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Ti tro-notion 

In 1923,/the year of the establishment of the Republic,  Turkey was 

a very backwsjrd country in addition to being torn by decades of war.    The 

per capita income was under $100 (at present prices).    Industry virtually 

did not exist.     There was.no infrastructure in any modern sense.    In other 

words, in the early 1920,s, Turkey was at the level of today's least 

developed countries of Africa and Asia. 

Among the developing countries,  Turkey is somewhat different in a 

number of ways s     50 years ago there was a strong sense of statehood, a 

tradition of central administration, a well-organised army,  a handful of 

intellectuals in the tradition of the "young Turks",  as well as an 

imaginative,  realistic,  resourceful and dynamic national hero and leader. 

The modem nation-state emerged in 1923, and systematic efforts to achieve 

a higher living standard preceded those of most developing countries by a 

generation. 

Since 1950,  the Turkish economy has grown at an accelerating pace and 

has undergone substantial transformations.    GDP increased by a trend growth 

rate of 5.7 per cent per year on an averate, with industry growing at 

7.2 p«i centf    agriculture at 3.3 P«r cent and services at 7.1 per cent. 

This growth has resulted in a more sophisticated economic structure and' in 

increases in the standard of living in spite of a fast-growing population. 

Per capita OIIP rose from about $230 in 1950 to $822 in 1975.    The pace of 

growth accelerated during the period of the first,  second and third five 

year development plane  (1953-67,   1968-72,  1973-77).    However,  in a country 

starting from such a low level of OIIP per head and with a population growing 

by 2.5 P«r cent per year, it could hardly to considered to be more than the 

minimum required.     Turkey now belongs to the group of developed developing 

countries. 

The Turkish economic development policy formation could be divided 

with a certain degree of oversimplification into six periods« 

- The period from 1923 to 1932 during which laiesea-faire 

policies were pursued! 

- the 1932-1940 period'during which a policy usually called 

Etatisai was followed; 
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- the decade of the 1940'a when the disruptions of the NOT 

and its aftermath dominated} 

- the 1950*8 which are now regarded ae having laid the 

foundations of the public sector.    The private sector 

alio made a substantial progress during that periodf 

- the period of the 1960's during which planning was under- 

stood to be the central instrument of economic policy with 

major emphasis on industrialization and import substitution! 

- the period after 1970 is marked by a greater outward orientation 

of the economy and the signing of the Common Market Agreement 

with all its far-reaching implications. 

This review will cover various aspects of industrial development 

during the fifth and the sixth periods mentioned above. 

The basic problems facing Turkey in the second half of the 1970»S are 
the following! 

- a very high growth rate of the population accompanied by a 
high dependency ratio; 

- a high level of unemployment both open and disguised.    The 

restrictions on emigration to Europe due to the recession 

aggravate the situation.    Out of an average 440,000 persons 

entering the labour force annually, not more than 150,000 are 

able to find employment; 

- Per capita income is the lowest among European countries. 

Income distribution between social groups, professional and 

occupational groupings is unbalanced; 

- the formal educational system does not conform to the needs of 

the economic and Bociai structure, nor is it susceptible to 

change.    The non-formal educational system has also proved 

inadequate to improving the manpower productivity.    Higher 

education does not meet the requirements of development; 
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health services art inadequate both in quality and quantity} 

there is a regional imbalance} 

the infrastructural and social burdens imposed on the state 

by the rapid urbanization are not being net.    The central and 

local authorities can not supply the needed roads,  drinking 

water, electricity, etc., in the rural areas.    The production 

infrastructure is inadequate} 

Domestic savings are not adequate to meet investment require- 

ments}    domestic financial resources are not properly 

mobilised and used for economic and social development} 

the industrial structure is not adequate}   the operating capacities 

are small in sise, there is a lack of modern technology} 

productivity is very low.   Agriculture is still dependent 

very much on weather, productivity has not increased sufficiently. 

the level of exports is too low and they do not increase fast 

enough.    The structure of exports is inadequate.    There is a 

chronic balance of trade defioit} 

public administration, although modem in some places, is on 

the whole out-dated.    The administration is too heavy and slow, 

geographically imbalanced, with no clear-cut division of duties 

between central and local administrations} 

the political decision to join the EEC and achieve a full 

oustoms union by 1995 puts very strong pressures and ambitious 

requirements for socio-economic development.    The seriousness 

of these requirements does not seem to be realized well-enough 

by the authorities concerned and appropriate preparatory 

measures have been somehow delayed.    This may have serious 

implications on the implementation of the Agreement with the 

European Economic Community. 
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1»      Role of manufacturing in the Turkish economy - in broad perspective 

At the beginning of the fifties,  the Turkish industrial sector WM 

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

decades led to reasonable growth.    Industry,  including mining nad power, 

has grown at a relatively, rapid rate Bince 1950.    The average annual 

growth rate for 1950-1975 is 9.3 per cent at 1968 constant prices.    From 

13 per cent of the ODP in 1950,   it increased to  17 per cent in  1960, 

to 23 per cent in  1972 and to 25 per cent in 1975.    Industry is expected 

to reach 27 per cent of the ODP in 1977, 34 per cent in 1987 and 37 per oent 

in  1995. 

Of total industry, manufacturing accounted for about 85 per cent of 

the value added and mining about  8 per cent in  1972.    The manufacturing 

sector accounted for 9 per cent  of the CP:P (in  1968 prices) in  1950, 

stagnated at 9 per cent in 196C,   reached 16 per cent in 1970 and 

18 per cent in 1973. 

The main manufacturing activities have been in traditional consumer 

goods t    food, beverages and tobacco processing (accounting in  1972 for 

37 per cent of manufacturing production) and textiles (lo per cent). 

During the sixties, however, modern industries developed fast   (mainly 

basic metals, metal products and machinery, chemicals and petroleum 

products) and now. account for more than 40 per cent of manufacturing 
production. 

The diversification of manufacturing industry has implied a relative 

shift away from consumer goods industries with the major shift  taking place 

in intermediate goods and investment goods. 

The first, second and third five year plans aimed at rapid 

industrialization as the leading factor in sustained economic growth and 

as a means to absorb surplus manpower from agriculture, improve the 

regional location of production units,  reduce dependence on foreign 

aid and increase the living standard of the people.    In the pursuit of 

these objectives,  industrial development policy has emphasized import 

substitution and the policy tools have been high protection and generous 

incentives for domeBtically-criented industries.    Turkey has achieved a 

considerable degree of self-sufficiency in some  industries.    Inward-oriented 

policies have led to slow growth of industrial exports. 
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Both the public and private sectors of industry play an essential 

role in implementing these policies.    The role of the foreign private 

investments in industrial development is limited. 

J 

2.      The structure and recent performance of the manufacturing sector 

2.1    Growth performance 

During the fifties, the industrial growth rate was relatively low 

(5.3 per cent during 195C-1962).    The tendency was heavily towards import 

substitution and the main emphasis was placed on establishment of new 

large projects in the public sector - in engineering, fertilizers, steel, 

cement,  textiles, paper as well as strengthening the private sector. 

Industrial growth picked up remarkably during the sixties.    It is 

commonly accepted that,  to a considerable extent, this was due to the 

introduction of economic planning.    Industrialization was given a high 

priority during the plan periods and industrial growth averaged about 

IO.5 per cent during the first plan  (1963-67) and 9«8 per cent during the 

second plan (1968-72).    Growth of manufacturing accelerated sharply 

during this period,   reflecting accelerated investment, which was encouraged 

by generous incentives,   and continued import substitution under heavy 

protection.    Manufacturing output increased at about 13.3 per cent per year 

during 1960-1970 and production became more diversified with a large 

development in consumer goods and assembling industries. 

Production targets of the plans were surpassed for light consumer 

industries, such as food,  drink, tobacco, paper, plastic, textile and 

leather.    They were not  reached in intermediate industries, reflecting the 

preference of private investors for the traditional industries and due to 

delays in the implementation of public projects in the intermediate industries. 

The third plan  (1973-1977) constitutes the first stage of a lonp-term 

strategy for the period 1973-I995t  ir> which industrial growth is emphasized. 

Ifet output in manufacturing is expexted to grow by about  11 per cent per year. 

The consumer goods production would increase by only about 7 per cent per 

year,  intermediate goods by 1/| per cent and investment goods by 17 per cent 

per year.    The highest growth is assumed for petrochemicals (nearly a six-    - 

fold increase), fertilizers (3.5 times) and machinery (nearly three times). 

w 
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Ih« major projects are the expansion of the steel complexes at E;demir 

and Iskenderum, the second petrochemical complex,  and a new petroleum 

refinery and chemicals complex at TarBus.    Further expansion would 

take place in nitrogen,  fertilizers and aluminium.    A breakthrough in 

the engineering industries would be highlighted by the production of 

automotive gears and transmissions,  automotive and ship diesel engine*, 

heavy industrial machinery,  pumps and compressors and by the expansion 

of shipbuilding into larger vessels. 

Industrial output, measured at constant 1968 producers» prices, 

increased 13.4 per cent in 1973,  3.6 per cent in 1974 and 9.2 per cent 

in 1975.    The manufacturing output alone grew for the same years 

14.4 P«r cent, 8.3 per cent and 9.2 per cent respectively. 

During 1975 manufacturing production increases of considerable 

magnitude took place in capital goods (cement,   19 per cent}    fertiliser. - 

31  per cent|    paper and cardboard - 9-5 per cent;    steel ingots - 

8.3 per cent,  etc.) and in consumer goods (woolen fabrics - 19 per cent; 

beer - 14 Fer cent;    cigarettes - 8 per cent,  etc.).    Domestic sale, 

•eem to have increased also, but less than production in some casee, so 

that inventories increased by the end of 1975. 

Important decreases in the production also occured in 1975, 

sheets - 34 per cent;    rolled products - 7 per cent;    newsprint - 

9 per cent;    sugar - 12 per cent,  etc. 

Electricity generation increased by 16 per cent in 1975 and reached 

15631 million kWh.    Production of crude petroleum and coal as well as their 
derivatives decreased. 

The insufficient domestic savings, delays in implementation of 

investment projects, the ever-increasing gap between imports and export., 

the high levels of open and disguised unemployment,  the very high growth 

rate of the population were some of the main problems causing headache, 

to the Turkish economy at the outset of 1976. 

In many respects,   the performance of the Turkish economy and the 

industry in particular during 1973-1975 fell short of the Third Plan 

targets.    The major reasons for the shortfalls were:    a) the bad weather 

in  1973 which caused a severe setback in agriculture production and hence 

affected industry directly and indirectly in many ways.    The situation 
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however improved in 1974 and particularly with the imprest    e agricultural 

crops in 19751    b) unforeseen world developments,    .g. high international 

inflation, a big jump in the oil import bill and recession of the world 

economy and the ensuing sluggish demand for Turkish exports;   c) the 

Cyprus operation in the second half of 1974 and finally d) there were 

delays in plan implementation due to financial constraints, physical 

(power, intermediate products) and managerial shortages. 

With such shortfalls in the first three years of the Third Plan, 

it seems unlikely that the overall plan targets for industry will be met. 

ìhere are, however, real possibilities for the actual implementation figures 

in industry not being too much below the basic targets set up by the 

Third plan for 1977. 

2.2   Industrial structure 

Rapid industrialization led to substantial structural changes in the 

economy.    The share of agriculture in QDP at factor cost declined fro« 

about 48 per cent in 195O to 25 per cent in 1975.   The share of industry- 

increased from 13 per cent to about 25 per cent in 1975 and, as stated 

above, will continue to grow. 

Important structural changes occur within the industrial sector itBelf. 

The share of the net industrial product by sectors in GDP at factor cost 

changes as follows! 

Table 1.    Structure of Industrial Production 

1962 1967 1972 1977-plan 

Mining 
Manufacturing 
Biergy 

11.0 
82.5 
6.5 

9.4 
85-3 
5.3 

7.7 
86.2 
6.1 

3.9 
35.1 
6.0 

Industry - total 1OC.0 100. c 100.0 100.0 

The share of manufacturing tends to increase with the relative share 

of mining declining, and the share of energy beine ^ore or loss stable. 

This jtructural change is a result   of the higher growth rate of the 

manufacturing sector. 
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The aanufacturing sector itself comprises a large complex 

of industries which develop at different rates and lead to considerable 

•truotural ohanges within this sector. Changes in industrial structure 

are difficult to analyse because census data are available only for 

1950 and 1963. Detailed data for non-census years is available only for 

medium and large-si zed establishments and more seriously because after 

1968 only gross output figures are available, even for the larger 

establishment. Nevertheless, the available data is sufficient to give 

an idea about the most important trends in the changes of the structure 

of the manufacturing industry in Turkey from I95O for 1977. 

I95O 1963 1968 1972 1977-plM 

Consumer goods 

Intermediate goods 

Investment goods 

67.8 

21.3 

IO.9 

5O.2 

31.6 

18.2 

50.1 

38.1 

11.8 

46.6 

39.4 

14.0 

38.3 
44.2 

17.5 

Manufacturing-t ota 1 100.0 100.0 100.0 100.0 100.0 

The data for 1950 and I963 are from a census { for 1968 from a 

survey oovering only large and medium establishments; for 1972 and 

1977 - in 1971 prioes. The output is measured in terms of value 
added. 

The analysis of the structure of manufacturing clearly 

indicates a stable decline in the share of consumer goods, a stable 

inorasse in the share of the intermediate goods and a fluctuating 

increase of investment goods. Turkey has made an important 3tep 

forward in transforming her industrial and manufacturing structure 

to resemble that of the more advanoed industrial nations. No doubt, 

this transformation will be a oontinoua and difficult process. 
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By the end of the Third Plan (in 1977) the most important 

oonsumer goods industries in terms of value added produced will 

be the food processing 19 # of the total manufacturing sector 

and textiles and clothing - 14 5».The most important intermediate 

goods industries will bet basic metals - 10 #, chemicals and 

fertilizers - 10 #, petrochemicals - 10 %.  The most important 

investment goods industries will bes automotive industry - 6 %, 

machinery - 5 #. 

The most reoent developments in some of the manufacturing 

branches are as followst 

Textile and Clothing Industry 

The textiles industry is by far the largest industry in 

Turkey, comprising roughly 3 mm spindles and 40.000 looms. Cotton 

is naturally the principal input of the industry, about 325.000 tons 

annually. Exports of both yarn and cloth grew rapidly after I970 

and a high priority has been given to investments in a new spinning 

oapaolty but since mid-1974, export demand has temporarily fallón 

back in the faoe of world market conditions. New plants and extention« 

currently under construction or about to begin will add at least 1 mm 

spindles in 1976. Most of the expansion is taking place in cotton spinning ani 

weaving, artificial fibre weaving and knitwear. In the woolen and worsteds 

sector the major effort is towards modernization (in fact, substantial 

unused capaoity is reported for this sub-sector). Textile production was 

$2,6 billion in 1974. The production target for I975 was 3 2,9 billion. 

The production of cotton fabrics reached 214.400 metric tons in 1975 and 

of woolen fabrics 6570 metric tons. The production of cotton cloth in 1974 

was 210 mm metres and of woolen cloth 5,5 mm metres. 

Paper and Board Industry 

Paper and board industry is mainly in the hands of the government- 

owned SEKA enterprise, which has an old-established (now 135.000 tons 
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•  a year capacity)   raill at Izmit and three other mills, opened in 1971-72. 

Together these three mills have an annual output capacity of 226.000 ton« 

of paper and board and 247.000 tons of pulp and cellulose. SEKA has began 

construction on a major new paper-pulp-timber complex for which substantial 

World Bank and European Investment Bank crédits have been obtained, and 

plans to begin building three more millB by I980. Paper and cardboard 

production in 197? was 222.200 metric tons and of nevrprint 87.400 tons. 

Paper and board industry production was $ I77 Billion in 1974, and about 
the same in 1975« 

Sugar Industry 

Sugar production is government-controlled. Capacity is now 

barely adequate and at least one new factory is planned. Production 

oosts are high and exports have seldom been possible without heavy 

subsidies. Sugar production is constantly declining during the last 

three years from 873.000 tons in 1973t to 758.000 tons in 1974, and 
to 665.OOO tons in 1975. 

Qlasswork and Ceramics Industry 

This industry developed from a point of non-existence to a 

level which exceeded entire domestic demand and secured itself a sound 

place within export commodities. The production value of glasswork and 
oeramios was $ 159 million in I974. 

Cement Industry 

This is one of the fastest growing industries in Turkey. At 

present there are 29 cement plants in the country, with an annual 

capacity of about 12,5 million tons, liew plants and extensions under 

construction will raise capacity to over 16 million tons in 1977. This 

industry produced 10,692,000 tons of cement in 1975. The value of cement 

production in 1974 was * 209 million and in 1975 $ 245 million. 
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Iron and Steel Induit 17 

One outstanding characteristic of the 1972 demand supply pattern 

for this industry in Turkey was the imbalance between metallurgical and 

rolling capacity necessitating large imports of " semis   ". This imbalano« 

will be eliminated by 1977. The production of finished products so far was 

ooming essentially, and in roughly equal proportions,    from two integrated 

mills 1 the old and badly Bituated Karabuk steel mill and the recently 

constructed Erdemir steel mill on the Black Sea. A third Bteel mill was 

put into operation in 1975 with USSR assitance at the deepsea port of 

Idcenderum. By 1982, both Iskenderum and Erder.ir mills would have attained 

a production of 4,0 million tons.   There are tentative plans for construction 

of a fourth major   steel works. 

Whereas steel absorbed 14 % of total manufacturing investments 

in the Second Plan, that share is projected to rise to 17,6 £ in the 

Third Plan. Turkey1 s main disadvantage in this highly capital intensive 

industry lies in the investment oost per ton steel, which is much higher 

than in the industrialized countries. Iron and steel production was at 

the level of S 866 million in 1974. Production estimate for I975 was 

S 98O million and is expected to reach S 1100 million in 1976. 

The production of pig iron in 1975   reached 1,191,000 tons, steel 

ingots - 1,448,000 tons,    rolled products   1,118.000 tons and sheets 

181.000 tons. 

Chemioals and Petrochemicals Industries 

The ohemioal and fertilizers industry accounted for slightly more 

than 8 % of the value added in manufacturing in 1972. Contrasted with its 

contribution to C1JP, this industry is absorbing a very larye share of total 

manufacturing investments about 25 % and 23 £ respectively in tho Second 

and Third Plans.   Uhereas at the end of the First Plan, consumer goods 
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(soaps, detergente! paints, matches, medicines) dominated the picture, 

the Second Plan waB characterized by the expansion of fertilizer 

production (the capacity of nitrogen fertilizers production rose 

from 118.000 tons to 1,4 million tons and of phosphates fertilizers 

from 222.000 to 1,6 million tons) and the initiation of petrochemicals 

production, synthetic fibres production (from imported intermediates) and 

boron ohemicals production. 

The Third Plan places high priority on the chemicals industries 

which is said to be justified by heavy increase in the demand for both 

ohemicals and fertilizers, the strong forward and backward linkages 

in the chemicals industry and the role of those industries as 'barriers 

and accelerators'* of technological development. As a result,  rising imports 

during the Second Plan are being slowed down. The increase in imports 

would fall almost entirely within the group sundray unspecified ohemicals. 

Major increases in chemicals production would occur in alkalies, boron produots, 

synthetic fibres, detergents, films, medicinn, insecticides,  plastic materials, 

carbon black and synthetic rubber. Production of nitrogen fertilizer would 

triple and phosphate fertilizers double, with even larger increases in 

phosphoric   acid and sulphuric acid production. Apart from marginal exports 

in, e.g., plastics to take advantage of unused capacity, the major increase* 

in exports would come from boron products. The Third Plan period witnessed 

the completion of the petrochemicals complex, the partial completion of the 

Aliaga complex (producing intermediates for synthetic fibres) two major 

introgen fertilizer plants, a major alcali complex and a new boron produots 

plant. All the projects described belong to the public sector. 

Petrochemicals and fertilizer production up to now have proved 

difficult fields for developing countries. Turkey has entered in this 

field in a gradual manner, starting with products at the consumer end where 

a market exists and where advantages of scale are relatively moderate. 

It has also initiated production of intermediates and basic chemical 

raw materials like Maoni*, ethylene, aromatice, although the derived 

demand is   at present hardly sufficient to justify units of optimum size. 
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The Turkish oheaioala and petrochemical! industry enoountered 
enormous difficulties throughout its development. The first major unit, 
the integrated nitrogen fertilizer plant    at Kutahaya (I96I) based on 
lignite, faced many difficulties, and has made losses even in recent 
years. The Jarimca petrochemicals complex faced many delays in construction, 

and several of the major.units were well below competitive size. Capacity 
utilization in nitrogen fertilizer production in 1960-72 has varied between 

44 *nd 69 $. 

Inspite of the reoent growth achieved in the Petroohemioals 
industry, the dornest io production does not cone up to the level to 
aeet the demand, which is estimated at around S 740 million in 1976. Thus, 
the prospective petrochemicals' import will amount to S I80 million this 

year. Japan has agreed to finance the construction of the second petroohemioals 
complex, being built at Izmir. Recently, a third petrochemical complex has 
been mooted, possibly to be part-financed by Libya. 

The Pharmaceutical industry as a sub-branch of the Chemioal Industry, 
is a rather advanoed field whioh not only meets total domestic demani, but 
is also gaining increasing: importance in foreign trade. 

The production of chemical fertilizers in 1975,   was more than 
1,500.000 tons, 2,100.000 tires, eto. 

Metal Products Industry 

This industry began to progress particularly after I963. It oovers 
a wide range of production, from investment goods such as steel construction 
materials to consumer goods suoh as kitohen utensile. The production value of 

metal products amounted to S 454 million in 1974. The plan target for 1976 is 
I 713 million. 
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Maohinerv Industry 

This branoh, which it on« of the most important fitlds of 
production on Turkish industry, pro duo« 8 durable consumer goods M 

well as intermediate goods. The manufacturing of investment goods is 
ftlso progressing at an average annual growth rate of I4 per cent. 

Power maohines like high pressure steam boilers, industrial 
oven«, air  condition systems, lathes, printing machines, etc. oan 

be oited M examples of ths manufactured items in this industry. The 
production value of the machinery industry in 1974, was at the level 
of S 556 million. 

SltotrlQil Machinery and Equipment Influir/ 

This branoh recorded considerabls production increases in the 
reoent years both in terms of quantity and in variety of manufactured 

«leotrical machinery and equipment. The production value was * 30J milliea 
in 1974.TH* Plan target for 1976 is $ 452 million. 

Electronics Indurr 

n» Uat 15 ytar« witnessed the birth and growth of this industrial 
branoh in Turkey. This rapid growth can be partly attributed to the 

extension in reoent year« of radio and TV broadcasting to cover the 
•ntir» country. The contribution of the different production group« 
in value terms to the overall eleotronioe output is as follow«t 

- oosswnioation equipment - 12,7 t 
- industrial equipment   * -   3,1 «J 
- oonaumer equipment - 8l,6 % 

- circuit element« -   2,6 «¡ 

The production valu« of electronics in 1975 «*• at the Uvei of 
• 174 Million. 
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Automotive Industry 

The Turkish   automotive industry is essentially an assembly 

operation and is highly fragmented. During the Second Plan the 

local content of truck* and vans assembled in Turkey increased 

from 20 % to 57 £, and of buses from 30 # to an average 70 % This, 

however, was done without efficient planning and co-ordination of subcontractor 

industries; the result was a large number of scattered firma, operating at 

non-economic levels of production. There are nearly 20 companies engaged 

in motor vehioles and tractors production. Six of these manufacture 

tractors, four make buses, and three make passenger cars and/or light 

pickups. Engines and transmissions are imported. Whereas other oar 

production plants in the Mediteranoan area have reached an output of 

200.000 or over, which is often regarded as a minimum economic scale, 

in Turkey two manufacturers by 1977, would share a production of 70.000 

vehicles. The difference between local and o.i.f. prioes for trucks and tractor« 
ranges between 40 and 60 %. 

The target of the Third Plan is to push hard towards the all- 

Turkish oar and truck (85 - 90 % domestic component). In a second stage, 

traotor production and truok production would be re-organized to achieve 

desired additional integration of domestic componente through merger of 
•oattered small fii 

The production of the automotive industry in I975, was a follow«» 

traotor« - 34.280, truoks - 13.720, lightweight trucks - I8OIO, mini- 

buses 546O, buses I280, automobile« - 67290. 

Agricultural Machinery Indu»trv 

The manufacturing of agricultural machinery other than tractor« 

have gained importance in parallel with the growing domestic demand arising 

from the population explosion a« well as the increasing export opportunities 

for raw and processed agricultural produote. 
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SOM major agricultural machinery manufactured In this 

branch inolude ploughs, drill for sawing machines, harvest 

maohines and various equipment and tools. 

The above description of the various industries contains the 

contribution of the small-soale industries and handicrafts as 

wall        in the respective fields. But, since this is an important 

field of production activity in Turkey, a few more words may be 

justified. Co-operation between the small-scale and large-soale 

industries and its promotion along lines outside large-scale 

industrial fieldB, has been foreseen by the national Plans. Efforts 

are being made to adapt the existing small-scale industrial enter- 

prises (20460 workshops in 1965 with I30.OOO employed and more than 

35.000 workshops by I970) to changing economic and industrial 

standards to enable these branches having development potential 

to flourish and expand, thereby giving them the opportunity to 

benefit from existing facilities and speed up their development. 

Small-soale industries that have no development potential have not 

been encouraged and supported. Instead, their activities have been 
directed towards other fields. 

Handicrafts are defined as those goods produced by an 

artisan working on any craft manually and by using his skill, 

independently and under his own responsibility or with a member of his 

family or together with a draftsman or apprentice, at his home and/or 

his workshop and/or as a peddler, for the purpose of marketing his 

product«. The number of handicrafts workshops in Turkey at the end 

of 1965 was I92.OOO with more than 58O.OOO employed. The different 

ministries oonoerned are assigned specific responsibilities to 

assist the handicrafts and the Agricultural Bank provides credits for 

financing those handicrafts that have marketing potential. 
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2.3   Publio and Privat» Sector Industry 

One of the fundamental principles of the economic 

polioy of Turkey is the adherence to a mixed economy in 

which public and private sectors both play a significant 

part in fostering economic development. This approach was 

adopted 40 years ago and has been applied without any basio 

ohangee. The introduction of national development planning 

was also based on this    fundamental socio-economic reality. 

It is reflected in the allocation of investments between 

the public and the private sectors of the economy! 

Table 3. Fixed Investment by Ownership Seotors 

(ini) 

First Plan 
1963-1967 

Second Plan 
196Ö-1972 
(«tuai) 

Third Plan 
1973-1977 

Publio Seotor 52,0 

Private Sector       . „48.0 
52,4 

47.6 
56,3 

JJuuL 
Total 100,0 100,0 100,0 

Since the early 197C, the public sector has been expected to 

take the lead in introducing economic and social change. A leading role 

in this was assigned to industry. With the advent of development planning, 

this role has been reinforced. The Turkish public sector today includes 

ownership of more than one half of the capital invested in industry 

and practically all the big investment projects carried out have been 

done by publicly-owned companies. 

At present, the public sector accounts for about 37 $ of value 

added in manufacturing industry and 80 # in raining industry, and has 

a virtual monopoly in steel, petroleum refining, fertilizers, petro- 

chemicals.  It has also acoounted for about 55 % of industrial investment 

during the last 10 years. Most of these industries are operated by State 
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Economic Enterprises (SEfi). As a general rule, the public seotor 

enters fields considered of vital importance or where the private 

••ctor is unwilling to invest, either because of shortage of 

financing capacity or because of low financial return. The policy 

proclaimed in the Second and Third Plans is to encourage the private 

sector to assume more and more responsible role in manufacturing in the 

long run. This seems to be the trend at present in sone mixed branches 

•uch as cement,  earthenware, and fertilizers. Large enterprises with 

mixed capital have also developed. 

Only industries coming under the "monopolies law" are 

•xclusively reserved to the state (tobacco    products, most spirits, 

utilities, rail,  air and municipal public transport, salt, opiu» 

products), The private sector has been permitted to engage in production 
of tobaoco products for export. 

Investment in State Eoonomic Enterprises has grown at a fast 

rate with mining, power, coals, petroleum and steel growing above 

average. Investment in manufacturing SEE's, after a rapid growth till 

1969, has slackened off in the last few years. This could be seen in 
Table 4t 

Table 4.   Fixed Investment by State Economic Enterprise« 

(per oent of the total investment in the economy 
at current prices) 

1962 1967 

Mining and Power 

Coal, Petroleum and Steel 

Manufacturing 

1972 

7.7 12.4 25.8 
24.4 22.2 38.1 
18.8 24.2 6.3 

In recent years somewhat more emphasis has been placed on private 

industry, due mainly to the increased financial burdens of the state and 

the increased capability of the private sector to assume development 
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reaponsibilities. However, even with the trend toward mor« rellano« 

on th« privat« sector, the government and the public «ector will 

oontinue to play a crucial role in economio affair«. 

The network of public industries (SEEs) includes a number of 

indu»trie8 in addition to those reserved exclusively to the state« 

At present, the more important of the 27 SESs engaged in industry 

include« Sumerbank (mainly textiles),Etibank (mining and mineral 

prooessing), the Machinery and Chemical Industries« Board (chemical«, 

munitions,  special steels, castings, etc.) TPAO (petroleum), Ar.ot 

(fertilizers), SEKa (paper), the Turkish National Electricty Board, 

P«t-Kim (petrochemicals), th« Turkish Coal Board, etc. 

Thraugh th« SEE« the government also ha« interests in som« 

45 other industrial joint ventures with private capital. 

The relative importance of the SEE's within the manufacturing 

••otor varies from industry to industry and from time to tin». SES1« 

ar« in g«n«ral of w«ll abov« average size. Sizeable changes in th«ir 

«har« of output usually reflect the start of new plants. Until th« 

late 1970« s th« shares of th« public and private sectors in manufacturing 

industry were about even. Some ovservers believed that there was an 

unwritten rule that each sector should be of similar size. Subsequent 

experience seems to have disproved that, as the 37 ^ share of SEE»s in 

manufacturing output in 1973, indicates t 

Turkish Industry 

output) 

.", Vi 

(per cent of sectoral 

1950 1963 1967 1973 

Food Prooessing 48 34 42 32 
Beverages 98 6? 87 60 
Tobacoo 68 77 88 61 
Textile« 42 25 22 17 
Clothing 95 75 58 17 
Wood Products 54 56 43 27 
Furniture 0 0 • 0 32 
Paper 90 91 81 69 
Printing 15 11 18 8 
Leather Products 0 0 0 0 
Rubber and Plastic Products 0 0 0 0 
Chemicals 9 30 17 21 
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Petroleum Products 
Non-metallic Product! 
Iron and Steol 
Metal Product» 
Machinery 

100 
20 
91 
60 
73 

Electrical Machinery and Electronics 0 
Transport Equipment 99 
Other Manufacturing Q 

Total Manufacturing 51 

100 
38 
36 
38 
26 

1 
60 
0 

44 

98 90 
40 24 
74 61 
32 3 
16 27 
1 2 

39 26 
0 1 

48 37 

Twc decades ago one of the fundamental  issues in Turkey was the lack 
of dynamic entrepreneur class. This, however,  has changed. Private 

initiative has gained a momentum. The introduction of a set of incentive 

measures in mid i960 • s and their vigorous implementation played a key 
role in this process. 

The relative importance of the private sector has increased fro« 

49i5 54 of the value of production in manufacturing in 1950 to 63,3 $ in 

1973. The following table indicates in a different way the same trend in 

manufacturing t,hich may be easily noticed from Table 4 above 1 

Table    6.    Relative Share of Private Manufacturing Industry 

(in per cent of the total value added in manufacturing) 

1950 1963 1967 1973 
• •»•• —...,.*- 

- * •    —   •.. + _• 

>-.I 

- -.; 

63.3 

•« ^Th* privat® 89ctor h" eive* •• emph»is during the last 20 years 
to consumer goods industries as well as to investment goods industriel 

It is interesting to note that during the recent years the share of the 

private investment in the investment goods industry exceeds 80 - 85 %. 

The share of the private sector of the employment  ir. the manufacturing 

industry increased from 49 g in 1950 to ó5 ;i in 1973. As stated above^ 

this is a reflection of the liberal policies towards the private sector 
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On« of the basic principles in investment policy in the 

Third Plan is that the State would undertake high priority 

investment« (i.e. those introducing new technology or providing 

substantial external economies) in areas where, because of the 

long gestation periods, high capital requirements, and/or high 

risks, the private sector does not venture even when provided 

with reasonable inducements. On the other hand,  the SEE's will 

not invest in fields where the private sector is sufficiently 

active nor expand their operations unnecessarily, except through 

complementary investments to improve the operational efficiency 

and competitiveness of existing state plants. Private investor« 

are also barred from the exploitation of strategic natural re»ouroe« 

and from investment« with a monopolistic potential. 

2.4 R«gional Allocation of Induatry 

Turkey was a land of sharp contrast in climate, topography 

and development when the Republic was established in 1923. Du« 

to an inadequate transportation system, the Anatholian Plateau 

had few economic relations with the outside world. The region 

wm* v«ry much underdeveloped. During the past two-three decades, 

the various government« have shown a substantial concern for 
regional development. 

The policies of dispersing public investment to correct 

regional imbalance«, which had been initiated in the early   year« 

of th« Republic were continued afterwards,» d were particularly 

•ignificant in the construction of large factories. Between 1950 

and i960, over 40 state factories were built in almost as many 

locations. Only one was in Istanbul, three in Ankara, and all but 12 were 

located outside the Marmara and Aegean reagion. This provided some 

employment in these regions, but not enough to reduce significantly 

the flow of migrants to large urban centers. The dispersal of the 

State Eoonomic Enterprises had significant    secondary growth effect«. 
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Por example, the Sugar Corporation has encouraged farm and 

livestock development and stimulated growth in smaller specialized 

industries to serve their needs. Besides    their economic importano«, 

the SEEs are often being used as a lever for important social and 

modernizing influence in small towns. 

Private investment,  aided       by incentives, also increased 

rapidly but was concentrated around Istanbul, Ankara and Izmir. 

The Industrial Development Bank was established in the early f if tie» 

to channel long-term loans from external sources to private enter- 

prises. Of the 401 projects it helped finance,  63 % were in the 

Marmara region (205 in Istanbul alone) and another 12 # in the 

Aegean (39 in Iamir),  i.e.    in the two most developed regions of 
Turkey. 

The construction of a large highway network facilitated 

the development of outlying regions. The Government set up village 

institutes, promoted self-help community development, and set up 

a Ministry of Village Affairs in the late sixties. The regional 

development policies also included the spread of educational and 

health facilities, water supply and limited electrification. 

During the  1960s in industry, market forces   continued 

to favour location in the most developed areas, but the incentive 

syitera was changed in I963, to induce location in the less developed 

areas. The rate of the investment allowance affinst    taxable profit 

whioh was 30 % of investment for industrial projects, was set up 

at 50 # for projects in less developed areas.  Between I967 and 1969, 

the State Planning Organization was empowered teraporarilly to grant 

allowances up to 80 %. The same principle of regional diversification 

was applied in the case of the construction tax, real property tax 
and interest rates. 
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Dispersion of Stato Economie Enterprises continued, 

tout the need to apply economic and Inncial viability oriteria 

nor« strictly than in the past was stressed in choosing 

location. Incentive policies were developed to attract private 

investors towards the less developed regions, but so far without 

noticeable success. The national development plans adopted the 

objective of balanced regional development for improved social 

justice, and several attempts at regional planning were made, 

but have moved little beyond the research stage. Market forces 

continued to favour the location of private investment in the most 

developed areas in most cases, in spite of the incentives system. 

Limited economic opportuniteis and poor administrative and 

institutional capabilities in the underdeveloped regions have 

helped to perpetuate this situation. 

m 
Little quantitative evidence is available to assess the 

•xtend and trends of regional disparities in economic development. 

However, various pieces of evidence seem to indicate that regional 

disparities have probably increased in the past two decades. In 

I965, P«r capita value added in the Eastern provinces (33 % of the 

population) was estimated at one third the level of the East Marmara 

provinces (13 <% of population). An analysis of regional disparities 

based on data for I970 shows that the ten most developed provinces 

are located in the western half of the country, whereas the twelve 

least developed provinces lie east of a straigth line drawn from 

Zonguldak to Gaziantep. The Istanbul and East Marmara regions in 

1965, had 19,8 % of the total population of Turkey, 17,5 % of the 

labour force, but contributed 59,9 % of the manufacturing output. 

Evidence of increasing disparities includes the significant 

differences in the rates at which the various regions have become 

urbanized from 1950 to 1970, the strong attraction of the western 

part of the country to private investors, in spite of special 
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incentives, the increased weight of Istanbul and the 

neighbouring provinces of East Marmara in the national 

economy and manufacturing in particular. The following 

table may help to illustrate iti 

Table    7. Regional Shares 

(per cent) 

Ragion 
area 
1965 

population value added 
1965               1965 

number of 
workerB in 
manufacturing 

1967 

value added 
in manufacturing 

1967 

Marmara 9,4 18,6 27,0 46,6 48,0 
Cantral 

Anatolia 29,1 23,1 24,1 13,9 18,3 
Aagaan 8,3 11,2 11,7 15,1 11,6 
Antalya 4,7 3,0 2,6 1,1 0,9 
Cukurova 5,0 6,1 6,6 6,7 12,9 
Western Black 

Saa 4,2 4,7 5,7 4,8 4,8 
Eastern Black- 

Saa 9,0 13,1 8,7 7,3 8,6 
Eastern 

Anatolia 30,3 20,2 13,6 4,5 4,9 

100,0 100,0 100,0 100,0 100,0 

Therefore, the Central and Eastern Anatolia and Antalya regions, 

where 46,3 % of the population lived, contributed only 19,5 $ of the 

manpower and 24.1 $ of the value added produced in organized manufacturing, 

while the Marmara region, having 18,6 $ of the population, contributed 

46,6 i» of the employment and 48,0 c/o of the value added generated by 

organised manufacturing. The picture did not improve in the course 

of the last 10 years. On the contrary, it may have worsened,  in spite 

of governments ragionai development policy. 

â 



"^^ '¥• • 

- 25- 

Under the Third Plan in manufacturing, the public sector 

plans to establish new industrial plants in   33 provinces. To 

stimulate private investment, the Plan proposes to continue 

the current system of extra incentives for industries in 

priority areas. In addition to existing incentives, there is 

a need perhaps for more Government assistance in identifying 

and preparing projects to be located in priority areas. Further 

measures would include increasing the availability and reliability 

of eleotric power supply, and improving thetelecommunication network 

linking provincial towns to Ankara and Istanbul. The establishment 

of regional development corporations, as suggested in the Third 

Plan, may also be desirable. The Plan envisages continuation of the 

programme to establish estates for small industries in outlying 

regions based on a UNDP pilot programme. This programme seems well 

prepared, but suffers from a lack of trained staff for the crueial 

technical assistance element. 

2.5   Employment in Industry 

In 1950, Turkey had a population of about 21 million, 

mostly rural (71 £)» and in 1975, reached 40 million, with 58 i 

rural. The average growth rate   of the population is about 2,7 %• 

The urban population grew muoh faster and in 1975i i» 42 % of the 

total. 

The labor force has increased at about 1,2 % per year during 

the same period. It inoreased in industry by 4,2 # in the fifties 

and 3,2 # in the sixties. The low growth of the labour force 

(1.2 $ per annum) compared with population (2,7 £ per annum) can 

be partly explained by the rising proprtion of the young, the rapid 

increase in the school population and the emigration of workers 
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abroad in the late sixcies and early seventies. This emigration 

absorbed 14 # of the incremental labour supply after 1975, and 

until recently. 

The share of industry in overall employment grew from 8,3 # 

in 1962 to 12,7 % in 1975» The development plans were theoretically in 

favour of labour intensive techniques, but the development policies 

actually implemented resulted in the use of capital intensive techniques 

and created much less employment than had been expected. The development 

policies in industry actually emphasized a high rate of growth of 

output and labour productivity rather than employment,  although the 

labour surplus rose from about 1,1 million in 19Ó2 to 2,0 million in 

1975t  and the   unemployment rate is now around 13 $ despite emigration 

of more than 700.000 workers abroad. A large fraction of migrant 

workers is made of skilled workers, who are a scarce resource for the 

fast growing economy. 

Despite the additional employment provided by the basic 

materials industries- iron and steel,  chefcicals and cement, th« 

analysis shows that the  employment effect of the heavy investment 

in industries has been particularly weak. The rise of the marginal 

investment per worker by three to four times in the late sixties 

compared with the earlier periods reflects a substantial change in 

the structure of industry and also the effects of various factors 

favouring a capital intensive development, such as low interest 

rate policies, overvalued exchange rates and fast rising industrial 

wages. 

Unemployment is projected in the Third Plan at 15 $ of 

labour force outside agriculture in 1977.    This rttia may even 

riBe in reality since emigration dries up in recent years as a 

result of the economic slovidown in Western iiurope. Some observers 

feel that substantial increases in employment are feasible at a 

small loss in terms of overall growth (e.g. a 1.2 % annual increase 

in employment at a loc^  of 0,2 c¡¡ GDP growth) if more emphasis .is put 

on housing and services. 
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2,6   Investment in Industry 

The relatively faBt and sustained growth of the Turkish economy 

of the last 20 years can be explained to a considerable extent by the 

large and growing investment effort. The share of fixed investment 

to GDP at outrent prioes increased from 10,4 1» in 1950, to 15,4 % 

in I960, to 16,2 i» as an average for the First Plan period (1963-67), to 

19t3 % M an average for the Second Plan period ( 1968-72) and to an 

average 21,5 # for 1973-75. The targets for 1976 and I977 are 24.2 % 

and 25.O 1> respectively. 

Por the whole period 1950-72 the fixed investment was equal 

to 17,3 i> of the ONP at current prices and the resources used for 

increase in stocks were 1,3 # of the GDP. It is important to stats 

that throughout the plan periods an effort is being made to allocate 

less and less resources for stocks increases. 

Sectoral allocation of investment respected the Plan 

priorities, with industry been given the highest priority. The share 

of industrial investment in the total fixed   investment    as 

oompared to investment in agriculture grew as follows! 

Table   8.   Fixed Investment in Industry 

(per oent from total fixed investment in current prices) 

Sectors 1950 I960 1963-67       1968-72     1973-75 

industry 10.0      27.8        31.1        37.1      40.1 

Agriculture 10.O 11.1 14.9 12.2 11.5 
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Although the Third Plan target rate for industrial 

investment  (45.4 <*>) is unïtely to be achieved, the growing 

investment effort in industry iß obvious. 

The  largest ever increasing portion of industrial fixed 

investment has been allocated to manufacturing, followed by energy 
and mining industriosi 

(per cent) 
*MW0VIUVill>      l>< i_wa¿or MSM» 

Ssotors 1963-67 1968-72 1973-75 

Hinin« 

Manufacturing 

Energy 

17.8 

62.7 

I9.5 

9.3 
68.2 

22.5 

9.9 
71.2 

18.9 

Industry total 100.0 100.0 100.0 

The distribution of the fixed investment among different industries 

within the manufacturing sector is of particular interest,  since it 

indioates the long-tern priorities assigned to those industries. The 

largest part of the manufacturing fixed investment has been allocated 

to industries producing intermediate products, followed by consumer 

goods and investment goods. The shares of food processing, beverages, 

tobacco, textiles, leather, rubber, cement, glass and clay industries 

tends to decline, while the relative shares of petroleum,  chemioals, 

fertilizers,  steel and non-ferrous, metal products ani machinery as 

well as electronics constantly increase. This could be seen fro« the 
following tablet 



<^m^^^H^*W^ «• •      •» 

-29 - 

the Manufacturing Sector 

(par oant) 

Sub-aectora 1963-67 
actual 

1968-72 
actual 

1973-77 
projected 

1973-75 
aotual 

gonwatr QQQU &£ 17.5 \M &1 
Food, Beveragee 
and Tobacco 12.8 8.9 6.6 

Textile« and 
Clothing 15.2 8.« 10.0 

aflttrmrtaitf Pryfrtf » 56.2 68.2 Í\fí sa.4 
Foraat Produota and 
Printine 5-7 9.5 6.7 
Leather, Rubber 
and Plastloa 5.1 1.9 2.1 
Petrolaura, Chemical«, 
Pertiliaara                13.0 24.4 22.7 
Canantf Qlaaa and 
Clay U.3 8.7 4.0 
Steel and non- 
ferroua 23.1 23.7 26.0 

7.5 7.5 

22.0 

14.1 

JL* 
Metal Produota 
and Naohinery 

Eleotrioal Machinery 
and Sleet ronio«          2,4 1.7 3.5 
Tranaport Equipment 3.2 4.5 4.4 

0.7 0.5 mm 

Total 100.0 100.0 100.0 100.0 

Oonaidarable inoreaae of induatrial investment ia planned for 
I976 (65 i» at outrent prioaa). Heavy eaphaaie is being given to 
energy and mining. 
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2,7      Economic Efficiency in Industry 

The limitad information available does not allow a comprehensive 

analysis of the economic efficiency in the Turkish industry at different 

levels. However, even this fragmentory data, properly organized and 

analyzed,  provide an opportunity to detect certain general trends 

characterising the performance of the industry with an emphasis on 

the qualitative economic indicators. 

In general terms the rate of economic growth is subject to 

the proportion of investment in GIIP and the efficiency of this 

investment.  In the previous section^  it was found that a major factor 

for the relatively high growth ratee in Turkey has oeen the considerable 

investment effort. The gross investment v;as about 10 f* of the GNP in 

the early 1950s,  increased to around 15 £ in the early 1960s and was 

in the range of 20 # in the early 1970s, i.e. it doubled within two 

decades. The growth rates of GHP also increased, but at a slower paoe. 

One should not easily conclude from this, that the efficiency decreased, 

because thiscriterion takes into account only the investment as a 

factor of production and omits other factors - the utilization of 

current material inputs as well as of labour. One may only say that 

the investment - output ratio    deferiorated,  compared to the early 

1950. An analysis of the behaviour of this indicator in the Turkish 

economy for the period 1962-1975 indicates slight improvement. Investment 

output ratios were calculated for each year ani average ones for the 

five year periods, dividing the fixed investment as a per cent of the 

GDP (both in I960 prices) to the annual growth rates of GDP,  assuming 

one ynar time lag. The average investment output ratio for I963-67 is 

3,06   going down to 2,93 for 1968-72 and further down to 2,86 for 

1973-75. 

The Incremental Capital Outout Ratios (IC   ?) were also computed, 

dividing the annual fixed investment in 1968 prices to annual incremente 

in GDP in I968 prices, assuming also one year time lag. The  ICC is remain 

stable - from 2;80 for the First Pive Year Plan period to 2,90 for the 
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Second and 2.86 for 1973-75. In the early 1950s, the average 
5 year IC3Î was 2.13. 

It may be premature to derive a conclusion that the 

performance of the Turkish economy deteriorated.    First, because 

the ICO.Ì is only a partial criterion of overall efficiency and 

secondly, because of the complexity of factors, determining the 

ICO*, the drastic strucutral changes being one of them. 

Similar analyssis was carried out for the whole industrial 

••ctor and particularly for manufacturing industry. Industrial 

fixed investment at 1971 prices and value added generated by 

industry at 1968 prices were used. The time lag was also assumed 

to be one year. Por the First Five Year Plan period,  the ICff.l in 

the industrial sector was 4.25,  going up to 6.38 during the Second 

Plan period and slightly down to 6.00 for the three years of the 

Third Plan period. The major "blame" for this deterioration should 

be put on the structural changes as well as on the inefficient use 
of the resources. 

In manufacturing the trend is the same, with the only 

difference that the increase of the loo? is more consistent fro« 

3.16 for 1963-67, to 4,52 in I968-72 and further up to 5,58 for 

1973-75. 

The above data, characterizing certain features of the 

eoonomic efficiency in the national economy, in industry and in 

manufacturing could be summarized in the following tables 

Table    11.    Capital Intensity of Output 

P,piodB National Economy Industry Kanufantuririff 
investment-      _„,„ 

ICOR ICOR IGOR „output ratio 
First Fiv* Year 

Z%*   ^ri0d 3,°6 2'80 4»25 3,16 1963-07) 
Second Five Year ?.91 ? 00 A >A *  C« 
Plan   period **3 *,9° 6»38 *'$2 

'1963-72) 
Third Fivo Year Plan 2,86 2,Q6 6,00 5,58 
period (1973-75 actual) 
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A very comprehensive analysis is needed on the economic 

efficiency in the Turkish industry, and a special study should 

be carried out for that. One of the fundamental facts this study 

would have to deal with is the interpretation of the changes in 

the ICORs and/or investment-output ratios.    All developed countries 

in the early sxages of their industrialization    experienced certain 

objective,   inevitable    increase of the capital intensity of their 

industrial production until they have reached certain level of 

development. Turkey,  as well as the other developing countries are 

now at the stage of the growing capital-output ratio (which alone 

still may not nean deteriorating efficiency). The problem is,  however, 

how much this increase  is unavoids-c le, where the effects of poor 

utilisation of productive resources start? Such a question, naturally, 

oan not be answered in this study. 

While investment-output ratios have progressively deteriorated 

in the industrial sector and in the manufacturing,  the labour 

productivity has constantly improved. The average annual  industrial 

growth rate for the period 1963-75, was 10,5 £. The industrial 

employment for the sane period grew annually at 4,3 #. Therefor«, 

roughly 60 $ of the industrial growth could be attrictured to a 

higher labour productivity, and only 40 £ comes from additional 

employment. The role of labour productivity in industrial growth 

varied throughout the years from around 80 % in 1963-64,  to 27 % 

in 1967-63 or even negative in 1970, when the employment  increased 

more than the value added generated in industry. This relatively 

high contribution of the productivity is a reflection of the 

Government's strater/,   Duttinjr more emphasis on growth and productivity, 

rather than on employment. 

In order to draw the complete overall picture of the 

efficiency in the Turkish industry,  an analysis of the raterial 

intensity (raw materials,  fuel, energy etc.) of the industrial output 

should be carried cut.  The essential data for =uch nn analysis however 

was not available when this review has been prepared. 

I 
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3.      The Institutional Infrastructure for Industry 

Turkey is a republic,  subject to constitution.    Parliament is popularly 

elected, with a National Assembly and Senate.    The industrial development 

plan should be approved by the parliament to become a law for implementation 

by the public sector and an indicative document and guidance for the 
private sector. 

Within the government,  the State Planning Organization (SPO) play« a 

oentral role in economic policy formulation.    The SPO is supervised by 

the Prime Minister or the Deputy Frime Minister, and is headed by    an 

Undersecretary.     It consists of two bodies."  One is the High Planning Council, 

composed of four ministers headed by the SPO supervisor and usually in- 

cluding the Finance Minister.    In addition,  the undersecretary of SPO 

and the heads of the three departments, mentioned below are members, bringing 

the total of eight in all.    The High Planning Council is responsible for 

recommending the five year plans and the annual programmes to the govern- 

ment,  and thus plays a crucial role in setting priorities.    The High Planning 

Council regularly reviews the implementation reports prepared by the staff 

of the SPO and recommends measures to the government. 

The second bo1/ is the SPO staff with its three main departments: 

Economic Planning, Social Planning and Co-ordination.    The first two are 

responsible for the preparation of the plans and annual programmes as well 

as research, analysis and policy recommendations in their respective fields 

while the third department is charged with the follow-up of the plan 

implementation and with maintaining co-ordination among various government 
agencies. 

Three Ministries also play a considerable role in the overall decision- 

making process:  the Ministri    of Industry and Technology,  of Finance and 

of Commerce.    Other ministries are also concerned with specific aspects of 

industrial development decision making and implementation,  but they are not 

as significant as the above three.    The Ministry of Industry and Technology 

is of importance»both because it administers many of the  investment incentives 
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currently affecting the direction of industrial growth, and because    the 

State Economic Enterprises in the industrial sector are under its super- 

vision.    The Ministry of Finance has traditionally been the prestigious 

ministry, vieing    with the State Planning Organization for control ovsr 

economic policy.     The Ministry of Commerce is instrumental in the formulation 

of the foreign trade regime,  implementation of export incentives, and so on. 

In addition to the ministries,  there are also other Government institutions 

at a lower level which play a role in guiding industrial development.    Chitf 

among them are the Central Bank, DYB and the SEE.    The role of the Central 

Bank was strengthened in the 1^60's.    It has a major responsibility for 

the allocation of credit to different industrial sectors, and for setting 

guidelines for allocating credit lines to individual firms. 

The DYB lends to the SEE on the basis of their creditworthiness.    It is 

therefore an agency which affects the allocation of resources within ths 

pubi io sector. 

The State Economic Enterprises (SEE) play a significant role ih 

industrial development through their own decisions,  as well as  influencing 

the decisions of other government institutions.    All  investments undertaken 

by the SEE must first have the SPO approval.    SSE's are usually set up, 

as stated earlier,  on a branch principle.    They did play and will continue 

to play a significant role in achieving certain strategic industrial development 

goals,  in regional diversification of industry, solving important political, 

social and other problems of crucial importance to the country. 

The private sector also has a variety of interests and concerns about 

the direction of economic policy.    There are different ways in which it can 

and does influence decisions.    Until recently, the major official mechanism 

was the Union of Chamber; of Commerce and Industry - an organization of private 

sector firm*.    Each industrial sector has its own Chamber.    The chambers 

were regional, and then, when meeting together in Ankara,  constituted the 

Union of Chambers.    The Union represents private sector interests in a 
number of ways. 
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Other private Meter organizations have been establishod in the 1J/0'», 

•uoh a« the Association of Industrialists and Businessmen, and they, too, 

•peak out on economic policy issues and represent private sector interests. 

In addition to the influence of industrialists, there are trade union* 

with their own interests in the direction of the industrial development. 

In general, they have been interested in issues such as higher wages, 

collective bargaining rights, retirement benefits, and other issues affecting 

working conditions and rewards. 

4»      Industrial Development Policy Objectives and Strategies 

Turkey has followed a consistent development strategy since the 

establishment of the Republic in 1923.    The aim of this strategy was a 

modernisation of the country in a system of a mixed economy, the main emphasis 

being put on industrialization and self-sufficiency.    A varying importano* 

was always put on the integration and development of the backward regions. 

The development of industry and in particular manufacturing and energy 

have consistently been given a high priority, with relatively less attention 

to employment. 

In order to pursue the development strategy of the country in a more 

systematic, consistent and co-ordinated way, the economic planning was made 

a requirement in the 1J61 Constitution and waa introduced as from early 1)60 

in the form of national development plans. 

4*1    Industrial Development Objectives and Strategies during the 

First Five Year Plan (196 3-1 #7) 

The First Five Year Plan pursued the traditional strategy of 

industrialization in a mixed economy more vigorously and systematically. 

More emphasis than in the past was put on achieving a higher rate of 

growth and investment in a balanced economy as well as on the composition 

and sectoral allocation of investment.   Attention was also diverted to 
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better regional balance in the allocation of industries,  better economic 

organization and more consistent government economic policies stimulating 

industrial development - both in the public and private sectors.    More 

attention was paid to improving the entire system of the State Economic Enter- 

prises  in Industry and particularly their efficiency.    Other objectives 

were to increase the number of new employment opportunities  in industry, 

to improve the mobilization of domestic resources for financing economic 

development,  to increase the contribution of industry in reducing the 
balance of payments deficit,  and so on. 

*•*   Industrial Development Objectives and Strategies during the Second 
Five Year Plan (1968-U72) 

The main objective of the Second Flan was defined as follows:  "The Second 

Plan aims at strengthening the structure of the Turkish economy to a level 

capable of sustaining a high role of growth through efforts consistent with 

the principles of social  justice and of equality in opportunity and, 

consequently, it aims at raising the standard of living of future generation« 

rather than raising the physical welfare or consumption level of the 
community during the period 1967-1972", 

The industrial sector has been assigned a leading role in achieving 

the main objective - to accelerate the rate of industrial activity in order 

to obtain rapid development and considerable structural changes.    The 

planned growth of the industrial sector has been based on the repid increase 

in demand,  the domestic raw material availabilities,  the mobilization of 

domestic investment funds,  utilization of modern production technologies 

suitable to the conditions in Turkey.    Through rapid industrialization it 

was expected to change the traditional structure of the economy and achieve 
important employment and foreign trade effects. 

Priority in distribution of investments was given to the industrial sector 

and particularly manufacturing.    First priority within the manufacturing 

sector was given to intermediate goods industries - chemicals,  fertilizers, 

iron and steel,  petroleum,  cement, metals, rubber,  etc.,   followed by investment 

goods industries.    Priority was also given to energy,  followed by mining 
industry. 
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Objectives were set-up for improving the organization of the 

industrial sector,  the system of policy measures and regulations, lowering 

the production costs.    The policy of import substitution and industrial 

export promotion was reiterated again, a special attention was drawn to 

the economically justified scale of production units, to increasing employ- 

ment in manufacturing, to better distribution of manufacturing capacities 

throughout the country on the basis of certain criteria and improving 

industrial research and technical services. 

4.3    Industrial Development Objectives and Strategies during the Third 

Five Year Plan (1373-1 ?77) 

i'* 

The Third Plan development strategy is a continuation   of the strategy 

of the two previous plans and constitutes the first stage of a long- tern 

strategy for the period 1973-1995.    The Third Plan target growth rate for 

GDP averages 8-% per year.    Value added in industry at factor cost is 

expected to grow at llyi per year.    The Bhare of industry in GDP would increase 

to almost 2% in 1 ?77«   Considerable ever groviing portion of the total 

investment is allocated to industry. 

The strategy   of industrialization embodied in the Third Plan consists 

of an aonelcr-ticn of growth, application of advanced technology and a farther 

shift  in emphasis from consumer good« to intermediate and basic investment 

goods  industries.    These objectives are necessitated by the projected 

domestic demand, the achieved level of import substitution and the imperative 

need to prepare the industry for joining the European Economic Community 

(EEC). 

Manufacturing output is expected to increase at more than 11% per year 

with first priority given in the allocation of investment to intermediate 

goods,   followed by investment goods and consumer goods,(particularly textiles 

and clothing).     In investment goods industries, emphasiB is placed on 

production of diesel engines,  a shipyard    and other transportation requirements, 

and on heavy machinery and equipment as well as electronics.    In the 
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metallurgical industry priority is given to expansion of existing iron 

and steel capacities, aluminum, zinc and lead projects as well as to a 

»ubstantail expansion of the chemical, cement, pulp and    paper industries. 

Export of manufacturing goods will accelerate,  reflecting the 

structural changes in production, with more emphasis on exports of intermediate 

and investment goods, as well as textiles. 

The mining sector targets aim at meeting the requirements of the 

industrialization strategy in terms of inputs and energy, with a more 

efficient exploration and use of domestic natural resources.    The primary 

objective of the energy policies is to meet demand as far as possible from 

domestic resources.    For that purpose energy production will grow at a higher 

rate than manufacturing and other industrial and non-industrial sectors. 

The industrial policy of the plan advocates incentives and reasonable 

protection for intermediate and investment goods industries which require 

advanced technology,  control of monopolistic industries and integration of 

branches with high inter-indus try transactions.    Research and training in 

technology,  productivity and standards will be promoted. 

The public sector will continue to play a leading role in industrial 

development.    It will invest in large projects and in projects required 

by the strategy of the Plan, which are not taken up by the private sector 

due to size,  low profit or risk.    Private investment is to be encouraged, 

also in the priority areas (except for strategic natural resources and 

monopolistic industries) and joint foreign investment  is accepted when 

it introduces new advanced technology, promotes export and is internationally 

competitive. 

The high growth targets, the changing industrial structure, and higher 

level of technology aimed at in the Plan are to be achieved under considerably 

deteriorated economic conditions in the world economy,  particularly in the 

major partners of Turkey. 
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4*4   Lone-term Industrial Development Strategy and Objectives (1373-1995) 

The long-term development strategy of Turkey for the 22 year period 

1973-1995»' when »he expects to become a full member of the EEC, requires 

the realization of the following basic objectivée: to raise the standard 

of living to the level prevailing in Italy in 1970, through accelerated 

industrialization in a mixed economic system, solving the employment problem, 

improving the income distribution, while decreasing considerably the dependenoe 

on foreign capital.    The achievement of the long-term objectives are 

expeoted to resolve the major problems currently facing the economy and 

prepare the country for joining the European Common Market by 1995. 

The time horizon and the components of the long-term development strategy 

are determined by the Turkish decisions to joint the EEC and the respective 

*^ commitments she undertook by the Annex protocol signed in 1970.    It becomes 

a necessity for Turkey to prepare herself for joining the EEC as a full 

member - i.e. to reach a level of development and economic structure corres- 

ponding to the other EEC member countries.    According to the Ankara Agreement, 

the last phase will be based on a customs union and will be a period when 

Turkey's economic policies will be made to merge with the Community's common 

eoonomic policies.    If Turkey does not secure this, the EEC oommon economio 

policies may hurt her vital national interests. 

In the long-term strategy GBP at market prices is expected to raise at 

9& per annum.    The industry will grow at 10.7 £ per year and will generate 

37£ of GDP by 1995.    Within manufacturing industry priority will be giver, 

to investment,  intermediate and durable consumer goods.    Particular attentien 
will be paid to the development of chemical and petrochemical industries, 

building materials industries, metal and metal products, machinery and 

transport equipment, electronic equipment. 

Financing the sustained growth of investment required by the strategy 

objectives will call for rapid increase in savings (private and public), 

achieving one third in relation to the GDP.    The marginal ratio on domestic 

savings is expected to increase to 35 # for the 22 year period.    Foreign 

capital will be welcomed to cover the domestic savings 'pap,  provided it 

introduces advanced technology,  training of qualified manpower and opens up 

export markets.     Industry will absspb as an average 4R - 50,0 of total fixed 
investment. 
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In the long-term development strategy, the employment eituation is 

expected to deteriorate until I987 and improve thereafter.    The strategy 

does not assume constraints in the supply of skilled labour in reaching • 

a fast growth rate with a significantly different growth pattern.    The use 

of modern and capital intensive technologies in industry and skill improvement 

will contribute to a substantial  Increase in labour productivity. 

The State is expected to continue to be mainly responsible for 

attaining the goals of rapid industrialization.    It is assumed that the 

private sector is still financially too weak to undertake large investment 

projects.    The State thus has the responsibility of establishing industriel 

which are capital intensive, require an advanced technology,  involve an undue 

amount of risk, projects which concern national defense or which are considered 

necessary for carrying on the regional development policy. 

In order to achieve the economic and social objectives for I995 

a number of principles are set forth in the strategy which are to guide 

the policy-makers     over the coining years.    First and foremost, sweeping 

reforms in the public sector,   in the central and looal administration and 

the State Economic Enterprises are considered to be essential conditions 

for attaining the desired objectives.   Emphasis is given to coherence'of 

administration by effective vertical and horizontal co-ordination.   The need 

to reorganize the State Economic Enterprises along the lines of modern 

managerial practices has once again been strongly underlined. 

The long-term strategy calls for a type of growth in industry, which 

relies almost equally on additional employment as well as on increased 

labour productivity.    With an average annual industrial growth rate for 1973- 

19>5» of 10,7 per cent, the employment in industry will grow annually at 

5.ft*.    Therefore,  about 45 per cent of the industrial growth will come 

from increased labour productivity. 

The long-term strategy also calls for more insistant action in improving 

considerably the economic efficiency in the national economy,   industry 

included,  for following a more consistent policy of regional diversification 

of industrial establishments,  for developing an appropriate infrastructure 
for economic and social development, etc. 
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The reduced dependence on foreign resources is to be reached by 

increased exports, especially industrial exports, oombined with import 

substitution in industrial raw material and capital goods, to meet the 

rapidly increasing demand in these sectors.    The central objective of rapid 

industrialization is expected to influence and guide major policies in 

other areas such as fiscal, monetary, credit and foreign trade   polioies, 

incentive measures, education programmes, infras truc turai development 
polioies. 

The long-term strategy contains broad guidelines for policy in respect 

of education, health, housing, urbanisation, etc. these are mainly seen 

in the context of industrialisation, social stability and welfare.    Such 

policies will be implemented only to the extent that they do not oonfliot 

with the main targets of rapid industrial i zation. 

The most important quantitative targets of the long-term industrial 

development strategy until 1995 may be summarised as followsi 

T*D1« 12.        Long Term Targets (1972-1 iyj) 

72=77 1372=87 W-J!,   ly/iMJB 
average       average     average   averags 

2.2 2.4 

1. Population - average annual growth 
rate* 2#4 2.5 

2. Gross Domestic Product (market prices) - 
average annual growth rate % 8.0 8.7 9.7 9.0 

3. GDP per capita average annual increase 
* 5.1 5.8 7.3 6.3 

4. Industrial output at 1971 prices - 
uveras annual /rro-rth  rete £ 11.3 11.0 10.3 10.7 

5. Labour productivity in industry - 
average annual increase % 4,2 5,6 4^3 « t 

6. Investment in industry    percentage 
from total investment ji 45 48 50 49 
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1. Population, million« 

2. Total domestic savings as percentage 
of GDP % 

3. Industrial ouput as percentage of 
GDP at factor cost   $ 

4. ïmployment in industry - percentage 
of total employment   % 

12Z2 1777 im 1)95 

37,5 42,6 55,5 65,9 

19,6 25,4 30,5 31,7 

23 27 34 37 

11 14 18 22 

5«     Potentials and Constraints 

5*1   Infrastructure 

Electric power supply is one of the most essential components of 

industrial infrastructure.    The combination of rapid industrialisation and 

urbanisation during the last twenty years was responsible for the fast growth 

of energy production and consumption.    Electricity generation increased 

from 1.2 billion KWH in 1953 to I5.6 KWH in 1975, or around 1$ average 

annual rate.    In 1973 a serious power shortage appeared as demand boomed 

and the completion of major power generating stations under construction 

delayed.    The industry consume« 75 - 76 i from the    electricity throughout 

the last two decades.    This share is expected to continue through the noxt 

two decades in accordance with the planned emphasis on industrial i »at ion. 

Total energy consumption incrsased from 7.7 million tons of petroleum 

•quivalant in 1950 to 21.3 million tons in 1972 and is expected to reach 

64 million tons by I985.    The demand for electric power is expected to rise 

at about 14£ annually through I978-8O as a result of entry into operation of 

•one power intensive industrie«.    Thereafter the annual rates are expected 

to be in the range of 10-11£ up to 1985 and 7 - 8 % through the end of the 

century.    If mor« pow«r inten»iv« pattern of industrial development is 

adopted those rates have to be increased, otherwise power shortage« may 

develop.    The electric supply system is expected to be strained until the 

completion of the large Elbistan project, scheduled to come into ope ratio« 

in suooossive stages in 1978-80.    The development programme is a complex   one, 

including over 30 projects through I987. 
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Turkey hae an integrated »y a tarn covaring the western and central 

•portion of the country.   This system is being expanded with a goal of 

establishing a grid covering: virtually tha whole of the country by 1980. 

The Turkish system is oonnected with the neighbouring Bulgarian eystea. 

Similar arrangements have batn explored with USSR, Syria,  Iran. 

The primary objective of the energy pol ici a« ie to meet demand aa far 

M poeeible  from domestic eourcea.    The development of multi-purpoae 

hydroelectric plante ie to be accelerated.    Ilia introduction of nuclear 

energy is to be explored and poaaibly aleo acoelerated.    Electric power 

development after 1990 will have to rely heavily on nuclear energy. A nuclear 

power plant of about 600 KW ie considered for the early I960'a.    The steep 

riee in tha ooat of imported oil  , Tin 1975 «or* than 38& of electricity 

waa generated from fuel o ili underlines the importance of growing priority 

to domestic energy sources («ainly lignite and hydro power) and the need to 

develop them aa soon as possible.    The possible use of geothermal resources 

(in the Age an region) for power production haa been under consideration for 

time and there are tentative plans in this respect. 

The investments in the field of energy are eo figured as to prevent 

the latter from becoming a bottleneck in the coming years and especially 

to oomply with the requirements of a rapid industrialization.    Priority 

is given to  investment! aimed at the construction of hydro-electric and 

thermal power plante and the expansion of the existing ones, and to those 

allocated to the expansion and modernization of the power, communication 

and distribution networks,  to the utilisation of domestic geothermal potential 

and of natural gaa. 

Tranaport is another indiapenaable component of industrial  infra- • 

structure.    Growth in transport since 1930 came mostly from the construction 

of a large network of roads linking the rural districts to the citiee, 

in contraat with the emphasis on railway construction in the previous period. 

Although there have been heavy investments in the past twelve years, 

Turkey's road system is still lesa than adequate.    At the end of 1974 

there were  224000 km of roads and tracks,  inoluding 35tOOO km of state 

highway (over 50$ of which were concreted or aaphalted roads).    The length 

of surfaced national and provincial     roads doubled and traffic density increased 
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from 0.1 million unit-km per km of road to 1.2 million.    Road transportation 

is the primary mean of land transport, its share of freight transport 

increasing from 24Í in 1^0 to 72c in 1)12.    Bnphasis now is on improvement«. 

There is a provision for a double carriageway super-highway through Turkey 

from Bulgaria and Greece to Syria,  and for a new coastal  road from Istanbul 

to Iskenderum.      Although work on the first highway has begun,  neither of these 
is likely to be completed until the miÄ-l?8C's. 

The railway network remained substantially the same - 8,140 km in December 

U74.     The situation of the railways deteriorated,  as a result of the lack 

of funds for the maintenance, low rates, and poor conformity to the new 

pattern of traffic flows,  resulting from the fast economic growth.    There is 

no sufficient finance to provide new locomotives and rolling stock which 

are badly required,  although the railway have begun local  production of 

«hunting and main-line diesel locomotives.    Rehabilitation programme is in 

proce««.    If considerable improvements were not made in the near future, 

the rail transport may cause some difficulties and become a bottleneck 

in the  implementation of the industrial development strategy. 

Water transport  increased at about 6£ per year in the i960's, the 

merchant fleet consisting of small and old ships.    In 1974 Turkish vessels 

handled only one third of the international cargo at Turkish ports. Up to 

20Í of export earnings are spent on foreign freight.    Effort« are being 

made to increase holding of modern vessels.    Shipbuilding capacities 

increase.    More efforts are needed for the expansion of maritime transport 

to meet the increasing demand of the economy and the industry in particular. 

The commercial air fleet expanded considerably,  responding to a high 

growing demand.    The expansion will continue by obtaining more aeroplanss, 

building large and modern airports, modernising the existing ones, etc. 

The other element of the infrastructure - the housing increased fast, 

particularly in the l^O's, with the floor area of the construction 

permits increasing at % per annum between U56 and 1/72.    Urbanization, 
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massive industrial development and higher incoaes growth contributed to 

thie expansion.    In the course of the current Plan and in the future 

in the housing sector,  efforts will be directed towards the construction 

of large scale housing schemes and the acquisition of land by the public 

sector to avoid speculation   Housing should protably grow at a higher rate 

than planned to provide accommodation for the increasing number of people 

to be employed in industry as well as other sectors of the economy. 

In the field of education, including adult education, due priority 

i» given to the investments for formal education designed to meet espeoially 

the need of the developing industry for skilled manpwer. 

Investments in health services, designed to preserve and/or improve 

environmental condition and to develop preventive medicine are given a 
priority. 

5» 2   Raw Materials Resources 

Turkey is a fairly rich .country as regards natural resources,  although 

she is not at a point of self eufficiency in some of the essential 
minerals and petroleum. 

Turkey has solid agricultural raw materials resources.    It has probably 

a greater long-run comparative advantage in agriculture than do most developing 

countries due to her climate, combined with proximity to Europe.    The 

Mediterranen coast, the Anatolian plateau and the Black Sea region have 

distinctly different climates and provide for a Wide range of agricultural 

production.    Crops vary from cotton,  tobacco, olive oil, sugar beets, 

fruits and vegetables, citrus fruits and nuts to wheat and other grains. 

Livestock,  fishery and forestry potential are also significant.    Substantial 

part of the agricultural products have been and will be exported    fresh, 

but they constitute a ground for further development of agrobased industries 

to meet increasing local demand as well ae for exports.    Improved relations 

with EEG are expected to continue exerting additional demands for 

fresh,  Bemi-prccessed and processed agricultural products. 
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Turkey's substantial mineral reserves have sxill only been partly 

surveyed and are as yet little developed.    Large quantities of the following 

minerals have been found:    bauxite,  borax,  chrome, copper,   iron,  rr,-.\— ic:o, 

sulphur, tungsten, coal, lignite and others.    The mining sector has not 

played an important role in the Turkish economy despite the existence of 

extensive mineral resources and strong potential demand.     This   is essentially 

due to  insufficient exploration of the resources, high transport costs, 

obsolete mining laws, management and staffing problems in the  institutions 

dealing with this sector. 

The mining industry has a high priority for development at the Third 

Plan.    The plan sets a target for roughly doubling minerals production 

between 1972 and 1977, corresponding to an -average annual growth rate of 

^%.    Production of metalic minerals will grow by no less than 2T/o per year. 

This will considerably reduce the import of minerals and on the other Land 

provide output for export,  and , which is more important,   for developing 

processing capacities in the economy in a medium and long-run.     Iron 

or« production would be stepped up from 1.6 million tons of Fe content 

to 5.5 million tons in 1977, virtually eliminating the need ftr irrcrt attics o^^e. 

In ths short and medium term, however, iron ore output will not keep pace 

with demand and some imports are necessary. 

Particular attention has been paid recently to setting up an aluminium 

industry using Turkey's unexploitated reserves of bauxite.    The newly 

built plant has an annual production capacity of 200,000 tons of alumina, 

60,000 tons of aluminium ingots and 25,000 tons of rolled products. 

Large investments have been made in the further development of the 

copper industry.    A lead and zinc ore processing complex is being constructed. 

About 40* of the investment in mining for the Third Plan is to be 

allocated to prospecting and research, excluding metallurgy. 

Turkey'B known oil deposits, mostly in Siirt province,  currently meet 

lees than 306 of domestic demand.    Oil has been produced in small quantities 

since the U30's but no significant fields have been discovered.    Thore 

are two general  reserve areas:  at Batman in southeast and on the Mediterranean 

coast near Iskenderurt.    Off-shore prospecting is under way near Tskenderum. 
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Proven réserves are variously estimated at 20 to 70 million tons, or 

only 6 to 20 year at current production rates.    The wells are generally 

low-yielding and prospects are not bright for increased production. 

Under an agreement signed in 1973, construction of a 900-km pipeline 

to carry Iraqi crude oil from Kirkuk to Dörfiol was begun in 1975.     Intially, 

thi» t 400 million pipeline will carry 25 million tons a year, rising up 

to 35 million tons a year in 1983.    Of this Turkey will receive up to an 

annual 14 million tons at preferential rates, as well as transit royalties. 

There is also a scheme for piping Iraqi natural gas to Turkey.    Similar 

explorations have been made earlier with Iran. 

No commercial fields of natural gas are known and there is no 

production, although some associated gas does occur in connexion with 

the oil production. 

The investments in mining industry during the Third Plan as well as 

in the long-term are being and will be directed especially to the exploration 

and production of metals which would supply the inputs needed in manufacturing 

end energy and would contribute to the increase of exports.    The average 

annual growth rate in mining for the period 1973-1987 is 13ft. 

5« 3   Manpower. Technical and Managerial Personnel 

In I950 Turkey had a population of about 21 million, mostly rural 

(71Í).    In 1976 it is 41 million.    The total Turkish population is expected 

to increase at an average of 2.6i per year between 1973 and 1)87, and at 

2.2& from 19&7 to 1995«   The population of Turkey is expected to be about 

65 million in 1995. 

A very rapid rural-urban migration secured in tue 1950's and 1960's. 

This process will continue in the following two decades and as a result 

the share of the urban population from 38£ in 1972 is expected to increase 

to 15% in 1)95. 
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Doth, the rapid population growth and the fast urbanization process 

"helped to provide an abundant manpower, at least in quantitative terms, 

which industry and other sectors can not absorb.    This results in a high un- 

employment rate,   in spite of the massive emigration abroad until 1973« 

For the period 1973-1993,  the average annual increase of employment 

in industry will be 5.3k and the share of industrial employment will 

increase from 11# in 1972 to 22% in 1995. 

One may «ay safely that from quantitative point of view the manpower 

was not and is not expected to be a constraint for a rapid industrial 

development in Turkey.    From qualitative point of view, however, the 

picture is somewhat different - there is a large reservoir of unskilled 

and semiskilled workers and a relative shortage of skilled personnel, 

highly qualified technical and managerial personnel.    The core of the probie« 

is how to improve the situation? 

The educational  system has played and will be playing a major role 

in solving this problem.   The extension and improvement of the educational system 

has long been one       of Turkey's main social needs - the demand for education 

and for skilled manpower is greater than the existing system can meet. 

This shortfall  is manifested particularly at the secondary school level. 

Furthermore, the Universities produce too many art graduates and too few of 

the kinds of technical manpower the economy requires.    There continue to 

be a great shortage of technicians;  the ratio of technicians to professionals 

is less than two to one, as against a ratio    of around four to one in 

industrialized countries. 

Considerable progress has been made in the last 15 years in extending 

primary education, however, the general illiteracy rate of the population 

over six years of age was still 54.6 per cent in 1?70.    The primary school 

enrollment increased to 84*.    The expansion of the programmes for adult 

education and training is being combined with greater vocational content. 

The Third Plan aims at an extensive reorganization of these facilities. 



wmmmmmmmmmmmmmm^* 

-4Í- 

In the last decade,  there have been striking increases in the number« 

of technical personnel:  between 1)60 and 1170 the nunber of engineers, 

technicians and skilled craftsmen doubled.    But there is still an overall 

shortage of technical manpower and particularly narked imbalances    in cer- 

tain lines.    Thus,   in 1972 there were excess supplies of certain kinds 

of engineers, such as construction, chemical,  but severe shortages of other 

types,  such as electrical engineers.    There were shortages of all types of 

technicians and particularly of skilled building workers.    The Third Plan 

aims not only at  increasing the number of trained personnel, but also at 

correcting these  imbalances , though shortages of various types of skilled 

manpower and particular of technicians are foreseen even in 19 X). 

The Plan has an ambitious scheme of educational reform.    The structure 

of the educational system is to be  altered., and its scope considerably 

extended to serve better the needB of the socio-economic development.    $y 

1977, for example, primary school attendance is expected to be 100 per cent 

of the relevant age group, and by l.>95, 77 per cent will be in the middle 

achool; 45/b will receive secondary education and I5 per cent university education. 

The pattern of secondary education will be changed substantially. 

At present,  about 60 per cent of the students in this level take general 

courses in lycées, and 40 per cent are in vocational and technical institute». 

The Plan aims at switching these proportions to 35 per cent in the lycées 

and 65 per cent in the vocational and technical institutes by 1995.   The 

attendance at the vocational and technical institutes is to expand most 

rapidly,  followed by the institutes of higher education. 

The structure of the universities is not to be changed greatly, though 

there will be greater emphasis on the training of technical management and 

scientific manpower. 

Some studies  indicate that the Turkish Labour force has at present an 

excess capacity of professionals and a shortage of skilled urbar, labour force 

and middle-school  level administrators.    Growth requirements during 1>73-1>87 

would require the training of 3 million persons in excess of what can be 

provided by the present educational system.    A lar^e proportion of the 

additional  training needs consists of skilled workers of the midllc school 

level and of managerial and    clerical workers.    Tjuring the whole period, 

the present educational system would continue to provide an excess of 
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of technical and professional workers who will have to be employed at 

a lower grade in their professions. 

5.4    Foreign Exchange Position 

The Turkish balance of payments has been historically characterized 

by a foreign exchange shortage.    The deficit on current account averaged 

about S 120 million per year in the 1950's increasing to an average of 

S 180 million per year in the 1960's.    There was a substantial current account 

surplus in 1973,  which swung sharply to an expected deficit of S 1,950 

million in 1975.    Turkish foreign trade and* exchange policies have been 

shaped by this chronic disequilibrium situation, with complex and rigid 

controls throughout the last 20 years which varied in severity from time 

to time. 

The origin of the chronic balance of payment disequilibrium in the fifties 

lay essentially in the rapid rise of demand for imports of investment goods 

and raw materials resulting from growing investment requirements, combined 

with sluggish exports resulting from the inelasticity of demand for Turkey's 

traditional exports and the lack of orientation of manufacturing towards 

exports.    Net income  from services was small, as was the net inflow from 

foreign investment.    This structural problem was even compounded by the 

tff er.ts of price inflation on the balance of payments throughout much of 

the period.    The process culminated in a liquidity crisis which led in I958 

to a debt consolidation and relief by Turkey's debtors.    During the sixties, 

official assistance came essentially from the OECD consortium organized in 

1962 which disbursed $ 2.5 billion during 1)63-1972.    The large deficit occuring 

in recent years was covered partially by using up the accumulated reserves 

and partially through recourse to short-term borrowing from abroad.    At the 

end of I972 Turkey's external medium and long-term outstanding (and disbursed) 
was S 2.5 billion. 

However, not all of the deficit can be explained with domestic economic 

and non-economic factors.    There were and still are definitly factors 

external to the Turkish econci.y such as the increase i:   the petroleum 

prices, the general recession in the world economy,  increasingly more 
protectionist policies abroad, etc. 
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The Third Plan projected continued improvement in the balance of 

payments with a declining dépendance on foreign aid.    The trade baiane« 

deficit in 1 '77 is projected to be only S 675 million and the current 

account balance - a deficit of only S 130 million.    Por the year 1)87 the 

trade deficit is projected to be S 750 million, while the current account 

balance is expected to be positive - S 100 million. 

The Third Plan projection» have been overtaken by events.    Some of the 

assumptions on which these projections were based are no longer valid. 

Commodity import« at constant prices will probably grow at more than \% 

per annum,  compared to 7.1» in the plan.    In current prices the rise will 

be more substantial due to the rises in oil and other raw material prices 

and to general worldwide inflation.    Oil import costs, for example, may rise 

in current prices from 3 210 million in 1973 to almost S 800 in 1/77. 

Some studies on the balance of payments projections indicate that given 

the prospects of growth, worker's remittances and capital flows, the debt 

servicing capacity of the country in the medium term will not be substantially 

affected by possible variations in export and import growth, the rate of 

inflation,  the parity of the lira or the terms of borrowing. On the other hand, 

a continued stagnation of the FR Germany economy, leading to a substantial 

return of Turkish workers (or at least not accepting more workers) and reduced 

flow of remittances, would reduce substantially the level of foreign exchange 

reserves, unless this is compensated by sending Turkish workers to Libya 

(as recently discussed), or by larger borrowing from abroad.    If the economic 

stagnation is generalized to the other major trade partners of Turkey and 

prolonged, Turkish exports and particularly industrial exports, would also 

be negatively affected.    The exports may then slow down, unless new export 

markets are found. 

The balance of payments is likely to remain under pressure at least 

for the next few years, if not longer.   Appropriate policies to expand 

exports, containment of import growth to overall foreign exchange availability 

and concentration ori improving disbursements on existing commitments may 

prevent the balance of payments from deteriorating markedly. 
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Turkey continues to be creditworthy for substantial external borrowing. 

Even if suppliers' credits increase modestly, the debt service ratio as a 

proportion of total foreign exchange earnings may remain below 10 per cent 

for the next few years.    However, in view of the hardening terms of official 

inflows of external assistance and the pressure on the balance of payments, 

borrowing on suppliers? .credit terms should be carefully controlled. 

Both the Tird Plan and the Long-term Perspective are weak, in the analysis 

of the export markets for the major commodities, of the competitiveness of 

Turkish exports in these markets, and particularly weak in the analysis 

of the implications of the EEC agreement on the structure and growth of ths 

economy, including structure and growth of future imports and exports. 

In a situation where substantial foreign exchange reserves have been 

accumulated, but where inflation and shortages have appeared and even short 

term*  prospects are incertain, the medium- and long-term prospects of the 

balance of payments are particularly difficult to forecast. 

6.     Policy Measures and Programming of Implementation 

The previous presentation indicated    in very general terms the performance 

of the Turkish industry as well as the medium and long-term targets set up 

by the top policy making authorities.    Doth for assuring the successful 

industrial development in the past and for achieving the targets of the 

future,certain mechanisms of economic, organizational, planning and other 

measures have been and will be used in rurkey.    The following presentation 

will briefly review some of the most important instruments being used by 

the Turkish authorities, related to industrial development. 

6.1    Industrial Planning 

To pursue the development strategy of the country in a more consistent 

way and to implement    it successfully in reality, economic planning was 

made a requirement in the 1>61 Constitution.    It was introduced in the form 

of a national development plan.    Planning attempts were made  in Turkey 

in the lBO's and after the war, but they were not successful. 
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The time horizon of the Turkish national development plans has been 

always determined by the time horizon of the strategic development goal». 

The first 15 year perspective covering the period 1?63-1977 was aimed 

at "the solution of social problems and raising the level of general welfare". 

Within it two Five Year -Plans were implemented. 

«w. 

During the First Plan U963-67) and th* Second Plan 11)68-72) the strategy 

of modernization and industrialization in a mixed economy was pursued 

more    igorously and systematically.    Kore emphasis than in the past was put 

on achieving a higher rate of growth and investment in a balanced econotjy. 

Attention was also diverted to important social objectives - more equitabls 

income distribution,  balanced regional development as well as improving 

the efficiency of the public sector, problems of economic organization, 

important reforms, sto. 

The new developments that have emerged during this period (domestic 

and international) required a new approach in setting up strategic goals 

and priorities.    This necessitated to elaborate the Third Plan as a first 

phase within a new long-term development plan.   The time horizon of the new 

perspective plan U973-1¿95) i« determined by the commitments Turkey undertook 

in her relations with the European Economic Community - the decision to 

join the JMj as a full member by the end of the Century.    The underlying 

consideration in determining the new perspective targets is a development level 

and economic structure corresponding to the level of other Efc.C member countries 

and taking into account the domestic socio-economic conditions in Turkey. 

Reaching the development and income level and economic structure of Italy 

by 1)70 has been adopted as a strategic target, with the condition that 

Turkey's potentials are utilized in the best possible way. 

The Five Year Plans set the basic targets at national or sectoral 

levels in terms of output,  investment, etc.    for the entire plan period. 

Although some important annual targets are stated, the plan does not 

devote much attention to the timing of the outputs and investments over 

the period. 
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Once the plan is accepted by Parliament,  comprehensive Annual Programmes 

are being prepared.    Throughout the programming and implementation stage 

the Plan remains a key document, and its. provisions affect  the Annual 

Programmes and the incentive measures and re(-ulations in a variety of ways. 

The Annual  Programmes contain a list of the  investment projects (onfoing 

or new; during the year, the sectoral ana subsectoral distribution of invest- 

ments for the public sector.     It also contains a list of promotion measures 

ana the industries to which they will apply in the private sector.    If and 

when the conditions change certain adjustments may be maae  in the originally 

planned targets through the Annual Programmes.    Tne implementation stage 

then consists of making financial arrangements for tne public sector and 

granting appropriate incentives ana guidance to the private sector.    Plan 

targets assigned to the public sector are compulsory, whilst  those for 

the private sector are indicative.    Through a system of policy measures 

and incentives the private sector is guided to implement the  indicative 
targets. 

In the framework of the national plan as from 1972 provincial plans 

are also been successfully prepared and implemented.   These plans help to 

carry out the regional development policy of the government. 

6'2   Policy for .Regional Development 

The general policy for investment allocation puts a special stress on 

the necessity    of a countrywide expansion of industry.    Priority regions 

are identified and they are given a share from industry at least in proportion 

of their existing potentials.    A number of principles are set to guide 
the implementation of this policy. 

Direct ation in terms of locating public enterprises  in  priority 

backward regions, even at the expense of short-term efficiency considerations 

has had a great  impact on regional development.    This policy will be followed 

in the future too in selecting the location of public sector projects. 
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for private sector  i^ve^t:^^!-:-;  ia ro l^r..;  classi fle:<  : •". ••.;:-,l'.,"."iievc1.CTx.d. 

The investment allowance for underloveloiu-d ro/p.c:-; U, ¿0 per cent  aci 

compared to 30 per cent  for other  rc;;i ons and the i ¡.tere-t aiiüsidies 

announced for 1973 are increased by i per cent for i'.vestment crea Ur 

in backward recioti::.    Although   thee-c iuo^tivr; fo.- IM'O olicr .(. i/-i:U 

development increase the  profitability  iW ir.vo::,.::J  ir.   )uU,v¡r- regions, 

they seem to have been insufficient to effoot the  ;'.i. :. e-Ivan i a ',-:••  e-:i :;ii htf 

in  such rc/dons.     Vißorour, promotion .-.»unnrei; wou.id  !-.•• needed to attract 

more private capi tr.l in underdeveloped  -.'c;,i. ans. 

The Third Plan orinasi zea the oc» ti -.raed  develop;.^"-:, of the r.-.i.ieral 

and agricultural  resources of the unee^devcl epe:i  reri->.;.b,   continue 

implantation of state-sponsored "cead"  project?, in textil.:;,   construction 

materials,   food proces^iní;,   er./jineori:,¿: inèu^trioe a.- well ar- the applica- 

tion of preferential incentives  for private Industrie:-. 
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6» 3    State economic Lnterprisea rol icy 

Another important instrument extensively used for implementation 

of the industrial development strategy is  the establishment and promotion 

of State economic enterprises (SUL) in the  induetrial Gector. 

SEL system was developed in the mid-1 ?30's.    "ow they play a very 

important role as an efficient tool for direct and indirect government 

intervention in taking and implementing development decisions?    The bailo 

reason for such intervention is the obligation of the government to schiava 

specific objectives within specified periods. 

Due to various reasons (such as imbalances in the markets for production 

factors, lack of adequate resources in the private Eector,   insufficiency 

of know-how and organization, unwillingness to take risks,  the profit 

oriented operation of the private sector),   possibilities of proper resouro« 

allocation to achieve the envisaged development objectives are limited 

should the market mechanism be left to function free.    Thus government inter- 

vention becomes a necessity.    Moreover, one should not forget that an incentive 

system has  its costs,  sometimes rather high.    Under such conditions, iti« 

felt in Turkey,  it would be more rational  for the government to indulge 

directly in entrepreneurship,  than to bear most of the risk and the financial 

burden, while letting private capital do the management and profit from it, 

without always acting in accordance with the national development strategy, 

objectives and priorities. 

The limits of state intervention through £EZ are mainly determined by 

the development       objectives.    The division of responsibility between the 

public and private sector thus determined allows both sectorß to operate 

in a mutually complementary -anner and develop without limiting each other. 

The SEiS are assigned numerous production,  economic and social responsibilities. 

They can influence the level  of consumption of some goods,   the resouroe 

allocation among economic sectors and sucsectors,  \he distribution and re- 

distribution of income,  the level of employment, encourage  the development 

of backward regions,  etc.     In an inflationary environment,   they may contribute 

within certain limits to price stability. 



- 57 - 

The SEE   lias usually follouod _  a policy of rigid prices in 

the face of general inflation in the rest  of the economy.    This policy 

hai bean followed as a means of restraining the rise in the general price 

level and,   in the caBe of S&E prices of intermediate poods,  as a mean« 

of encouraging industrialization and import substitution.     In many caaes, 

low prices had social aims as well,  particularly maintaining the income 

of some groups,  maintaining low price for some essential  goods and services, 

employment   in underdeveloped regions, etc. The pressure on the budget 

to finance the deficits incurred by SEE ied  in the past to certain 

price increases for goods and services they produce. 

The functioning of the SEE is closely related with setting-up and 

implementation of industrial development  priorities, especially when the 

incentive  instruments available to alter the private sector behaviour 

do not bring about,  the desired results.     For instance,   when an investment 

target for a given sector or region is not  fulfilled by the private sector, 

the availability of SEE gives the government an additional  instrument 

with which to achieve the target. 

The relative importance of each or these objectives has varied considerably 

in the last  two-three decades,  and    is expected to do so  in the future. 

The St*±j have experienced in the past  and are still  experiencing some 

financial difficulties,  in terms of low profitability ana efficiency. 

The low financial performance may aerive  from two reasons:   inefficient 

operations and management,   and the pursuit  of non-econcrr.ic objectives 

assigned to  them.    A firm judgement on economic efficiency of S¡Jü can  be 

arrived at  only by first separating the costs    ncurred  by these establishments 

to fulfill  the non-economic  functions they  perform on be.alf of the government, 

and secondly  by individually analyzing the  G^E for their efficiency of 

operations.     If tnis were not done one may not be certain  that  the fund* 

which are now  being allocated to the Stu^  for performinr a number of 

socio-economic   (non-commercial) 

functions,   would not have  been spent by the government,   channelled in 

a different way,for achieving the same objectives and priorities. 
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6.4   Technological Policy 

As stated earlier, growth and productivity figure very highly among 

the fundamental  industrial development objectives, both in the past and 

in the future.     TheBe ambitious  objectives cannot be achieved without 

a sound technological policy.     This fact necessitated the elaboration of a 

long-term technological policy in Turkey,  supplemented by a set of instrumenta 

and incentives for its implementation. 

In the fields where foreign competition from the point of view of 

quality and production coBt is great, especially in the chemical, petrochemical, 

machinery manufacture, metal goods, non-ferrous metals,  electronics, the use 

of the most advanced technology  is considered to be fundamental.    The plans 

advocate incentives and reasonable protection for intermediate and investment 

goods industries,  which require  advanced technology.    Research and training 

in technology,  productivity and standards in such industries are being 

promoted.     In other areas, where certain inferiority in the quality and 

cost could be tolerated,  labour  intensive production technology is being used. 

In selecting the technologies, special attention is paid so that they 

respond best to the priorities of the Plan,  to the needs of the country and 

are complementary to the existing technologies and enhance their improvement. 

The utilization of imported technology in the most effective manner is 

considered to be  fundamental.     For this reaeon,  the adaptability of the imported 

technologies to  the conditions of the country is being taken into consideration. 

Special attention is being paid to avoid import of different patents for 

similar technologies.    Provisions imposing hinderance or limitation to exports 

are not accepted when license agreements are concluded. 

Foreign investments in industrial development in Turkey are not desired 

in principle,  but the policy is  to accept joint foreign investment only when 

it  introduces new advanced technology and produces goods which are internationally 

competitive in sectors which could not be developed with local resources. 

A close relationship is urged between imported technologies and domestic 

research-development activities.     Scientific  infraotructural  sufficiency 

is  being secured   in order to adopt new rapidly develocinp technologies 
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'to the local environmental  conditions.     Broca teehnoiorical research-development 

activities aimed at  domestic production are being conducted in compliance 

with the development  objectives.   Investments are allocated by the Plan for 

expanding and improving the material basis for research and development. 

Co-ordination i6  being secured between existing domestic research- 

development units producing new technologies and those to be established. 

Increasing the efficiency of research and development units is strongly 

emphasised. 

6.5    Foreign Ibcchanpre and Trade Policy 

\ 

TurkiBh foreign trade and exchange policies have been determined by 

chronic foreign exchange shortages through the fifties and sixties, 

with complex and extensive controls throughout the period.    The severity 

of this control varied depending on foreign exchange availability. 

The control system has been successful in curbing the total  flow of 

imports,  favouring imports of raw materials and  investment goods at the 

expense of finished consumer goods.    This has implied hi¿rh costs to the 

importer and to the economy.    Tariffs and other charges have had a strong 

direct effect on the  prices of imported goods.    The system cf import allocation 

led to higher inventory requirements and underutilization of capacity in 

some cases. 

The strict exchange control and overvalued currency in the past 

discouraged strongly the growth of exports and particularly manufactured 

goods.    Export incentives  for non-traditional gocás were  introduced in 

the  sixties,  but  they had little impact on exports,  because of the combined 

adverse effects of the overvalued exchange rate,   import controls,  high import 

duties and other taxes more than offset the export incentives.    This made 

the  production for the domestic market more profitable,    i3ir.ee the 1/70 

devaluation, however,  the export  incentives   ,ave played an  important role 

in promoting exports.    Another important effect of high protection has 

been the encouragement of investment in high cost  import sutstititon industries. 

Protection was absolute in some cases. 
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Various trade policy chfengeB were made  in 1973:  the addition of 

$ 25O million to the Regulatory,  Reserve and Price Stability quota to 

increase imports of goods in short supply,  reduction of the custom duty 

rates to a nominal lió on various items, abolition of the preprice  control 

system for imports.     In addition,  exports of some goods were banned, others 

were made subject to license and a list of goods was announced on which 

restriction could be announced if domeBtic demand warranted.    The  export 

tax rebate was also reduced in some cases. 

Substantial exchange rate changes at long intervals have been under- 

taken in the past wiVi resultant high costs.     Turkey has a long history 

of controls, of system of taxes/subsidies on trade and development of industry 

in a protected atmosphere, leading in effect  to multiple exchange ratea. 

As a consequence of the development objectives of the Third Plan and 

the Longrterm Perspective the import policy places the emphasis on 

replacement of imports  in iron and steel, chemicals, machinery, metal 

furniture and vehicles.    In implementing this  policy, priorities  are given 

gradually to products which may be competitive with those of other countries. 

According to the Third Plan imports will be made in conformity with the develop- 

ment of industry, the requirements for modern technology,  domestic savings 

and price stability. 

The import policy will be,  however, affected by the Turkish obligation 

towards the E2C.    Turkey started the implementation of the  35/° consolidated 

liberalization and made the first reductions  in customs and similar duties. 

After the second reduction of the import duties in 1975 the consolidated 

liberalization ratio will reach 30CÍ, to be  followed by a third one in 1977 

in the framework of a 12-year schedule.    For import of items which are not 

liberalized,  some quotas will be allocated for the LEC countries  which 

will be gradually increased. 

Further modifications of tariffs and quotas will be made gradually 

in accordance with the clauses of the Annex Protocal of the Ankara Agreement 

with EEC. 
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The current export policy aims at more rapid increase  of exports compared 

with the previous Plan period.     Due to limited resources  to  increase the 

export of traditional goods,  the increase in total export will depend 

heavily on increased industrial exports.    The  prevailing view in Turkey is 

that at present the establishment of ar. export-oriented industry is possible 

only for certain industries,  based on natural resources and agriculture, 

such as forestry,  mining,   food processing.    The policy orientation is to 

produce first enough industrial goods for the domestic market and attain 

the quality and production costs'  levels which meet the requirements of 

the foreign market.    Only then these industrial goods should be introduced 

to the foreign market.    For this reason,  it is aid,  in the  present industrial izatioj 

process in Turkey,  i"£ is not possible to distinguish export-oriented 

industry from import substitution industry.    Therefore,  the policies to 

encourage exports and replace   imports do not substitute,  but rather complement 

one another.    A set of incentives,  simplification of tax return procedures 

and other assistance to  improve industrial exports are adopted aiming at 

rapid increase of exports and  improvement of their structure in favour of 

industrial goods.    Sharp shift  to industrial exports is expected during the 

second half of the li80's, mainly to the    EEC countries. 

6.6    Public  Investment and Incentives Policy 

Public Investment in Turkey has played an important and growing role 

in industrial development since the 1930's in the framework  of a mixed 

economic system.    The share of public investment increases  throughout the 
Pive Year Plans. 

The public investment policy relies heavily on public  savings to 

meet the investment targets, sometimes overstating the saving potential 

of the public sector and facing shortfalls in public savings.    The 

government was using sometimes   "captive funds" which public  sector enterprises 
got at relatively low interest  rates. 
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A basic principle in investment policy in the Third Plnn is that the 

State, as stated earlier,  would undertake high priority investments in area» 

where the private sector does not venture even when provided with reasonable 

inducements.    On the other hand,  the State Economic Enterprises will not 

invest in fields where the private sector is sufficiently active nor expand 

their operation unnecessarily,  except for improvement of operational 

efficiency and competitiveness of existing plants. 

Besides direct investment in production activities through the SEE, 

private investment has also been promoted in desired directions through a 

complex system of incentives.    Industry and underdeveloped regions have been 

always among the favoured areas. 
i 

In the First Fiv> Year Plan,  incentives were applied primarily to 

discourage investment in non-manufacturing sectors (by means of taxes) 

in the hope of diverting invesiible resources toward manufacturing. 

The first steps were taken in that period toward developing the incentive 

system in existence now.    During the Second Plan the investment incentives 

introduced earlier were diversified and their application became more 

selective.    Due to a decision of the Constitutional Court  in I969,  the various 

incentives have been administered on an all-or-none basis:  either the individual 

applicant is granted the specified rate of incentives,  or he does not get 

anything. 

The system currently in effect is as follows.    There are six types of 

incentives of varying importance.    In each Annual Programme there is a General 

Promotion Table which lists the six incentives and the sectors and sub-sectors 

eligible for the incentive.    The first  incentive  is the tax rabate scheme on 

investment, origianlly introduced ini963.    The second important measure is the 

exemption from custom duty for investments made  in the priority sectors. 

The third promotion measure allows the payment of custom duties in installments, 

which,  of course,  is an incentive only when custom exemption does not apply. 

Allocation of foreign exchange from the  investment quotas  is used as another 

incentive measure.    The last two promotion measures are relatively less impor- 

tant and comprise provision of medium-term credits at low interest rates 

and permitting the use of foreign credits. 

The declared aims of the investment incentives are to stimulate industrial 

development within the priorities ret by the Five-Year Plans and over the long 

run to make Turkish industry more competitve in the framework of the EEC 

membership.    There is enough evidence that the  incentives granted have un- 
doubtedly spurred industrial  investment  in the private sector. 



mmm mm mm ppnppi mmmm W" ^^ 

-63 - 

6.7    Price StabiUsatior. Policy 

Tho price policies actually followed in the last two decadde reflected 

the attempt to accommodate conflicting partial objectives without clear 

co-ordination either as to priorities or ;.;cans.    As a recult  they have 

been accompanied by large price distortion betv.'een the various sectors 

of the economy,  affecting resource allocation and  incor.ie distriiution, 

and in so::e respects even contributed indirectly to inflationary -oressure. 

The Goveriinent tried to control  price v/jveuent? ir.  cone  fieles,   while in 

others prices were allowed to fluctuate.    The price of foreign exchange 

was kept constant in spite cf fast dor.estic price increases,   thus leading 

to delayed and drastic devaluations.    Interest rate ceilings and subsidies 

on interest are deterrà ned by the Ministry of Finance and the Central Bank. 

The Government attempted to protect consumers against inflation by 

maintaining at a low level prices of basic services such as transport, 

fuel,   electricity and the retail price of basic foodstuffs.    It tried to 

protect the producers against inflation by controlling the price and sub- 

sidizing inputs into industry and agriculture, and by supporting agricultural 
prices. 

These price policies contributed to a relative price stability, but 

they also had several undesirable economic and social  effects.    For instance, 

the Government policy of maintaining low and stable prices of SEE*s output 

contributed to large deficits and poor savings in the public sector and 

consequently adversely affected public savings and investment.    Some price 

increases in SEE« s products in early I974 have corrected the i/idenir.g gap 

between sales and costs. 

Future price stability in Turkey is highly desirable on both economic 

and social grounds.    Its achievement,   however,  is very difficult,   given the 

strong derand-pull and cost-push forces that are fuelling the current 

inflation, and the inherited    rigidities in the extensive price control,  and 

trade and exchange systems.    The immediate short-term ai.-  of the Government 

has been and will  continue to be to slew do-jn price    ir.crea^-s tu a politically 

acceptable rate,   e.g.   that prevailing in the économes cf rue.ey's inajor 

traúe partners.    This could probably be achieved after ar. initial upward 

adjustment if an appropriate combination of policier; is effectively implemented. 

A wide range of general policies and specific r.-.easure3 can bo considered, 
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which,  accordili/; to some studies,  may include the fclloian^:    increa.:in¿ the 

supply of goods particularly of key inputs;    reducing costs of production and 

increasing competition in the domestic market;    restraining the çrowth of 

demand for goods and services which are in short  supply or which are under- 

priced;    restraining the growth of general demand through appropriate monetary, 

credit,   fiscal,  public debt and investment policies. 

Policies of such widespread scope and impact will clearly need continuous 

review and their formulation and implementation would require co-ordination 

at various levels among various Government agencies.    In response to this 

problem an Interministerial Committee was established in 1973 to deal with 

the issue of price inflation,  and a permanent sub-cor,iirittee of Under-secre- 

taries and a Secretariat from the State Planning Organization (SPO) were 

assigned to help in the co-ordination of price stabilization policies.    Their 

effectiveness will depend,  among other things,  on the technical  support whioh 

the committee gets and the flexibility of the Government in responding quickly 

to changed circumstances and changing needs. 

The Third Pive-Year Plan contains a set of measures along the lines 

described above aiming at stabilization of prices for intermediate and 

capital goods, as well as the retail prices of consumer goods. 

6.8   Fiscal and Borrowing Policy 

The large and rising investments undertaken by the public sector during 

the past two decades and the considerable increase in current spending 

imposed a continued strain on public financial resources,   despite the 

Government's success in raising tax revenue.    This strain was even aggravated 

by the results of the pricing policies concerning agriculture and the state 

economic enterprises, which required substantial subsidies.    Unòer these 

circumstances, the public sector has experienced a Ehertage of financial 

resources and has covered its deficit pertly with United amounts of long- 

term external borrowing,  but mainly by recourse to skort-terr. cavances from 

the Central Bank,   v;hich is believed to have been a raj or factor behind price 
inflation. 

There is some evidence that the public sector will incrc-.se its saving 

performance in mediur.: run.     Tax receipts of the Central Cover.-.. c;,t increased 

considerably,  and it will be rlifficult to achieve substantial further 
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improvements in tax revenue,  as new revenue source become United and 

ri'sing tax rates becowe more and more difficult.    K tverthelc.es,   s: me 

observers feel  several possibilities of ircreasing ta:; revenue exist 

including further improvements in tax adiiini strati 0:1 and collection of 

taxes,   introduction of a value-added tax,  gradual increase in the presently 

low rates of real property taxation,   liberalization of imports,   which 

would make up for the losses of import ta:.c collections.    Non-tax receipts, 

it is felt,   could also be substantially raised above current levels. 

On the expenditure side,  it ic likely that a significant expenditure 

overrun will have to be incurred in order to maintain the capacity of the 

Government to undertake planned investments and support planned developments 

in the sectors concerned, during the current Plan period.    There is an indi- 

cation that the saving rate for the public sector is probably too ambitious, 

Bince there isa likelihood of a small  shortfall  on tax revenue,  an overrun 

on current spending and sizeable shortfall on the savings of the SEE.    There 

will be considerable overall deficit in the public sector instead of de- 

clining and turning into a snail surplus by I977 as expected by the Third 

Plan. 

Under these conditions, unless the Government is prepared to reduce 

investment expenditures or to revert to excessive borrowing from the Central 

Bank,  more active borrowing policies would be needed domestically and abroad. 

The Treasury,  it íG felt,  should substantially increase ixs long-term bor- 

rowing,  which would reduce the Treasury's need for short-term borrowing fron 

the Central Bank and create the possibility of using part of the bond proceeds 

to retire short-terra bank credit.    In addition,  sor.e observers feci  that 

consideration could be given to enabling the ecor.or.ically strongest state 

economic enterprises to issue their own lnr.g-terr. bonds without Government 

guarantee, but subject to Treasury approval. 

6.9    Social Policies 

Although social policies ray seen at first glance to be ar. area outside 

the scope of this review,  as a ratter of fact it is not.    The social policies 

persue a complex of objectives other than industrialization,   cut they have 

always been and would be a very efficient instrument in support of the imple- 

r.icatation of the industrial  developr.ior.t strategy of Turkey.    The policy in 

respect of education,  health,  housing,  urbanization,  income distribution,   etc., 

is considered here in the context of industrialisation mainly. 
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Economic development in Turkey has "been accompanied by considerable 

concern for social problems.    A sizeable proportion of total investments 

in the past has    been allocated to housing,  health and education.    Social 

objectives have been infused in economic management - in price policy for 

SEE inputs and outputs,   encouraging employment in the SEE and differential 

incentives for regional  development.    Public expenditure on education and 

health has been substantial,   the coverage of social insurance schemes has 

increased,    ospite the progress, problems requiring special attention 

remain in each of these fields, and particularly concerted efforts would 

be required for providing more employment, improving income distribution, 

ecucation and training,  health and housing services. 

As stated earlier,» the demand for education and skilled labour is 

greater than the existing system can provide and there are serious imbalances. 

In health and in social welfare schemes,  apart fror, the need to .expand these 

services to provide easier access by the whole population,  there is a 

recognized need to co-ordinate the activities of various organizations 

involved.    In housing,  a main problem arising out of rapid urbanization 

has been the growth of squatter settlements in main cities. 

The slow growth of employment should "become a major concern of Govern- 

ment policy.    Though the rate of growth of employment in industry accelerated 

during the Second Plan,   compared to the First Plan, it failed to absorb the 

increment in the labour force.    Consequently,  the labour surplus rose 

despite the fact that since 19c5 about one-third of the increments in the 

labour supply has been absorbed by emigration abroad.    The Third Piar, continues 

to emphasize investment in high growth and relatively less labour-intensive 

industries and the increasing unemployment is accepted as a price worth 

paying for rapid growth.    Unemployment  of the .-.-.agnitude projected both in 

the Third Plan and in the Long-term Perspective is likaly to cause serious 

social problems.    The continuation of the recent ban on workers'   emigration 

into the Federal Republic  of Germany may accentuate V. e problem unless a 

solution is found for emigration to Libya and other countries in the Middle 

East.    The ii.plciaticns of alternative development ctrateigcr for employment 

nay ¡:eed due consideration. 

The distribution of income appears to be highly unequal in Turkey and 

it has probably worsened  during the last two decades.    Beth rural and urban 

incomos arc unequally distributed.    Zone equalization has been achieved by 
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thc distribution of public goods - education,  health,  which help to raies 

the living standard of the poorest  sections of the society.    Other policies 

of the Government which affect income distribution are price support policies, 

regional  dispersion of public investirent,   etc.    One of the most equalizing 

influences of the last decade has been the emigration, of workers. 

The Third Plan has adopted income distribution as one of the main five 

strategic objectives in the Long-term Perspective and suggests policies such 

as taxation,   land reform,  extension of health,   education and social insruance. 

There is significant  scope for redi stri buti ve taxation and affecting income 

distribution through increasing employment. 

6.10    Strengthening of Institutional Support 

The State is expected to continue to be mainly responsible for attaining 

the industrial development objectives set up by the 'Third Plan and by the 

Long-term Perspective both for the public and for the private sectors.    The 

need for considerable improvement in the institutional  infrastructure of the 

Turkish economy and the industry in particular - in general administration as 

well as State Economic Enterprises - was given vade coverage in the Five-Year 

Plans and a series of measures has oeen introduced towaris achieving better 

administrative efficiency in the industry. 

The Third Plan states the direct relationship between tío efficiency of 

public administration and the success of economic development.    The realization 

of planned targets,  resource allocation and the necessary follow-up depends 

to a large extent on the operational efficiency of public adui;- strati on. 

Therefore,  re-organization and improvement in the functioning of public 

administration has been a major concern of the Government. 

At the beginning of the Third Plan,  public administration could not be 

brought to the level envisaged by the two previous plans.    It is short of 

the modern requirements for development of industry, especially in view of the 

projected full association with the SEC by the end of the coniury.    The Third 

Plan provides a very critical analysis of the current  status of the institu- 

tional infrastructure for economic and social  development (p.-.;--..  2117-213-1) 

and concludes that the institutional infrastructure "remains behind the 

country' s economic,   social and cultural development an' thus cannot be a 

leader of development".    In "The row Strategy"  is stated that "public 
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aclmini strati on fails to be an effective tool  of development duo to its lack 

of necessary quality,  pace and productivity".    The Third Plan stated the 

urgent necessity of re-organization and improvement in the institutional 

infrastructure. 

The Plan declared as a basic principle for public administration to 

carry out its duties fast,  with quality, productivity and to te a conscious 

pace-setter of development to  reconcile the choice of "development through 

industrialization" with the  social ani economic rights of the individuals. 

.   Under this major principle, public administration reform studies vail 

start: 

- to improve public administration to perform its duties fast, 

productively,  economically and with quality; 

- to systematize public institutions to become flexible and dynanic 

so that they l:eep pace with changing requirementsj 

- to free public administration frorn bein~ a burden on t!ie economy 

and make it a leader for social and cultural integrity by equipping 

it with the information and techniques culled for by the natio:¡al 

choice of "development  through industrialisation"; 

- with the aim of raising an administration staff of high quality, 

integrity and sld.ll. 

The reform tall cover the total public sector - central gûverr.mcnt, 

local governments,  field adrdlustrati en and public enterprises - its structure, 

operation,  equipment and personnel.     The refcr.r, vail be executed by public 

sector agencies within the principles envisaged ir. the :"e:: Strategy,  the 

Third Five-Year Plan and the annual programmes. 

The re-organisation of the State ücor.criic Enterprises has been exten- 

sively discussed a".à studied for yearn, but no cericus action has been 

undertaken thus far.    Although controversies about the role ano deficiencies 

of the SBE have  surrounded their grovrth during the past two decades,  there 

has been a consensus under vari rus Goverr.i.-entc about the desirability of a 

:.iixcd eco-ony in which the ZU£ should play a leading role.     Ac stated 

earlier,  the grox/th of the SE3 has been accorxpanicd by serious financial 

difficulties.     The establishment of the St-te Investment Sani: in 1964 to 

supply the SE3 with long-tern investirent funds and the introduction of some 

control  led to an improvement   of the situation of nest of. them. 
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The Third Plan  finds faulte with the c:d sting SEE ay at or;.,   its organiza- 

tional structure,   neglect of marketing,   cost-accounting, purchasing,   stoch 

control, research and programming.    vhese faults affect adversely their 

i efficiency and productivity.    The plan outlines a reform plan to inprove the 

management of the SEE aiming ultimately at higher productivity and effi- 

ciency.   A special  plan was prepared and  submitted to the Parliament,   calling 

for administrative  re-organization of the SHE,   including provisions  enabling 

producing SEE» s to compete in hiring managers,   engineers and technicians 

under contracts and outside the civil service regulations.    The Plan also 

provides for a special body to co-ordinate the activities of ¿22 with the 

policies of the ministries concerned, and for an upper body headed by the 

Prime Minister to determine their overall investment policies.     Under the 

Plan, SEE will be combined into holding companies for the various sectors. 

There is a proposal to separate two types of 3EZ:    (i) those charged with 

social goals in addition to making profits,  and (ii) those which are  run on 

^ purely efficiency ¿grounds without any additional social goals.     The  former 

would be attached to the Annexed Budget and the latter would be given greater 

autonomj' in price policy,  bond issues and management in general. 

7«      Possible Areas for UinSQ Assistance 

On the basis of the above survey of the various aspects of the industrial 

development in Turlzey,  one may identify the following very preliminary areas 

•   of possuble UnIDO 'centribution to Turkey: 

7.1   Assistance of Long-term Importance 

The nain  objective of this type of U!:TDO contribution i3 to help the 

Turkish Government  in elaborating the Fourth Five-Year Pian (i978-19¿'2)  and 

further refinements in the Long-term Perspective up to 1225.    This assistance 

might be needed in the following areas: 

1.   Assistance in elaborating a comprehensive long-term programme for 

gradual preparation of the Turkish industry for full mcmborr.hip in 

the European Economic Community.    In this respect a r.ur.bor  of issues 

would be  studied profoundly:    implications on the growth  strategy 

and growth rates;    implications  on the industrial structure;    impli- 

cations on the techn-olrgical level of industry, productivity,   effi- 

ciency,   competitivenena,  quality of output}    implic-tionc  on the 
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imports end exporte;    implications on the role of the public 

sector ae vrell as the private sector;    i rapii cation s on the 

policy measures and incentives to be followed with regard to the 
two sectors,  etc. 

2.    Aßsistance in elaboratine a long-term programme for development 

of the capital ¿roods industry,   covering a perioo  of 1¿ to 20 

years.    This activity should be  related with the activity under 
1. above. 

•3.    Assistance in elaborating a 1 one-tern programme for further     . 

upgrading the level of technology in the Turkish industry,   con- 

sistent with rapid development  of more labour intensive industrie» 

as well as other activities assuring a full employment within 

10 to 15 years.    This activity should be related to the activity 
under 1. above. 

4.    Assistance in elaborating a comprehensive long-ter;. programme for 

development of agro-based and agro-related industries ; - the 

entire agro-Industrial complex,   taking into account the present 

status and development prospects  of the agriculture a-.d the relations 

with EEC.     This activity is also  related to the activity under 1. 
above. 

5«   Assistance in developing a programme for an overall improvement of 

the performance of the State Economic Enterprises in industry 

along tv:o basic lines:    first,   ways and means for improving the 

economic efficiency in the SEf     second,  improving the mechanism 

and the performance in carrying out certain socio-economic functions 
on behalf of the Government. 

6.    Assistance in carrying out a comprehensive study on the implications 

of the emi grati on of workers abroad on the Turkish economy,   how 

to make the best use of this and minimise the negative effectE. 

7«    Assistance in carrying out a comprehensive study or. the Turkish 

long-term interests an" on the potentials   f establishing closer 

industrial  co-operation in medium- and long-term between Turkey and 

her neighbours as well as the other countries ir. the Mediterranean 
area. 
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3.    Assistance,  along with UNESCO,  in developing a programme for 

re-organization of the whols education   system within the 

forthcoming decade so that it could n;eet the neu requirements 

j of the socio-economic development in ral fi Hing the long-term 

objectives by the end of this century. 

7*2    Assistance of Immediate Importance 

The objective of this type of Uli DO contribution is to help in solving 

specific current problems related to industrial  development.    Such assistance 

might be needed in the following areas: 

1. Development and transfer of technology:     assistance to the 

Research and Development Centre for Cement,  assistance to the 

Larmara Research Institute, assistance  for national quality 

control system,  assistance in promoting electronics industry, 

assistance to the National Centre on Transfer of Technology, 

to the Industrial Information and Documentati on Centre,   etc. 

2. Basic chemical,   metallurgical and machine building industries: 

assistance in establishing herbicide production plant,   assistance 

in organizing production of automotive z.nâ agro-parts,   assistance 

in establishing non-ferrous applied metallurgy research and 

control laboratory at Etibari:,  assistance on development of 

basic chemical industry,   assistance in  design and control of 

pollution control  equipment, etc. 

3«    Expanding snail-scale industries for employment generation and 

regional development:    assistance to the rational Sr.all  Industries 

Development Centre,  assistance in developing forest products 

industries, snail scale-leather industries and prefabricated 

building elements,   etc. 

4«    Up-grading skills for industrial development:     assistance to the In- 

Pi ant Training Centre for Engineers,   to  the Industrial Froject 

Development Centre,   to the Research and  Training Cer.tiv  for pulp 

' and Paper,   assistance in training on maintenance of bio-redi cal 

equipment, in preparation of comprehensive training organization 

for the Turkish iron and steel industry, assistance to the State 

Economic Enterprises. 
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