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Industrialisation hai been a key issue for the developing countries sino« 
the end of the Seoond World War.   Developing countries oaae to identify 
industrialisation with development more forcefully in the 1950*s and 
1960's»    Manufacturing industries with their sophisticated technologies 
and high levels of pre '.uotivity were recognised as the souroe of 
rapidly rising living standard«.   In thin oentury, the world has witnessed 
the role of manufacturing in the apeotaoular growth of Japan. 

In the late 1940* s and early 195O**», when the developing oeuetriee* 
bagan to formulate their economic strategico, they placed heavy eaphaslo 
on the dosing of the gap between their own living standards and those 
of the industrialised oountrlee.   Manufacturing industries promised a SNOB 

•ore rapid increase in productivity and capital formation in the pursuit 
of this target. 

The 1930 Great World Depression toecars a major factor in formulating 
industrialisation policies for a large number of countries (Hughes. 1). 
Because the depression brought about a sharp fall in the prioes of 
primary product s and a shortage of capital goods fro« oversea«.   During 
the following war years, import gor ts oontinued to be in short supply« 
These faotors encouraged policies of self-sufficiency, i.e. polioiss 
aimed at reducing dependence on external eources.    Iaport-aubatitution 
provided a ready industrialisation strategy for a number of countries. 

/ 
Import-Substitution Polioiss 
Import substitution strategy of development has many attractions for 
ths developing oountriss.    It is   expected to inoreaee manufacturing 
inoome and employment, and result in the saving of forsign oxohtafs 
reeervee.   Moreover it provides an opportunity to aoqulre the neo*sss>ry 
skills and experience in the fields of production mad ms>rketiog. 



Import substitutior ie basically zx inwardi   okin/T orientation of the 

induatiy.    It is strongly interwoven wixh protectionist policies.    Since 

the "infant" iraport-euVtituting industries are unable to compete with 

well developed foreign competitore, they have to be protected by 

restrictive measures, like customs duties,  nuotati, exchange controls or 

ab noi ut e prohibitions. 

These policies encouraged the establishment of publicly owned manufacturing 

industries.  In many developing countries some key industries, such as metal 

production,  petrochemicals and petroleum refining were established under 

public ownership.   These are the industries in which the private sector 

was not willing to invest  either because of lack of financial oapacity 

or non-profitability but were deemed essential for economic development. 

On the other hand, import substitution policies attracted considerable 

foreign capital investments  in some developing countries.    Thus foreign 

investment came early to play a significant role in many of the 

developing countries that  pursued import  substitution policies. 

It is a fact that some countries obtained a rapid progress in industri- 

alisa.ion by means of import substitution.    But in many others the result 

of these policies Us become very disappoii.-ing. 

Import substitution is not  ->. policy to be continued indefinitely. 

It requires protective measures +o shelter domestic industries.    But these 

measures have to be narrowed and completely removed aB these industries 

reach a competitiva basis.    Many developing countries have never come to 

reach the sta/?? of competition.    Therefore these policies led to 

inefficiency in production,   wnste of resourcen and a narrow domestic 

market persistently protected with high  tariff walls. 

|   Moro specifically the unfavourable results of these policies may be 

explained as follows: 

1.   Balance of payments difficulties: import substitution policies have 

tended to aggravate the balance of paymentB deficit,  in contrast to what 

has been expected.   The balance of payments difficulties did not prove 
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to be a temporary one.    The adoption of these polioies brought about 

a direct and indirect increase in the importo of capital goods and 

equipment as well as raw and intermediate /roods.    To meet these 

import requirements, the     developing     countries were obliged to 

be dependent on the export of their traditional agricultural products. 

2. Harrow domestic market:    Since the domestic market is ucually too 

small, excess capacity tends to develop and economies of scale cannot 

be fully exploited.    Thir raisei? costs and prices well above the world 

market.   Hence, the widening of the internal market is one major 

benefit that accrues from regional integration among developing countries. 

3, Overvaluation of national currency»    9y restricting the demand for 

imports, the exchange value of the national currency i H artificially 

valued upward.   An overvalued currency, in turn makes it more difficult 

to export primary or manufactured goods. 

4«   High costs and lack of competitiveness*    Import substitution pol loi es 

with a high degree of protectionism lead to monopolies, high costs and 

«aste of resources. 

5.   Foreign capital investments!    Foreign capital investraentr are induced, 

largely because to evade high tariff walls.    In many developing countries 

foreign capital investments turned out to be assembly-type enterprises, 

hence lnoreased the country's dependence on imports. 

6,   Discouragement of exportât    Import substitution discourages exports 

by creating an industrial  structure that is not conducive to a successful 

export drive.    Import substitution depende on an inward-looking policy, 

i.e. production is bound to meet the requirements of ths internal market. 

It provides shelter to small firms, dornestio monopolies and inefficient 

entrepreneurs.   The resulting high cost, low quality goods ars mostly 

unable to compete at overseas markets. 

As a consequence of these considerations,  in the early 1960's some 

countries began to abandon the idea of "Import substitution at all oosts" 

(Hughes, 3).    A decade later, export of manufactures had beoome an 
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important component in industrialization strategie", of many developing 

countries (Mexico, Taiwan, South Korea, Singapore.and Brazil should be 

noted in particular). 

Industriali na Lion foi  Export MarketJ 

The imnedivte target of import, substitution policies is to meet the 

roquitemente of the domestic market.    But at the same time it was presumed 

that when a level  of industrialization war» reached,  the surplus production 

would "spill over" into the export market (UNIDO,  Promotion, 7).  But as 

was stated above, the "spill over" was not realised in a large number of 

industrias.     Sxperionce shows that import substitution dosB not fora a 

firm basis for an eventual manufacturing export drive in the case of many 

developing countries.    Thus,  export expansion should be taken as a 

separate policy objective and be incorporated into overall industrial 

planning. 

The strateiy of export oriented industrialisation,  essentially depends 

on the lines of the Theory of Comparativo Advantages.    It involves the 

promotion of industries, the production of which fits the oountry*• 

factor endowment the best.    Since labour is the abundant factor in aany 

developing countries,  the*« ire "en era), ¿y labour-intensiv« industrias* 

But some developing countries have also been cuccesaful in the export of 

advanced technology  proauctB of various typen. 

In pursuing export orientad policieo the emphasis between home and foreign 

markets may change according to the stage of industrial développant 

(UKIDO,  Promotion,  8).    In the early period of industrialisation th« 

emphasis may be placed on domestic market. But even at this stag« it is 

necessary to incorporate the basio for an export expansion in the 

industrial structure.    Aß industrialisation develops the basiB can be 

expanded and the manufacturing sector can assume an increasing responsi- 

bility to meet foreign exchange reserves of the country»    But in the long 

rur. export-oriented industries must form ?n integral part of a development 

programme. 
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The major rffeet« of «port orien*  d industrialisati m are to improve 

balano« of payments, introduce compétition in tna economy and inor«a«« 

productivity by brindine: out an efficient allocation of productive 

resources.    It has the additional advantages of imposing international 

•tandarde of quality and performance on local manufacturée in the 

developing countries.    Competition with foreign producer« at 
international market« will induce domestic manufacture« to seek way« 

and means for the development of management and technioal «kill« and 

thua reduce price« and increase quality. 

But there are «one «eriou.^ handicape in pur«uing export orientad 

policiee.    Th« «uoo««« of such policies d«p«nd« for the large part on 

the overcoming of these obstacles. 

1. Cheap labouri    Although labour i« the abundant factor of produstion 

in     developing     countries,  it ir not necessarily cheap in economic 

term» (Kreinin,  ?37).    To make it economically ch«ap require« to raise 

it to a minimum level of economic efficiency.    The creation of an 

industrial labour force may not be an easy job.    Because it requires 

a lot of social overhead Investment in education and health, apart from 

public ut lities. 

2. High costs:    Industrialisation for export markets may encounter 

numerous problems on the supply side.    One of them is the hifh costs of 

production.    To make high cost manufacturing more competitive in 

world markets, the Government must provide financial incentive« in thfe 

for» of export subsidies and tax rebates for their export industri««. 

Of course, it increases the burden on the Oovernment budget, whioh 

ha« a limited income capacity in most developing countrie«. 

}.    Lack of «kill and marketing experi«no«»   Developing countries ar« 

•xp«ct«d to «nter market« in which th«ir competitors are firmly 

established and have substantial experience.    But developing countrie« 

suffer from the lack of technical know-how ard marketing exp*ri«no«. 

Insufficient attention to international standards of quality, desifft 

and packaging is a major handicap to the export efforts of many 

developing countries.   Thsrefore governments of these countries muet 
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.a umane considerable r^Gpon;;iLil Ity ir. r.n-kj' ir.r_' •~0 inJujtrial  products 

arci establishing international networks of market trig outlets,  in 

addition to the promotion of ox port-orients   Indus trio«. 

'••    ty" "•', V-,'*-'1"* : '-'r'  ;-vF r,t" ' °" "*•!   jurr^ncy;    Tn mot;t   ieveloping countries! 

exchange rater. fire hele oorrtanl   in •.•pit« of the hiffh inflation  rates. 

Thi? implies an overvalued national  currency and discourages exports» 

Therefore,  exchange ratos should be id/juntod as domestic prices increase, 

so that inflation will not  reduce the ability of  competition of 

manufactured    çoodr. iii overseas ma'rkotr. 

ti.    Low.external detnarari;    An export-oriented policy may encounter 

equally nerious problems on the fide of the external demand.    It  should 

not be ignored that  thi:   pattern of de 'elopment depends for ito success 

on the external demand conditions* and commercial   policies in the older indu- 

strialized countries.    Empirical  studios show that demand elasticity 

of manufactures if   greater than that of the primary products (îfurkse,  37)» 

But within the group of manufactures, derand is not expanding so 

rapidly for the labour-intensive manufacturing goods as it ìP for the 

sophisticated heavy industry products.    Thur,  industrial development 

planr. rhould depend  on div^rnifi^Ttion a .id a nhift should oe envisaged 

from lighter to heavy industries in the lon^ run. 

^*    Protectionist  policies  in industrialized pountriast    The present tariff and 

non-tariff b-.rrierti  inir.o:ad by the industrial i zed countries on the 

manufacturing exports of the developing countries present a great 

obrtacl'! for the expansion of the latter*B export-oriented industries. 

"'hesi are generally labour-inten::ive industries  in which the developing 

count rie:? have comparative advantages.    In industrialized countries 

production fa^.torR in these fieldr of production are comparatively less 

efficient.    Thus from Lhe economical point of view, government inducement 

of the transfer of these factors to the more competitive industries 

will increase the overall welfare of the industrialised countries 

(^Kreinin,  304)»    But at the present time the prospects for elimination 

of "voluntary" and  other tariff and non-tariff restrictions on the product* 

of the developing countrien  io not eeem high. While multinational 

conoecaionr granted  in 
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GATT neírotiat ; or»F aro often extendei    o the developing -ountries without 

reciprocity, these concessione usually apply to commodiUes that are too 

sophirticated for thorn to manufacture.     Indeed,  when tariff rat«s on 

goods produced in thod^lorod -o< :-+**, were lowered, labour-intensive 

goods,   Furh aß textiles wer«» piami under strict quantitative restrictions. 

The Generalized System of Preferences,  depending on the free entry of 

manufacturing exports into the markets  it the industrialized countries 

came to provide very limited help,  due to the protection»! attitudes of 

the  indurtrialized  countr*«n. 

7.   MFcriminatory tariff structure m the industrialized countries» 

Tariff structure of the developed countries ir discriminatory against the 

developinr countries.    As will be seen in table 1, tariff rates inorease 

with the degree of product processing. 

Table 1 

Average Nominal and Effective Tariff Hates 

in the Industriali "."d fryintri es 

Stages of fabrication     Weighed    Averares of Duties      Imports from 
Nominal Effective developing Countries 

1 4.6 % 4.6 5t663.3 million t 71.2 $ 

2 7.9 22.6 1,896.8 23.8 

3 16.? 29.7 231.4                     2.9 

4 22.2 38.4 I69.O                        2.1 

Source»    Bela Balassa,  »Tariff Protection in Industrial Nations and Its 

Sffect on the Exports of Processed Goods from Developing Countries", 

Canadian Journal of Economics. 
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In «any casen,  ratee are low or non-exi <tent on raw mat eri île but rise 

gradually with the decree of processing or fabrication.    Por example, 

duties on iron ore are generally negligible, but rates on ingote and 

other primary steel products are quite high.    Similarly, hides and 

skin« are admitted duty free into developed countries, but tariffs 

iaposed on leather inports are high.    Suoh a tariff structure meane 

that effective rates of protection on the finisher! products are much 

higher than the nominal rates.    The tariff structure certainly dis- 

courages local processing of the products which the developing countries 

export.    In other words,  it reinforces the incentives of the non-industrial 

countries to export'goods in their raw form (Todaro,  325).    To reverse 

this structure, the Industrialized countries should extond the tariff 
concessions on the manufacturing exports of the developing countrien in 

the context of the Generali eed Syntetn of Preferences. 

Ragionai Trad» Organisations among Developing Countries 

Since it is diffioult to gain access to the vast markets of the 

industrialiaed countries, an discursea above, the developing countries 

my expand their markets through rpgional integration.    Integration 

provides the opportunity for industries to take advantage of the 

economies of la.ge-scale production.    A.   export  industry ^ m only be 

successful in world markets if it makes ure of economies of scale. 

In the absence of integration, each separate country may not provide 

a big enough domestic market to enable local industries to lower their 

production costs through economies of scale.    Under these conditions, 

import-subrtituting industrialisation will typically result in the 

establishment of high-cost, inefficient local induFtries.    Alternatively, 

elimination of trade barriers among a group of countries and forming 

an eoonomic integration,  such as a free trade area or a custom? union, 

will enlarge the sise of the market, induce »re technologically 

sophisticated production methods and increase the efficiency in the 

allocation of resources. Ihr removing trade barriers the member countries 

may enter into oo-ordinated planning of .industrial expansion.    It 

requires the pooling of resources of the member countries.    Building the 
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same industry   n two or more adjoining   nations and protecting them against 

the imports of each other may typically iead to undercapaeity production and 

hence the wa.9te of scarce resource".    In the case of a co-ordinated in- 

dustrial planning each industry may be established at the most suitable 

looation in the region and may attain benefits of a unified large market. 

It is especially suitable in those industries where economies of scale are 

more significant,  e.g.  fertilizer and petrochemical industries, iron and 

steel industry, machine tools and mechanical industries. 

At present,   only some 27 $ of developing countries*s exports of manufactures 

go to other developing countries.    A rapid growth of trade between developing 

countries could have a marked impact on their growth through gains in 

efficiency.    However,  such trade is not  easy to achieve.    The developing 

countries will require a patient and protracted negotiation effort to 

achieve substantial increases in trade with each other. 

Trade between developing count ri en is not, of course, s substitute for 

trade with high income countries, but rather should be a complement to it» 

Only in ruch circumstances can there be a progress in world economy« 

The Current Overlook 

The effort  of industrialization in the developing countries on the 

international economy began to be important in the late 1960*s.    At that 

time, their exports of manufactures reached a sufficient level that 

caused concern to competing domestic manufactures and trade    unions in 

industrialized countries (Hughes,21 ).    The subsequent failure to lower 

tariffs on labour-extensive products have limited the growth of manufactured 

exports of developing countries.    But supply constraints have also been as 

important as demand constraints.    Furthermore, developments in world 

affected the developing countries very unfavourably.    The 1974 - 1975 *©rld 

energy crisis and the resulting high inflation with unemployment (stagflation) 

constrained high income country markets.    And the steep rises in the prices 

of petroleum products increase the burden on the balance of payments of 

non-oil-producing countries substantially. 
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Although developing countries constitute moro thin 70 a of the 

world population,  they onerato lene than 7 <f a? the world 

industrial  production.    It is ". fart «hit,  in  ppite of their 

seriös  efforts,  the developing roanl-icr have not  achieved 

r.iTiificant  advance-, ir the export  of m anufactured  <-oodr.    The 

world trade of manufactures is still dominated by hi "h income countries 

As will be observed in table 2,  the shire of developing countries 

in the world  export of manufactures wan  eli "tit ly hi.fher than  n f 

durinr the period of 1973 and 1?7C.    Th~ tabic also r.hows that, 

roughly a cuarter of their manufacturir."• erportn r.or-s to other 

developing countries.    Ther:e finire- ir.  far behind what was 

envisaged by the Lima •Declaration. 

The present  rkowner:: in the structure of world  tr-do in an 

important factor contribut im; unf ivour'.hly to the rip between 

the developed and the developing countries.    The world oil   crisis 

on the other hand har ao-fravated  the industrialization problems 

of many developing court ri or and  roruitect  in the underuti ligation 

of resourccr and  cor.r-t rained  pi annin" efortn. 
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Pable 2 

Network of Exports of Manufactured loods (Excluding 1 rn,  Steel and 

Nonferrous Metals,  3TTC (6+8)-(67-6fi) 

(in t million) 

\ 
^Destination 

X 
\ 

Develo Ded 
Market 
Bconony 
Countries ! 

Devolo;-: IT 
Count ri i". 
and 
Territori en 

r • • ; 
Socialist           ' 
Countries 

Origin     >v Yea re World        i 
i 

f         I i *i 
1973 113,740; 86,350 I •17,:>')0 I   8,655    ' 

World 1974 141,920 105,?60 
1 25,500 j 10,780  j 

1975 149,010 106,}60 29,'?o 13,110   I , 

Developed 1973 88,700 86,3 72,380 82,2 12,8fto      14,5 !   2,800 3,2 

Market 1974 111,590 86,6 88,850 79,6 1V30      16,4 !   4,285    ' 3,8 

economy 1975 116,430 86,6 89,530 79,9 21,640      18,6 \   5,075 4,4 

Countries s           i 

Developing 1973 15,580 13,7 11,¿80 72,4 3,Cnu      23,3 •      619 4,0 

Countries 1974 19,060 13,4 13,020 68,3 5,-0     27,4 ì     779 4.1 

and 1975 19,920 13,4 13,550 68,0 5,-'; '     27,3 ;     898 4,5  : 
Territoriee 1 i 

Developing 1973 15,250 13,4 11,1°0 72,9 |      \ ,<•"*•      2',.0 S    587 3,8 

Countries 1974 18,690 13,2 12,8}0 68,6 j     5,070      27,1 j     745 4,0 
1    other than 1975 19,570 13,1 13,i60 68,3 ¡     V^O      27,0 !      975 4,5  i 

j   OPBC 
———- | 

1 
! 

i 

Souroei UNCTAD, Handbook of International Trade and D^v;) opinent Statistic«, 

Supplement 1977,  pp. 364 - 365 

Thus, for the establiphment of a new international econ. mie order based on 

sovereign equality,  interdependence and co-operation,  tho present structure 

of world economic relatione nhouli bo changed.    Thi:   ohi. o*i ve win also 

emphasised in the "Lima Decloriti or on Industrial D< v 'i ;^nv-rt and Co-operation" 

which was adopted by the Second Oprerai Conference of *h'- TTnited Nations Tndustri.-rl 
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Development Organj zation.    As was recotnrrer• leH  in the Lima Declaration, 

to facilitate the establishment of a    new international economic order 

the developing countries should take the following measures: 

1 

1. 

?.. 

5. 

6. 

Promotion of trade between thempolva8. 

The harmonization and co-ordination of economic policies in the 

field of industry. 

Creating an institutional mechanism,   enabling consultation on 

common economic problems« 

Co-ordination of policies with respect to the acquisition of 

technology, expertise,  licences,  equipment,   etc,  from the developed 

countries« 

Support the present procesctE of economic integration and search for 

new forms of economic co-operation. 

Establishment of producers' aßsociationr with a view to stabilizing the 

prices of their exports and prevent the deci ine in their terms of trade. 

Countries with sufficient financial  resources accept to share in the 

economic development efforts of the least advanced countries. 

8.    The sharing of experience in industrialization and technology by 

those who have already acauired this know-how.    This knowledge may b« 

of greater relevance than that acnuii-ed from highly de\eloped countries. 

|  / Industrial Development and Manufacturing Exports in Turkey 

I Efforts of industrialization have a lone hi-tory in Turkey.    When the 

Turkish Republic was established in 192} the country war devastated by 

continuing wars, and the nation was in i seri our. poverty.    According to 

a study, per capita income was between t ?40 - ?.60 (1975 prices) in the 

early years of the Republic. (HatipoPlu,  1) 

The social and economic structure wis very primitive.    The economy was 

comprised of small communities, mostly small villages, and economic 

interaction between them was minimal due to lack of transportation 

facilities.    A high majority of the population was illiterate.    Agriculture 

and industry reflected poor economic and r.ocial conditions of the country. 
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The econoiic structure wag an ext   is i on of the Ottot.  n era and it 

iß a fact that the Empir* had never been ?ible to Get up a domestic 

economy,  largely in? to the pr^nsuro of the external powern. 

There were so many factors to obstruct  the accumulation of capital 

and industrializaticu in the country.    First of all, the level of 

savings did not reach a reasonable level, because of the low per 

capita income.    The infrastructure of the country was insufficient 

for ths setting up of a co-ordinated industry.    T)i ai nt errati on and 

small sise of the markets, reflecting low purchasing power of the 

people would not allow for the indurtrial enterprises win/? modern 

technology.    Under these conditions the nation had to import all its 

necessities from abroad, almost from needle to thread. 

Kernel Atatürk and his friendshad the belief that economic development 

was ths prime condition for the establishment of a politically indepen- 

dent modern country.    Hence,  tho founders of modem Turkey were 

dsterminsd to further eoonomic development by using all possible means, 

•a jt natural resources and the strategical position of the country 

together with the enthusiasm of the people resulted from the Independence 

War, and *11 this led to the crea  ion of an atmooph/ *e favourable for 

the development of the country ^Htttipojglu 4). 

Thus, Turkey haB pursued a cone i scent development strategy since the 

early days of the Republic.    Thir, strategy hin been -limed at modernising 

the country in a syeteri "J' r.ixed economy.    Tn the economic field, the 

main emphasis wan placed on industrialization and calf-sufficiency. 

In the 1920»s reliance on private enterprise to carry on the burden of 

economic development was thi* driving force of the economic policy. 

But after the 1929 Great World T>epr*nnion, liberal economic policy *av* 

over to state interference and a policy called "etatism", which depends 

on the direct involvement of the 3tate in the entablirhment of industry, 

was adopted. 

In this era some industrialisation plans were prepared and put into 

implementation to speed up the development of the country.    Those plans 

were not eoonomic development plans in its technical senne, as used today, 

but rather were lists of industrial investments to be carried out by 

the Government. 
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The first Industrial i zat i on Plan was executed between 1931  iin<1 1934« 

It was a programme according to which th« flovernmnnt  should take 

measures    to build and operate some factories in the branches, like 

iron, ceramica,  pulp,  chemistry, tnxtilpG,  etc.    This plan wir carried 

out succecsfully and increased indurtrial  production rignificantly. 

The first indurtrial i zat i on plan aimed at producing domestically some 

of the goods that were uned to be imported from abroad and thir was 

trnport-substitutinp; In nature.    After the HIUJCOSS of the first 

industrialisation plan a mtre comprehensive second five-year plan wa., 

prepared in 1937.    But  projects of thir plan were not  realized due to 

the constraints of the Second World Mar. 

Although Turkey did not enter the Second World War the mobilisation of 

a large army in preparation of a probable entry affected the development 

of the oountry.    Therefore, state interference in the aconomy increased 

considerably durinr the war yearo. 

After the War, a period of economic expansion was opened.    In 19S0 the 

firsv multiparty general elections were held and a liberal party came 

into power.   More liberal economic policies were adapted. THiring the 

period of 1950 - I960 large public inve intents were made, "specially 

in the fields of agricultural mechanisation and ir*'ication (35 # of 

the total publio investments), and in the development of a large highway 

network (about 35 f of the total investments); the share of indurtry 

was 18 i> of the total  public investments at that period. 

At the beginning of the fifties the Turkish industrial  sector waB 

relatively small, though the policy of "étatism" in the previous two 

decades had led to reasonable growth.    During the period of 1950 - 1962 

the tendency was heavily towardB import-substitution with a strong 

protectionism to complement it. 

The expansionist policies in the 1950' P produced serious bottlenecks 

in the eoonomy.    Following the trade boom of the early fifties, imports 

and exports dropped and great difficulties started to arise.   A high 

inflation developed, beoaure an increasing share of public expenditure 



/ 

-    15   - 

was met through deficit financia.    Trade -nd for- ign exchange 

restrictions    were tightened to maintain the value of the Lira. 

Hirh inflation and seriour balance of payment* difficulties finally 

compelled the Government to adont the <M»M Usati on Prolamine of 

August  1958 and the Lira was -de facto» devalued.    Foreign trade 

difficulties were eased with the help of  substantial foreign aid and 

a credit  squeeze was put  into implementation. 

The Turkish Economy in the Planned Period 

After the military coup in 1960, a n*w Constitution was adopted. 

The idea of economic planning was integrated into the Constitution 

as a reflection of great  emphasis attached to planning.    In fact, 

at that time the intellectuals of the country had the belief that 

economic development of the country could only be achieved by an 

overall economio development plan.    Thus,  the first Five-Year 

Development Plan came into implementation during the period of 

1963 - 1967 and was followed by the second (1968 - 1972), the 

third (1973 - 1977) and lastly by the fourth Pive-Year Development 

Plan. 

During the planned period rapid industrialization has been the 

nain goal.    The target rates of development were 7.0 i during the 

first and  second, 7.4 * during the third and 8.0 i during the 

fourth Pi ve-Year Plan.    Paster transformation of the economic 

structure from a traditional agricultural  community to a modem 

industrial state has been a prominent feature of the development 

plans.    Among other goals,  elimination of unemployment, more 

equitable distribution of income should also be noted. 

The growth and pattern of output during the three-plan-periods went 

indeed a long way towards the achievement of the main objectives 

of the plans.   The Turkish economy attained a fairly high rate of 

growth in real terms.    As will be seen in table 3, the actual rates 

of prowth have been slightly below the target rates.    In fact, during 

the first three Pive Year Development Plans the average rate of growth 

has been 6.7, a figure which compares favourably with many of the 

OHD countries. In terns of sectors, as will be observed in the table, 

industry has grown at a considerably higher rate than agriculture. 
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Table ~\ 

The Average Growth Patera ( 'i ) 

Sectors First 

A 

Plan 

T 

Second 

A 

Plan 

T 

Third 

A 

Piar. 

T 

Fourth Plan 

T 

Agriculture 

Industry 

Services 

3.2 

9.7 
7.8 

4.2 

12.3 

9.3 

3.1 

7.6 

7.6 

4.1 

12.0 

6.'", 

3.3 

9.9 

7.9 

3.7 

11.4 

6.8 

5.3 
9.9 

8.5 

Overall  rate of 

development 
6.7 7.0 6.9 7.0 6.S 7.4 8.0 

At Actual 

T: Target 

Sourcnt    r tfe-Tear Bevel opment Plana 

The share of fixed investments in the dross National  Product was 

increased from 16.0 # in the first pia" period to 20.5? f in the 

third plan period»  of which 14.2 f and 16.0 i wer* tret by domestic 

resources respectively, as will be observed in table 4. 

Table 4 

Sources of Capital Accumulation as percentiles of OHP 

First Plan Second Plan Third Plan 

The share of fixed 
investments in QMP 18.3 

- Dofieutic resources      14*8 

- foreign resources 3.5 

Target       Realized      Target       Realized        Target        Realised 

20.2 16.0 

14.2 

1.8 

21.3 

19.4 

1.9 

16.1 

15.5 
0.6 

21.9 

21.1 

0.8 

16.0 

4.2 

Sources   The Third Five-Year T»evalownent Plan 
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Tabi« 5 nhowB the sectoral distr;bution of invest«  ite in the 

development plane.    It »rill be understood from the table that a 

higher proportion of inventante was made in industry, particularly 

in the manufacturing industry, as compared to the agricultural .eotor. 

Table    «} 

Seotoral Distribution of Investment» 

(as percentages of total fixed investment) 

Sentore 

First 

TarffRt 

CITI 

Realised 

Second 

Target 

Plan 

Peali»ed 

Third Plan 

T-«rjçet    Realized 

Fourth Plan 

Target 

AíTí oui ture 

Mining 

Manufacturing 

»»•rar 
Others 

17.7 

5.4 

16.9 
8.6 

51.4 

13.9 

5.6 

20.4 

6.5 
53.6 

15.2 

3.7 

22.4 

8.0 

50.7 

11.1 

3.3 

26.8 

9.0 

49.8 

11.7 

5.8 

31.1 

8.5 

42.9 

11.8 

3.7 
28.2 

7.4 

48.9 

12.2 

6.1 

27.4 
10.6 

43.7 

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Sourcei The Fourth Five-Tear Bevel opinent Plan 

The above referred fiírures imply that in the planned period Turkey 

has become moro modem and more industrialized.    The economy underwent 

a considerable change in its traditional structure.   The contribution 

of the industrial sector to the Oroar, Domestic Product increased fro« 

14.3 Í in 1958 to 22.0 * in 1978, «hila that of agriculture declined 

from 45.1 f to 25.2 i during the same years (Table 6).    As industry 

absorbed a ironing -hare of the nation«, resources, its contribution 

to ih« Gross Domestic Product increased accordingly, but it is at ill 

outranked by arri cuitur«. 
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Table 6 

Sectoral Oontributionr 

( *) 

to GDP 

Years Agriculture Industry Manufacturing 

19S* 45.1 14.3 12.5 

1960 40.9 15.3 12.6 

196? 39.4 16.1 13.6 

196I 39.3 16.0 13.9 

1964 36.8 16.9 14.2 

1966 34.5 18.5 15.9 

1968 30.7 20.1 17.1 

1970 30.3 19.6 16.7 

1972 28.7 21.1 13.1 

1974 28.5 20.7 17.9 

1976 28.3 19.6 16.6 

1978 25.2 22.0 19.2 

Source:    State Institute of Statistics and State 

Planning Organization 

In 1977 the share of manufacturing in industrial product i em 

was 94.0 f*    Mining and energy constituted  3.9 f *nd 2»1 i° 

respectively.    As table 7 reveals,  in the planned period the 

proportion of consumer /roode in manufacturing industry decreased 

while that of th« intermediate and investment goodc increased. 

This implies the realisation of a diversification of the 

induntrial sector, as HBB envisaged by the PlanB. 
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Table 7 

Cemporition of Manufacturing Industry 

(i ) 

Subseotors 1962 1967 1972 1977 

Consumer Goods 

Intermedíate Goods 

Investment Goods 

62.3 

27.8 

9.9 

52.9 

35.4 

11.7 

46.6 

39.4 

14.0 

38.3 

44.2 

17.5 

Total 100.0 100.0 100.0 100.0 

Sûurr.i Third Pive-Year DevelosjB«n-| Plan 

However, the »rowth of output rand investments in industry did not 

product a signifleant increase in employment, as was expected in the 

Development Plans,    Table 8 indicates that employment in the industrial 

sector reached 14-2 i in 1977 from 8.4 Í in the year before the Planned 

Period.   The slow rate of increase in industrial emp". >yment may be 

attributed to a large extent to the adoption of labour-Baving 

techniques.    Thus, unemployment continued to be one of Turkey's 

major problem« durine the Planned Period. 

Table    8 

Employment in the Industrial Sector 

(as percentage of total employment) 

fax* Induetrial Employment 

195O 6,9 

1955 7.0 

1960 7.9 

1962 8.4 
1967 9.5 Sourcei S. Han, Tftrkiye'de 

11 o Sanayjlesme 3ureci ve StmtejlM, 
1*71 11#0 îrf, Eskisehir, 1978, p. 35 
1972 11.4 

1977 14.2 
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In the procese of industrialization economic relations with other 

countries became of great importane« to th* Turicirh economy.    To 

aohieve a reasonable rate of growth Turkey had to import a large 

part of capital floods and equipment from abroad.    Therefore, it is 

extremely important for the industrialization to expand export 

earnings to a level sufficient to footer a reasonable rate of 

development.   The composition of TurkiBh exports is similar to 

that of a typical developing country, i.  e. a lar«e proportion of 

export earning is derived from a few agricultural  staple«.    For 

example, five products, such as cotton, tobacco, haselnut«, raisins 

and ohromium used to provide more than 60 % of the Turkish export 

earning«.   However, in the Development Plane diversification in 

the export structure and expansion of industrial exports were 

recognised M necessary conditions for a healthy development. 

The composition of Turkish exporto during the planned period is 

indioated in table 9-    A« *iH D« understood from the table, although 

there has been an increase in the share of industrial goods, it it 

still agriculture that meets a very high proportion of the Turkish 

export earnings. 

1 
>t 

Table   9 

Percentage Shares of Major Commodity 
Qroupr in Turkiah Exports 

Source!   Ministry of Finance, 
Aylik Bkonomlk BÛlten 

Agricul turai Industrial          j 
Tears products goods 

1963 79.5 17.6 
1964 77.8 18.5 
1965 72.8 17.7 
1966 79.2 16.1 
1967 81.6 14.4 
1968 81.5 13.3 
1969 75.0 18.5 
1970 75.2 17.2 
1971 72.7 21.4 
1972 68.6 25.0 
1973 63.2 11.6 
1974 55.6 37.1 
1975 36.6 3S.9 
1976 62.2 34.6 
1977 58.6 38.4 

12?8 ,-. 66.9 }2T0   

Mining 

3.0 
3.7 
4.5 
4.7 
4.0 
5.2 
6.9 
7.6 
5.9 
5.7 
4.2 

•5.7 
7.5 
3.2 
3.0 

JUL 
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In fact,  the proportion of industrial oxnortR in the total 

industria    production waG  only  14   » '/   in 197?.    The    low innreane 

in Turkish industrial export-,  can ho -¡xplatned by import-nubntitution 

policies,  aß will,  OR diacunaen  below.    Tho efforts to expand the 

export of manufacture     good:; arc handicapée! by hi/'h costs,  low 

quality,   poor packaging,  lack or marketing experience and an 

intensified bureaucracy.    At  preeent, tho main industrial export 

commodities are food and beverages,  textile», hides and leather 

products.    There has also been a notable progress in tho oxports 

of chemicals, petroleum products,  glans and ceramics.    Induetrial 

•«ports of Turkey, namely commodities, are presented  in table 10. 

Table    10 

Industrial exports - Commodities 
(in US S million) 

food and beveragen 
Olive oil 
Sugar 
Oiloake 
Others 
Textiles 
Cotton textiles 
Wood and Printing products 
Hides and leather products 
Chemicals 
Petroleum products 
Cement 
Glass and ceramics 
Ron-ferrour metala 
Copper (blirter) 
Met » 1 products and machines 
Electrical machinée 
Other» 
Total 

1970 
41.1 
0.2 
4.0 

20.8 
16.? 
25.9 
12.5 
2.7 
4.6 
8.7 
0.6 

1.0 
11.4 
6.1 
1.8 
0.3 
2.1 

197 1 
51.1 
0.9 
1.1 

22.1 
27.0 
17.5 
7.7 
4.9 

10.6 
9.r> 
2.5 

2.7 
5.7 
1.9 
2.7 
0.6 

l'iti. 

1972 
IT 

2.9 
21.5 
28.0 
53.0 
54.8 
11.4 
4.* 

21.5 
10.7 
22.7 

3.7 
11.2 

4.1 
0.9 

1973 1974 
149.1 
47. a 
1.0 

40.4 
59.9 

105.6 
14.0 
8.0 

45.1 
19.3 
49.1 

6.6 
22.3 
5.0 
8.6 
1.5 

JiaSL 

146.1 
15.1 

19.8 
91.2 

149.4 
11.3 
2.0 

72.3 
29.3 
85.9 
8.0 

12.9 
34.0 
21.6 
16.1 
1.0 

128.6 
17.7 

29.4 
81.5 

1*7.5 
11.4 
2.1 

64.9 
32.8 
36.1 
24.2 
17.9 
12.7 
5.4 

13.9 
0.8 

AUA- 
100.3 145« 237.2 430.4       601.3     502.9 

Source:    Ministry of Finance,  Aylik Skonomik 08eter?eler 
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1 
Outward Orlen'vt i on of the Turkish So   long 

Turkey has followed a system of mixed economy 'ince the 1930»a.     As 

a penerai rule, the public sector enters into fieldsconridered to be »> 

of vital importance or where the private sector is unwilling to invest 

either because of shortage of financing capacity of because of low 

financial return.    In 19V> Turkey entered the «planned period«. 

The Development Plane are imperativa for the Government sector and 

indicative for the private sector.    According to the Development 

Plans industrialisation ir, the only way of surtained economic growth. 

Besides, it ir a meanr of absorbing surpluB manpower from agriculture 

and reducing dependence on foreign aid.    In the pursuit of these 

objectives the policy of import-substitution was officially adopted. 

In faot, the first Five-Year Development Plan emphasized import- 

substitution,  especially in the field of conrumer goods,  the 

second in intermediate goods and the third in capital goods industries. 

The major consequences of this policy have been twofold! 

(1) A fast growth of industries catering to the home market, but 

generally at the expense of high-cost production; 

(2) A slow growth of industrial export s. 

Inward-lookin- orientation of industr   implied the deve1 ^pment 

of industries in which Turkey has no comparative advantage.    The 

high cost and low quality production which wan made possible by 

means of various restriction?, like curtoms duties, quotas, 

exchange control-,  absolute prohibition*,   etc. was naturally 

uncompetitive in overseas markets.    Pianai 'incentives for industrial 

eTports wore not sufficient to offset the disadvantages arising 

from the industrial structure.    Moreover,  the maintenance of an over- 

valued Lira at the official  exchange rate increased the difficulties 

encountered at the export of indurtrial goods. 

Rventually, the pursuit of import-substitution policies have 

»ade the balance of paints deficit ae one of the major problems 

of the present time.    Table 11  shews the amounts and sources of 

balance of payments deficits between 1971  and 197«. 
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Table 11 

»laño« of Paymente of Turkey (1971-1978) 

(in US t million) 

1971 1972 1973 1974 

1.317 

-2.086 

-   769 

1.235 

1975 

1.401 

-4.739 

-3.337 

1.450 

1976 

1.960 

-5.129 

-3.169 

853 

1977 1978 

Export* 

Imports 

Trade Balano« 

Invisibles (ne*) 

677 

-1.171 

-   494 

379 

885 

-1.563 

-   678 

640 

1.317 

-2.099 

-   782 

1.235 

1.753 

-5.796 

-4.043 

645 

2.239 

-4.599 

-2.311 

889 

Current Account« 
Balano« 

-   109 8 471 484 -1.864 -2.301 -3.385 -1.420 

Capital Transaction« 
Balance 

344 160 433 433 550 535 LSI? 1.032 

Chan/res in Reserves 
(+ dimunition) -   345 -   564 -   728 -   728 417 112 565 -      45 

Souroet   i^istr» of «1*^ **tk Ekon<>B'ik «*«r*tl«' 

Balance of payment« deficit has br.cn a psmrnent feature of Turkish 

external econosdc relation* since 1946.    ID the planned period the 

failure to increase euffiniently the exports of industrial goods 

nade the country dependent on foreign resources.    As an oil importing 

country the steep rise in oil prices in recent years intensified the 

balance of payments problem.    As »fill be obecrved in the table, the 

deficit in the trade balance roue to S 3.337 million in 1975 and to 

t 4.043 million in 1977 fro» t 769 trillion in 1974.   According to the 

1978 figures, oil imports were I 1.297 Billion, and total export 

income« nere t 2.288 «lllion, i.e. oil imports were 56.7 i of the 

total export earninfo.   *ne rising oil prices thus entailed that 

isports of non-petroleum produots had to be curtailed.   In the phase 

of deolining foreign aid and the rapid increase in import demand, 

the economy has been trapped in the ourrent balance of payments orlsls. 



-    24 - 

—mm—ÊÊÊËÊ* 

But it should be noted that the rif   in the value of petroleum 

iaports ìE a problem largely separalo from the basic factors 

affecting the balance of payments deficit« in Turkey (Okyar,  13). 

The sain reason is highly related with the development strategy. 

As a result of i«port-rubrtttution,  economic development remained 

hifhly dependent on imports--, while exports remained practically 

stationary. 

Moreover, high inflation, especially after the 1970*B has affffravated 

the balance of paymentn.    Indeed, the Turkish economy has never 

been frse of inflationary tendencies sinoe the Second Irforld War. 

Between 1963 and 1969 the avarore annual rate of inflation in 

the Turkish economy was 5 #, a figure dintinotly higher than 

the 0351) average, which wan Î f during the same period (Okyar, 19). 

But after the early 1970» s the pac« of inflation increased and 

except in 1975 it became two to throft timis hifher than price 

rises in the OHCD countries.    In 1978 the rate of inflation rose 

to 50.8 $, in Turkey, as will be seen in table 12. 

.1 

Table    12 

Rates of Inflation 

Years OSCT) Countries Turkey 

1970 5.8 6.7 

1971 «5.6 15.9 

197? 5.O 18.O 

W 7.0 20.5 

1974 12.0 30.0 

1975 11.3 10.1 

1976 7.0 15.6 

1977 8.2 24.1 

197« - SO. 8 



ì 
SS   - 

The hi,"h i'iflationary tendencies      i the economy rauf -i the 

overvaluation of the Li ri   it officiai  exchanpe ratos,  denpite 

the frequent   id jurements* in the  value of the Lira after 19'M« 

Thus it affected  balani-,.' of  payment ^ unfavourably. 

It  is an absoluto  necenait.y ['or Turkey,  at  this  nta/»e of 

development,   to move tow-iHs:   \v  export-oriented  economy.    The 

Turkißh economy h«f; been soared  towards absolute protection and 

towardn bureaucrat i.e. interferences of all kind« for a lon# time. 

This policy produced "«riour unfavourable effectu on the economy. 

Foreign trace should now become  an activo factor in the 

development  process.    The enlargement and diversification of 

exports tnuft be a key elemen"  in economic policier:.    "Deliberate 

policies are ur^ed to bo   uiopto'i  to lead the economy towards 

the outward  orientation oí'  inclurtrv an'ì  forei/m  triade.    This 

involves abandoning of thu i'oal   of  selr-sufficient  industrialization 

under absolute  protectionism.    Thus,  emphaßif. uhould be ffiven to 

selective induntrializat i on in  compliance with the rules of 

comparative advantages.    Moreover,   meane and wayrj rhould be 

sought to increar'-" collaboration *\th other nationB. 

To brinr about the reorientation of the Turkirh economy we 

may refer to ~ome  :-pcc'.fic •?¡r-i::-:r"^ with ret .ri  vo marketing, 

+'>r rebate:-    nd "linin.ticn or bureaucr itic rormalitier.. 

a)    Marketing:    T-larkotiiT of Turkish inciurtriai  products abroad 

i" a major problem.    "O:T- ireuntri e^ with export,  potential  are not 

able to 3^11  tho ir nrod'j.f+" "it.   foreign marke+n 'iu° to lack of 

marketing expert ;:m- or np~o:"nrv m^an"..    The lov^rnment should 

hoi p -aich industrie" to r in '.icmsj to overr.r-ir markets.    Trade 

represent.) h i ven   in f or^i "T¡ countries may assume an important 

function in thin  ror.poct.    Be3ideaf  rpecialiaod export companies 

or joint  tir'-rketin;-' •M!,;ocv,tï •in:*  may be nntabl inhed by a "roup of 

firmra. 
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b)    Tax rebatos»    Tax rebaten aro neo« laary to offset th» 

favourable «ffectc of hipher domestic costs and raiBR the 

ability of compaction of national  products.    Tax rebates may 

also be used to induco a structural  change from the exports 

of simple technology labour-intensive products to the products 

of more sophirtioated technology» 

o)    Sjlialnation of bureaucratic formalities: 

Export formalitien are extremely cumbersome in Turkey.    It has 

been estimated that a sinprle export activity requires the 

fulfillment of-some forty formalities and authorisation (Okyar. 30). 

Doubtless it is a major obstacle for the achievement of a large-eoale 

growth in exports. 

H 

i 

»ì 
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