.iII but nif.nifi..int.
See Tiirkiyc Sinai Kalkinmu Hanknsi, A.S., "Activities of the Hank in lOfiH," Annual Statement
for the Year Ended December Mst, 1968, Istanbul, 1969, iii. pp. 59-65. Sec also Turkey, OECD
Economic Survey, 1969, pp. 38-9.

39. "Goods of which internal production quantitatively and qualitatively is sufficient to meet
internal requirements at fair prices should not be included in the import lists." First Plan, p. 493.
The manufacturer of previously imported products now made in Turkey receives total protection if
his new domestic-made products, as appraised by the Chamber of Industry, meet certain quality
and price standards,

40, Inflation resulted In an overvalued currency, Until the devaluation of August 9, 1970, the
official exchange rate was TL9 to $1 but the government authorised a special rate of TL 12 to II
for tourists, diplomatic personnel, and American servicemen in Turkey, but not for business im
porters, while the free market rate was TL14 to $1 or higher. At TL9 to $1, imports tended to
be underpriccd, while exports tended to be overpriced. With devaluation, the official e*Ji»ni:e
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became exceedingly profitable. This in turn brought about an increasingly r
competitive industrial structure, and great pressure on the already weak baia
of payments.

Despite the profitability of importation, the difficulties of private industrial
under the prevailing import arrangements are manifold. As new plants cc
into production, and as manufacturing capacity rises, it is limited in turn
the need to secure enough foreign exchange for importation of raw mater
lacking at home, and of machinery not made in Turkey. Thus, for exampl
steel industry needs iron ore which necessitates mining equipment, not produ
domestically. Import shortages and tight credit remain great and the wait
period to complete foreign exchange requirements has often been so 1<
as to discourage many Turkish entrepreneurs and foreign investors. Beca
of the delays, a manufacturer must keep a larger than normal inventory
raw materials on hand, thus unnecessarily tying up working capital. But mi
has been done by the State Planning Organization to simplify procedures si
the law of 1967 took effect with the inception of the Second Plan.

Anotherdifficulty for industry is the high costof basic products manufactu
in Turkey, which has a domino effect. For example, the high cost of tin pi
at the Eregli Demir-Qelik Isletmeleri, the Eregli Steel Mill, causes a high <
for tin cans which, in turn, increases the cost of canned food products.

It appears probable that domestic demand will not always support a gto\
rate of 11 to 12 per cent and that the country must eventually meet the tt
of international competition to sell more goods. With this in mind, Tur.
became an associate member of the Common Market in 1964 and is n
approaching the end of its "preliminary period" of membership and is ready
itself for the "transitional period" of some 12 years before the accomplishm
of a limited customs union with the Market,41 Many Turkish manufactut
ate girding their loins and looking ahead to the change. Ineffective produc
are already being driven out.

Private industry has made progress in (lie fnce- of other serious problei
Although the largest number of industrial firms are still small, family bi
llcsscs, many industries arc moving ahead both quantitatively and qualitative
are increasing in size, and using more modern technology, professional mi
agers, and an increasingly skilled labor forte to make a growing list
diversified products.

Various private investors, however, srill prefer gold, real estate and lnxu
type apartments to the risks of industry, so that a great deal of private indus

41. After the completion of the "transitional period," an additional ten years are required
achieve full customs union and economic integration into the EEC, Problems of Turkey and
EEC are beyond the scope of this discussion.

42. In 1968, some 1,200 limited companies existed but under 100 non-limmcial firms had stc
quoted on fh» Icunhnl ttrv-lr *vrhsni>.» Turhau fiVm C«».m:, C,.,.„... 1n<0 .. si
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is financed out of personal savings of the entrepreneurs. Acapital market is
just beginning to emerge with the sales of some industrial bonds and shares
through the Development Bank and some commercial banks although most
investments m industry are still made from profits or short-term loans by '
commercial banks. If an enterprise is large and well managed, it is able tc;"
qualify for loans from either the Industrial Development Bank or the Industrials,
and Investment Bank. ••"

Under the Second Plan, in general, public industrial investment is to con
centrate on essential infrastrucrure or basic heavy industries.

"In the long run," the Second Plan leaves manufacturing primarily to
private industry and the public sector will enter the field only if it would
improve ex.sting industrial capacity, or if private industry does not want to
enter. In the 1970 Annual Program, manufacture was allotted a substantially
larger share of total investment than before." In the past, private enterprise
has operated chiefly in light industry, or has produced consumer goods such
as beverages, clothing, textiles and food products. It has, however, already begun
to invest in the chemical, machinery, cement, vehicles, transportation equip
ment and metallurgical industries, and has a more important role in these
sectors in the Second Plan period.

Although the First Plan's promise is reiterated in the Second that the state
will ensure equality of opportunity and treatment for private and public enter
prises working in the same fields of production/5 this equality is not always
achieved in practice. The Central Bank, for instance, gives credits to privileged
borrowers in the public sector only.40

Foreign Private Investment

Haying had its hands badly burned under the Ottoman Empire by the
capitulations under which foreign investors operated, Turkey has become inter
ested in the promotion of modern foreign private investment somewhat slowly
In (he wave of International interest and of Marshall Plan Aid in the 1950s
..Mf.n|.i, wv,r ,„.,.!, ,,.„„«.., i fuwljm private cpital but little was accomplished
until Im when ii new law for Foreign investment became somewhat nunc
successful.

•M. KI.I.U limn il.S |ur Mil in iy0B to MA In WO. Annual Program, 1970, Table 6 p 13.
(JU™iN"' *!"' BqU"1 ,rCMmW" *"™** <° ** 25 rate on funds reared

Jf .n"1' V" M"" 'ly MmtallflWtal, ««»C Su,ar Company, and ,he Siimerbank.
no! (Jm,?%Tmp*wm u,Kler Law Na 5583 of 195°-Thc more »«"W '«* w«
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But delays and difficulties plagued any attempts at investment" of for
private funds. Any foreigner desiring to invest directly in Turkey not
had to buck the age-old objection to foreign "interference"—as indeed it o
was—but had to go through the slow-moving mechanism of an inter-minisn
committee. Although not nearly all foreign investment was American, the y
of the First Plan were also ones in which the American position on Cyprus
resented by many people as was—and still is—the presence of American trc
on Turkish soil. For various reasons, therefore, from 1950-1965, a tota!
TL 491,115,000 of foreign funds were invested in Turkey4" under'these Is
Industrial Exports

As Turkey has never turned its attention resolutely towards export a
major part of its economic life, it has regarded the export market as a char
for surplus commodities rather than an end in itself. It is only recently I
the Turkish attitude towards exports has begun to change enough "to ad
themselves to the exacting conditions prevailing on the world markets today
So the agricultural domination of exports has remained for many years.

The First Plan therefore devoted its prime attention to increasing agricula
exports to bring in ever-larger amounts of foreign exchange. The'attempt \
exceedingly successful, in considerable part because of the extraordinary weatl
during the first part of the period. At the end of the Plan, industrial expc
were minimal60 but necessary for a program of industrialization.

The Second Plan therefore emphasized the need for increased industt
exports. Estimating the total increase of all exports at seven per cent a y<
(only slightly over the 6.5 yearly average during the First Plan), the Seco
Plan realized that farm exports will still be dominant for some time but hoi
fully indicates the share of industrial products will rise from 17.8 per «
at the end of the Second. This rise involves close attention to quality n
SKindufdisttttlOfl, better methods of marketing, public relations, and achange
the prejudiced attitude of a number of buyers in other cnuiitrir*.

Attempts have been under way since 1963 to improve the quality us \v<
as the quantity and so change the export pattern. In that year a tux rein
system was introduced*1 by which up to 56 per can ,,f taxes paid on vario

48. ioH oi /,yy8 in Jollars. Of .Lis total, American investment amounted to 30 35 per ce
SwiM to 17.66 per cent, the Netherlands 16.02 per cent, West Germany M.6 e cent Fr£ 6,
per cent .nil other countries 14.34 per rent. See K.llm Ok*,, Cnil ,„ /',,,1/Z rW,7,/ tJmm*l in r,„i.,.y, Mlnl.liy of Commerce, Ankara, pp. 0-7. <»>»»> OtfitM Inv*

upt Irn tlmeTu? ECrm,'C ReP°"' \%9' *, 20' TlK' Rc,'0rf JitI •* «"**• ««" «Mup to that time, but evidence exists to show a beffinnln/t of chan/te,
50. In 1968, will, ...uicul.ural exports amounting to $-131.6 million, metals and other mi,

ttSSilL*&Z2 " "•** ""*""•" i"t"",i« — - "»"• -
_!U I'.. . ki i/'i
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exports are returned to the exporter. Although no rebates are given for tra
ditional exports, the list of eligible industries has been made progressively
more inclusive so that now even certain farm products are included, but at a
lower rate. Exporters may be given credit throughout the manufacturing process
up to the time of export;52 they may have loans to buy the imported raw
materials needed for export production; they are eligible for priority in import
ing such materials up to a limit of 50 per cent of their export earnings.

The administration of export incentives and allocation of the tax rebates
originally in the charge of an Export Tax Rebate Commission in the Ministry1
of Commerce, was taken over by the Department of Encouragement and Imple
mentation of the State Planning Organization. They have made special efforts
to initiate and promote export activities and have established some far-seeing
ones such as the organization of regional companies for the export of fresh
tmit and vegetables, and atransportation firm equipped with refrigerated trucks
Their efficiency and ingenuity have apparently been achief reason for an export
growth in 1969 of seven per cent over that of 1968, and which brought total
exports to some $530 million in 1969.

While incentives make it attractive for a Turkish manufacturer to export
and while he knows Turkey's location gives it markets in both West and East'
and the almost untapped ones of the Middle East, he may be held back by two
particular factors. Turkey's own industry is booming so that the home market
may absorb all he can produce, and he hesitates to expand his factory for an
uncertain and untried international market. But, more importantly, his costs
are apt to be so high because of the government's import-substitution policy
that he could not compete successfully in the rough and tumble of international
competition without drastic overhauling of his whole operation. Also realizing
that Turkeys Common Market future will make it necessary for him to meet
outside competition or wither away, an efficient producer must begin to reduce
costs and streamline his operations. While many businessmen believe that lack
0Zlt UC r'8 °Ut ^*"* b0ftek in thG futUfe ^lopmemof he whole lurkish economy, others see that the first foundations of an export
tradition hntl born laid, '

1 ourittn

Tourism in Turkey has su< |, ,.„,„ possibilities that it is often <ailed "Turkey's
greats undeveloped resource," and will be amost important industry. Anyone

but the breathtaking Greek ruins of the Aegean coast, such as Ephesus, Miletus,
Didymn and Aphmd.sms, to name only a few; the Greek and Roman remains
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on the Mediterranean coast; the beauties cf the Turkish past in green-surroun
Bursa; or visited the rock churches and dwellings of Cappadocia spirallinj
cones from the Anatolian coast; or basked in the warm Turkish sun on
Mediterranean beaches of Antalya or Alanya and on the Aegean beaches fi
Izmir down to Bodrum has an idea of some of the country's tourist attractic
Although Turkey was late in beginning to exploit them now much has b
done to build comfortable and pleasant hotels, motels and camps

Under both the First and Second Plans, roads, bridges and other basic in;
structures have been provided by the government so that good roads now 1,
to places which were inaccessible a few years ago. Although well-run t
deluxe hotels such as the outstanding Biiyuk Ankara in the capital, and the f
Buyuk Efes in Izmir are financed by the social security and pension fun
priority for investment in hotels and other tourist housing is given to priv
enterprise, which is aided by long-term credits from the government at 1,
interest rates" With both government and private industry!the new empha
is on simple and clean arrangements for large numbers of visitors rather th
for afew large luxury hotels. The pension funds have built camps in south*
Anatolia and private projects are under way for what are referred to as "in
grated entertainment and hotel-motel type residential facilities." One of the
in Antalya and the other in Muglia together are planned to have some 200,0(

As aresult of new facilities and acertain amount of publicity, the numb
of tourists rose from 163,000 in 1963 to approximately 500,000 in 1969
Even with the planned new accommodations, there is need for still more '
they are completed, the tourist trade better organized and more far-reachiti
publicity and promotion carried on, agreat many more tourists can be expecte
to come But there is need for speed, before the tourist wave flowing tfwa
Turkey begins to ebb And there is still need for attractive small tourist £2
for those uninterested in mass projects,

The Second Plan aims at increase of gross tourist earnings by over 40 per ecu
170 million in 1972, Tourist receipts were very lew n. the end „i J \l\
Il«n pmnnnly hecusc of ,l,r |,o„lc„nk of ford,?., ex, l,iIM,,(, The- overvalueIn, l„d caused Illllny UHiri8tt u> l|SC „K. Mmi MWrkcfi w|ui(i
Mor more hr* (o,l, dollar instead of the official 9which they received a
me banks and tourist offices. So many Turks, furthermore, go abroad for bust
ness or pleasure, and especially for religious pilgrimages to Mecca that thei,

., "wt:iTi7,tlr^K or fo,m ** «•w* i—*•••»« -rm,
^^^i^oSl^^^Ti T ^-cent- an,d a"ivaIs b>-a" —d «T»..^-.. cu. . ". Pme"'.°I ro»™>» >* Turkey, Ministry of Trmritm .nJ ut L
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expenditures in foreign currencies have overbalanced tourist inoornt in Turkey,
despite a tax of 50 per cent on foreign currency sales in Turkey. So tourism
has made no net contribution to foreign exchange. Improvement began after
a change instituted on March 1, 1968, by which all tourists exckriaing their
money at authorized exchange offices received 12 lira to the collar arid should
accelerate after the August 1970 devaluation.55

The Future

Tutkey is facing manyproblems in agricultural development anc rirodurtion,
the SEE's, export and import policies, its balance of payments, and is continued
lack of enough capital and trained managers and technicians. The2 problems
cannot all be solved during the period of the Second Plan, bur the Tears of the
Third Plan, extending until 1978, lie ahead. Meanwhile, in general dcrins the
First and Second Plans, the Turks have chosen wisely amorrz varrus possible
priorities in planning to launch them on their way toward rulrimari solutions.

It is a sad commentary on the role of the developed ccuntrs that just
as success appears for Turkey in its development planning,, roreim assistance
seems destined to be teduced. But there are many plus factors for Tirxey. Under
the Second Plan, streamlining of procedures has already begun so riat net only
increased domestic but also foreign- private investment has alreairr found its
way in Turkey's invitingmarket. More will pour in when a still more aggressive
campaign is carried on to woo investors from other countries. If Trrker carries
through with its plans to become a full member of theCommon Marten foreign
investors will find this an asset. The changed mentality toward exporting on
the part of the Turks will also help bring in foreign exchange, is will the
newly aggressive campaign to promote tourism which can iuarcth fail ro be
successful in a country so rich with tourist sites. By their rentlttanres, Turkish
workers abroad are already giving great help in the task of liftirg Turkey's
balance of payments position from the doldrums, and those who kzre returned
home provide a ready pool of trained workers for new iru£ustral venrures
in Turkey.

The most positive factor of all is the patriotism and deterrmiciriGn cf the
Turks. They are now at work trying to lessen the effects on their farm pro
duction of the extremes of weather on their great Anatolian pireau. They
can accomplish this and much more if they are given time, knu-w-h:w ani have
enough capital for investment, and if they have the political starilirj which
they maintained for the decade ending in the winter of 1970 and wfrcu: which
development is all but impossible. They have overcomedeeply serims of sracles
in the past and will do it again.

55. Foreign diplomatic missions and US civil servants and military personnel starirati in Turkey
got the 12 to 1 rate before devaluation. The $10 million rise in tourist recivprs ir 1965 rff.ectrd
their inclusion.


