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INTRCDUCTION,

The main ideas contained in the study have been
inspired by the First Five~Year rPlan of Turkey for the
period 1963-1967., The problem of Turkey today is a
fast rate of population growth in the face of a relatively
siow expansion of her economy with the result that
unemployment and underemployment, already at quite a high
level, are becoming worse day by day. OCver and above this
there is also a serious deficit in the coﬁntry's bal#nce of

payments.

It was felt for a long time that these issues could
not be adequately tackled unless the country took to
comprehensive economic planning, and recognised the fact
that planning is essential to balanced development. This
was finally acknowledged explicitly in Law No.91 of
 Sevtember, 1960, which created the State Planning
QOrganisation as the Govermment's Planning and Advisory
Body., Later, and more importantly, this organisation was

fully endorsed in the new Turkish Constitution of July 1961.

Subsequently, it produced the long-term Develbpment
Plan which is based on a fifteen year perspective and indicates
that social and economic life in Turkey over this period
will be planned subject to the essential safeguardS(f a
democratic system. It was within this framgwork that it

set up the TFirst Five-Year Plan in 1962,




ii.

In the preparation of this plan, the national
resources were estimated and the possibilities of
mobilising these resources were studied. In the light of
these studies the planners set the rate of growth of GNP
at the compound rate of 7 per cent per annum for the
period 1963-67., In determining this rate of growth the
aid tﬁat could be obtained from abroad was also taken into
account. In order to attain a 7 per cent rate of growth
during the plan period it was found necessary to invest,
on the average, 18.3 per cent of GNP per annum, Of this,
3.5. pver cent would be financed from external séurces,

and 14.8 per cent from domestic saving.

The major questions discussed in this study are:

1) the economic structure and current problems of Turkevy,

2) the economic targets and criteria adopted in the
First Five-Year plan, 1963-1967; the extent to which these
targets can be achieved and are in line with the country's
potential, and

3) the appropriateness of decisions on the péttern of
investment and resource allocation in the light of

theoretical discussions on investment criteria,

Accordingly, the plan of the study has been divided into

3 parts each containing two chapters.

In the first chapter of part 1 a broad outline of the




iii,

characteristics of the Turkish economy has been made with
special reference to population, national income (examining
also per capita incane and the distribution of income), and
the contribution of ecach sector to the national income. The
main idea has been to‘expléin the structure of the economy
and the problems confronting Turkey'!s economic development.
The 2nd chapter completes the task of providing the
background of the economy by describing the effort put into
planning and industrialisation during the years following

the foundation of the new Turkish Republic in 1923,

Chapter 3 deals with the factoré which led up to the
government's decision to undertake all deveclopment within
the framewérk of a comprehensive plan. The objectiveslaid
down by the Fifteen-Year Development Plan, and the
strategic variables on which the plan rests have also been

examined in this chapter.

The First Five-Year Plan of the above levelopment
scheme is analysed in chapter 4, in respect of its
objectives, scope and the extent to which it may be helpful
in solving the basic problems of the economy, i.e., to
increase the rate of growth of the real national income,
create more employment possibilities, and imprové the

balance of payments.

Chapter 5 examines the pattern of investment and
resource allocation, and the rationale behind the planners'

decisions.




iv.

Finally, Chapter 6 deals with the methodology of the
rlan and the investment criteria adopted in its formulation,
This is followed by a discussion of the fofmula which could
lead to a more efficient allocation of resources,

The conclusion comprises a brief review of the present
economic problems of Turkey togethér with a summary of the

basic points made in the body of the thesis,

There is an appendix which discusses the thesis of
Galenson-lLeibenstein, concerning the choice of technique as
an investment criterion and then attempts to assess its

usefulness in relation to specifically Turkish conditions.




FOREWORD .

This dissertation has been prepared under the
supervision of Mr.M.Chowdhury to whom I owe very special
debt of gratitude for his comments and criticisms which
have been invaluable in the presentation of arguments and

the interpretation of events.

Because of the diversity of sources, it was
difficult to use one currency in all tables. Some of them
are based on the Turkish lira and some on the U.S.dollar.
The rate of exchange since 1958 stabilisation programme has

been determined as $1 = 9 T.liras and £1 = 25,25 T.,liras,

Durham University,

DURHAM .

March, 1966.
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PART I,




CHAPTER 1.

NATIONAL INCOME AND

ITS COMPOSITION,




I - POPULATICN AND ITS CONSEQUENCES.

Population is the first factor which needs to be
considered as affecting the development of the Turkish

economy. As can be seen from Table I,

increase 1in

3 per cent per annum in the recent years,

Turkey has approached the very high level. of

The reason for

the rate of population

this high rate is both the increase in the birth rate and the

decrease in the mortality rate.
The rate of population

with some other countries.

is also very high compared

in Some Selected Countries.

The Rate of Population Growth

U.S.
U.K.
Italy
Sweden
Poland
India

Pakistan

1.5

Iran
Guinea
N.Rhodesia
Congo
Ethiopia
Peru

Chile

245

2.2

Source: U.N., Statistical QOffice of the United Nations,
Monthly Bulletin of Statistics, July, 1956, and also see,
Robinson E.A.G,

the Sahara, Mac Millan & Co Ltd., London, p.8

Only a small proportion of the population live in

urban areas (16.4 per cent in 1927 rising to 28.7 per cent

Economic Levelopment for Africa South of



in 1960), however during the period 1950-1960 the urban
population has increased.by 75 per cent whereas rural
population has only increased by 20 per cent. This striking
difference is due ot a recent tendency of people to migrate
to urban districts.

The rapid rate of urbanisation in Turkey has
been affected by the considerable growth in agriculture,
industry and transportation.

i) The majority of the populatioq(Lll43~p*cJ)
are rurally situated and depend on agriculture. The per
capita income in agriculture has ?isen very slowly and
during the period 1950-55 this increase was 74.61 T.liras
while in other sectors it was 234,62 T.Liras (1). The low
productivity in agriculture was accounted for by the un-
economic and scattered nature of land holdings and defects
in the land ownership and tenure system, and inadeguacy
in the provision for irrigation and fertilizers and so on.
The peasant families who constitute 27.4 per cent of the
agricultural population as tenants and share~receiving
groups are more or less landless, and the hope to acquire
higher incomes and better standards of living makes these
people move to urban areas., Ffurther the mechanisation of

agriculture (since the Marshall Aid plan in 1948) and its

(1) See Turkiye Mille Geliril948-1959. Istatistik Genel

Mﬁdﬁrlﬁéﬁ, No.374 p.8. [ \



labour saving nature have also left a large proportion of

this population unemployed during the last 15 years. (1)

(ii) The industry showed a very high development
in the last decade. The number of industrial areas rose
and during 1950-55 the rate of increase in industrial
population was 20 per cent and per capita income in the
same sector rose by 114 per cent. In the same period, 74
Per cent increase in agricultural population was associated
with only 59 per cent increase ig)agricultural per capita
~income. (2) Industrial growth has also brought increased

demand for social services and consequently active population

in services rose from 145,000 in 1945 to 455,000 in 1955 (3)

The average wage rate in industrial centres (in
big cities like Istanbul, Ankara, Adana) was much higher
than the general wage rate which prgvailed in the economy.
The discrepancy in the wage rates has played a big role in
absorbing a large am§unt of rural population., Actually,
the establishment of Trade Unions in Industrial areas,
(membership increased from 447,000 in 1952 to 620,000 in 1960)
had also encouraged large scéle urbanisation.

(iii) The growth of the transportation system has

(1) See, Kazgan G, zehirlere Akin ve Iktisadi Degisme,IlFM,C.1l9
(2) Dr. Keles, R, Turkiye de Sehirlere Akin ve ©lanlama Uzerine
‘Etkisi, Planlama, Devlet ¥lanlama Teskilah Dergisi,No.2

Cilt 1, Kis 1962, p.84.
(3) Ibid.p.84 ' » P
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been another important factor in stimulating urbanisation.
With increased transportation facilities the quantity of
passanger and goods carried have shown a rapid increase. The
links and communication establishéd between production
areas and marketing centres caused a remarkable growth in
industry and social services. Newly established industries
and trades attracted a great number of rural population
to new jobs created by them.

This migration which accelerated after 1950, is
still continuing at a slow rate, but it cannot be said
that Turkey has experienced an urbanisation anything like
the one which has been observed in many West European

countries during the 19th Century.

The increase in the population is mostly observed
in very large cities and in particular Istanbul has been the
one which showed the highest increase. In that period, an
annual increase in the population was 0.47 per cent in

Istanbul, 0.45 per cent in Ankara and 0.35 per cent in Iemir.

However, urbanisation has resulted in unbalanced
growth between Marmara, . Agean and South Anatolia regions
on one side, and the East and other parts of the country
on the other. Neither public and private investments
expenditures in agriculture, industry and transportéfion have
been planned nor have the economic and social problems

resulting from urbanisation movement been taken into account
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11, National Income and its Variations.

I - National Income Statistics:

After the first assessment of the National Income
by the Statistics Department of the Ministry of Commerce in
1935, the task was left to the Central Statistical Office
(C.9.0.) Although the NI estimates of 1942-44 were

published by the C.5.0. in 1947,(1)

it is regretable to
see that these studies did not continue, and until 1950
the country did not have any formal institution to deal with

the NI assessment at all.

In 1950 the National Income Research Group (NIRG)
which is attached to the C.5.0, was established and this
department for the first time in the history of the Turkish
economy had the function of estimating the National Income
by scientific and academic methods. The results of its

(2)

first survey were published as a book in 1954.

By considering the figures we have obtained from
the Statistics Department and C.S.0, we can conclude that
the National Income has recorded a steady increase between
1927 and 1950. The National Income estimates of the Ministry

of Commerce, and the C.S5.0, are shown below,

(1) National Income of Turkey, Central Statistical Cffice,
Ankara, 1947.

(2) See, Cillov.H, Turkiye Ekonomisi, Istanbul 1962, Sermet
Matbaasi.




¢

Years National Income (Million T.L.)
1927 3.360
1936 4,300
1943 6,000
1949 8,390

* At constant prices.

s
Years. National Income (Million T.L.)
1942 1,875
1943 | 1,404
1947 2,552
1949 2,174

* On the basis of 1938 ovrices.

One can hardly rely on these estimates for reaching
a conclusion on the iJational Income growth., For one thing
they are based on different methods and sources. Thus it
seems necessary to found our studies on the figures obtained
from N,I.R.G.

A careful study of the structural peculiarities of
the Turkish economy and the relatioﬁship between the various
sectors should first begin with an accurate analysis of the
National Income.

NATIONAL INCOME AT CURRENT AND CONSTANT PRICES.

The National Income in Turkey is estimated only
through the production side. The unreliable and insufficient

figures on the expenditure side do not permit us to look at



(1)

National Income as allocation to consumption and investment,
e shall therefore take the former way in examining the
trend followed by the National Income. Table 2, shows the
course followed by the NI in terms of current prices during
the last 13 years,

Table 2, National Income at Constant & Current Prices.
(Million T.Liras)

Years. National Income
at constant prices
(1961 factor prices)

National Income

at current prices.

1948 23,875.6 8.814,7
1950 24,744.2 8.964.2
1951 28.469.6 10.693.8
1952 30,898.8 12.424,1
1953 34,382.5 14,696 .4
1954 31.206.6 14,785,0
1955 33.516.0 18.219.7
1956 35.,789.5 21.196.9
1957 38.,045.3 26.023,2
1953 39.660.9 31.474.9
1959 41.343.1 38.387.9
1960 42.834.9 41.995.8
1961 42,022.0 42,022,0

Source: First Five-Year Development Plan, p.13,14,Table 7.

As can be seen from the table 2, the National
Income in 1960 was almost five times that of 1950, and
double that of 1956. In other words there has been a certain

and steady increase in the value of goods and services

(1) First Five-Year Development Plan, SPO.p.l5.
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Table 2=-B National

Income at Constant I’rices (at 1961 factor prices)

Million T.L.

g6

1950 1953 1954 1955 1956 1957 1958 1959 1960 1961
1, Agriculture 12106.8 17033,8 13675.6 149.6,6 16212.6 16621,2 16621,2 17618.5 18376.4 17420.9
2. Industry 4051.3 5238.0 5486.9 5706.3 6078.3 6519.8 6976 .0 7321.6 7302.0 7220.4
3. Construction 1322,0 2299.9 1904.8  2000.5 2029.6 2511.7 2700.2 2739.2 2260,6 2364.7
4, Commerce 2275.8 3155,2 2668.5 2882,0 3118.7 32238.9 3699.7 3704.3 3863.5 3511.5
5. Transportation, 1167.1 1664.9 199G.4 2207.9 2291.4 2451,9 2430.,7 2632.8 2954,8 2823,7
6. Financial Institutions
and professions 1250.0 1702.3 1900.0 2217.5 2310.3 2469.8 2747.9 2787.1 3026.3 3167.8
7. Income from Dwellings. 576.6 715.9 771.6 853.6 984 .4 1165.9 1238.4 1350.8 1453.4 1531.0
8. Government Services., 2138,1 2772.6 2931,1 2926.9 2972.8 3297.3 3496.,0 3439.4 3839.6 4132.0
9. Domestic Income 24887.7 34582.,6 31387.9 33711.3 35998,1 38226.5 39910.1 41593,7 43080.6 42272.0
10. Income from Abroad - 143.5 -200,1 -181.3 -195.3 -208.6 -221,2 -249.2 -250.6 -245,7 -250.0
11, N.N.P, (At factor
cost) 24744.2 34382.5 31206.6 33516.0 35789.5 38045.3 39550.9 41343.1 42834.9 42022.0
12, Indirect Taxes 2738.3 3826.1 3452.0 3714.9. 3966.5 4213 .4 4728.7 4779.9 4998.0 4953.0
13, N.N.P.(at market
prices) 27482.5 38208.6 34658.6 37230.9 39756.0 42258.7 44339.6 46122,1 47832.9 47020.0
14, Depreciation 1008.5 1362.7 1304.5- 1511.5 1625.4 1765.7 1891.7 2023.9 2108.3 3193.0
15. G.N.P. 28491.0 39571.3 36053.1 38742.4 41381.4 44024.4 46281.,3 48146.0 49941.2 49213,0
Source: SPO, First Five-Year Development rlans, 1963-67, p.l4, from Table 7.




produced in the various sectors of the economy.

The first six years of the period under study,
that is the period 1948-1953 were those of comparative
price stability, while next period (1954-1958) was marked
by a gradually increasing inflation which was reflected in
prices. Finally during the years 1959- and 1961 we observe

(1)

the return of a comparative price stability .

The 1950-1953 period contains the years of rapid
increase in agricultural production which was the result
of the expansion in cultivated area, favourable weather,

(2)

and good markets. In the second period, however, when

the limit of cultivated land was reached, bottlenecks

began to appear, further strains led to inflation, and
steadily growing deficit in the balance of paymenfs andlas
as result, to a severe imbalance of the economy. T7Taking
1953 as a base year, the average annual increase during this
period was only about 3 per cent. After 1958 Turkey enters

a period of stagnation with approximately 2 to 2.5 per cent

increase in National Income.

The National Income in terms of constant prices
can help us to see the true picture of the country's economic

growth, The figures for the NI at constant prices indicate that:

(1) This was due to 8th August 1958 stabilisation programme
launched by the Government to cope with rising prices.

(2) First Five~Year Plan, p.l2.




10,

(i) National income has shown 38 per cent increase from 1950
to 1953 because of extension in the cultivated land accelerated
by the mechanisation as well as good weather conditions.
Following 1953, the rate of growth in National Income has
dropped considerably accounted for by bad crops of 1954,

and only in 1956 did it regain its 1953 level,

(ii) The National Income in 1961 rose by 76 per cent over
1948 and 17 per cent over 1956, 1It is striking to note that
the National Income over 14 years, has not even doubled.
(iii) Vith the exclusion of 1961, the average rate of growth
has been 5.4 over the second half of the 1950's. (1955-~1960)
See, Table 3, This rate is not high enough when the rate of
population growth is 3 per cent and this laiter rate has
absorbed the real increase in the former. Therefore we
think it is necessary to emphasise the effects of population
on the National Income and the trend recorded in the per
capita income,

Table 3, Rate of Income Growth.

Years. Rate of Growth (per annum)

1654-55 7
1955-1956 6
1956-1957 6.
1957-1958 4
1958-1959 4
1959-1960 3

Source: It is calculated from the figures in table 2.
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3 - PIR CAPITA INCOME,

Population growth constitutes one of the basic
variables affecting the course of economic development. It
has two-fold importance; as a consumption entity, the size
and structure of population influences the rate and pattern
of consumption; as an indispensable productive agent, it

forms one of the main determinants of the levels of production.

The recent spectacular advances in medical sciences
have largely'contributed to the decrease in mortality rates
in Turkey as it did in many underdeveloped countries.(l) In
conjunction with a rising birth rate this led to a real
""demographic explosion'' in Turkey. Thevrate of population

growth (3%) as we noted elsewhere has been one of the highest

among under developed countries.

Not only size and rate of population, but the age
composition as well, has great effect on the per capita

income and material well-being.

According to H.W.Singer '""the unfavourable age
structure of the population, resulting from the joint action
of high birth and mortality rates hampers more the
development process than does the high rate of births, since
it leads to a high proportion of children within the total

population, of which only part reaches the productive age

(1) The rate of mortality is 15-17 per thousand, against
30-35 per thousand rate of birth. see. Prof. Akton,R,
Turkiyede Nufusve Gida Yarisi, SBF Dergisi, No.l mart 1960.
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and''pays back''to society by means of labour the social cost
of their upbringing and education. The growth of population

thus assumes a ”wasteful”formm)

A glance at demographic data show’ that‘in many
under developed countries children under 15 years form about
40 per cent of the population, while in developed coﬁntries
the proportion of persons in the same age bracket varies from
20-30-per cent. In the age bracket from 15-64 years - the
productive age - the situation is rather reversed: it
constitutes 55-60 per cent of the population in the under
developed countries, while in advanced countries it reaches

up to 70 per cent.{(2)

The demographic date for Turkey indicates that
40 per cent of Turkey's population are children under 15 years
of age (3) This is quite a high rate compared with many
developed countries of the world. A decline in birth rate is
necessary to lower the proportion of children to raise the
proportion of the active population. The importance of this
point is in relation to investment resources and employmgnt

possibilities.

The per capita income for the period 1950-1960 is

presented below,

(1) H.W.Singer, problems of Industrialisation 1n Under-
developed Countries, pages 326-327.

(2) See, Sachs, I, pattern of public sector. in Under developed
Economies, 1964.
(3) See, First Five-Year Development plan, p.b62.
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What is the value of per capita criterion as an
international device in comparison between many countries?

Cne must be aware of the fact that there are some
shortcomings of this measure because of special difficulties
in computation. For instance in many underdeveloped
countries so much of production and consumption occurs
outside the market economy and therefore they cannot be
interpreted according to the usual principles of valuation
and exchange. Services of the housewife may be excluded
in estimating national income in developed countries, yet
in underdeveloped countries if the wives sow, cultivate and
harvest the entire food supply, exclusion of their services
is almost absurd. Some other difficulties stem from the
variation among countries in the range, scope and

conception of government activities.

Because per capita income computations are the most
frequently used indices, we shall confine ourselves to them

in the proceeding analysis.

The per capita income has risen steadily from 1950
to 1953 with the rise in agricultural production which was
due to extended areas of cultivationsl) But in 1954, it
declined by 11,6 per cent compared with the previous year.
As a whole the per capita income has shown 24,3 per cent

increase during 1950-1960 period which is much less than

the rate of growth in the total income.

(1) See, First Five-Year Plan, p.l2.
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Table 4~ Per Capita Income.

Per Capita Net Index of per Index of
National Product Capita increase Increase in

Years. at 1961 factor in Income, Total Income.
price (T.Liras) 1350=100 1950=100.

1950 1181 100 100

1951 1316 111 115

1952 1391 118 125

1953 1507 128 139

1954 1332 113 126

1955 1393 118 135

1956 1445 122 145

1957 1492 126 154

1958 1511 123 160

1959 1530 130 167

1960 1539 130 173

1961 1469 124 170

Source: First Five-Year ?lan, p.l5.

Per Capita income constitutes only % 185 and this
is the lowest income of any European country. A comparison

of this figure with other countries is presented below.

Table 5 = Per Capita GNP in % (1953-1959)

Turkey ' 185
U.S.A, ' 2717
WY.Germany 1051
France 1178
UK. | 1236
Italy 601
Greece 355
Spain - 300
Yortugal 219

Source: First Five-Year lan, p.27, Table 22,
*These Figures are of 1960.
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4- Distribution of Income Between Urban and Rural Population

The distribution of the national income between
urban and rural population is significant from the social
welfare point of view, In Turkey the volume of economic
activity, income levels and social services differ greatly

from one region to another.

We must note that the statistics needed for this
purpose are not adequate and what we have in hand are the

figures up to 1955,

The annual income per head of the rural population
in 1955 was 337 Turkish Liras while of the urban population
was 975 liras which was almost treble the income of the
former group. The discrepancy between income of urban and
rural population has remained at the same level for a long
time. During 1938-1955 income of the inhabitants of the
rural areas has increased by 8 per cent compared with 17
per cent increase in the income of urban population. Therefore
differences in welfare will be apparent if we take into account
the number of inhabitants in the rufal and urban areas.

See, Table 6.
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Table 6(a - Distribution of National Income by Urban and

Rural Population. (in T.Liras)
Per Capita Rural Pop. Per Capita Urban
Years. Income by as % of Income by Population
Rural Popul. total Popul. Urban as% of total
population. population.
1938 312 830
1948 312 825
1950 290 78.3 862 21.7
1951 344 900
1952 353 946
1953 385 1014
1954 304 : 971
1955 337 74 975 2.6

Source: Chilloc. H.op.cit. P.116 and, Table, 1 in this

(a) We may add that we did not find any satisfactory
explanation on the computation of incomes of both
groups.

The income of rural population has varied from
year to year because of dependence on agriculture and of
fluctuations in the agricultural production. Further,
low level productivity in agriculture, and almost 2 per cent
growth of rural population per annum may have large effect

on this trend.,

I11.~- NATICNAL INCOME BY S5ECTORS.

Although considerable progress has been achieved

in the industrialisation during the past 15 years, the
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following figures in Table 7, indicate that Turkey's economy
still preserves its basically agricultural character. The
data show the changing composition of the Turkish economy

in terms of participation.

According to the 1960 figures, about 44 per cent
of the National Income its derived from agriculture, as
compared with 10.9 per cent from manufacturing and mining,
10.5 per cent from commerce, 9.7 per cent from public services,
7.9 per cent from transportation and communications, 5.9
per cent from construction industry, and 1l1.2 per cent from

others,

Table 7 - Relative Importance of Production Sectors in the
National Income (In terms of 1948 prices) percentage.

1948 1954 1959 1960
Agriculture 53.2 44,9 44,9 43,9
Industry 10.5 12.0 10.7 10.9
Building Industry 3.2 5.7 6.0 5.9
Trade 10.9 9.7 10.4 10.5
Transportation ' .
& Communications. 4,6 7.3 7.5 7.9
Public Services 9.9 10.9 9.6 9.7

Source: National Income of Turkey, C.5.0. No.420.




1- AGRICULTURZ.

The agriculfural sector in which 75 per cent of our
population is engaged, provides almost half of the National
Income. But its share has fluctuated over the last ten years.
The variationé recorded in the agricultural output aré
considerably accounted for by weather conditions, particularly
in the production of cereals and cotton, and the lack of

substantial development in the field of intensive farming.

Farming is the dominant part of the agricultural
sector, and provides the largest share in the national income,

followed by forestry and fishing.

Agricultural Production According to Sub-Sectors. (1960)

Million T.L. % of NI
Farming 18,710 , 41.7
Forestry 252 0.6
Fishing 130 0.3

Source: Cillov.H, Up.cit. P.122,

The cultivated land has increased by 55 per cent
from 1950 to 1960, or in other words from 9.868 million
hectare to 15,305 million hectare in the same period. As
a percentage of total area the cultivated land has risen
to 29 pmer cent by 19583 and remained at this level in the

subsequent years.
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The financial and technical assistance which came
from abroad through larshall plamn in 1949, and tax
favouritism, cheap credit and high cereal price supporting
programme of the Government, played a noticeable part in

the extension of cultivated land,.

In the past the Turkish Government put major emphasis
upon farm mechanisation and the number of tractors reached
35,000 by 1953.(1) Though only about 12 per cent of the
1952 cereal acreage was cultivated with tractors,
mechanisation largely contributed to the tillage of a larger
area of cropland. Also mechanisation helped to raise yields
per acre, while a very small part of the increase was due to

yield-raising practices (improved seed, fertilisers..)

It was estimated that of the 43 per cent increase
in cereal production during 1943-1953, five sixths was
due to increased area and only one-sixth to improved
practices.(z) In the same period cotton production increased
threefold and the acreage devoted to it doubled and its
yield per acre increased by 25 per cent. A large part of
this increased output resulted from the boom in cotton

prices which the Korean Wwar brought about. (The cotton

prices doubled during 1950-51) ., Besides this, advanced

(1) See, Nicholls, W,H, Investment in Agriculture in Under-
developed Countries; Turkey.AER, March-May 1955, p.62.

(2) Ibid.p.61. Cereal acreage rose by 7.4 million acres
largely at the expense of poor quality grazing land.
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mechanisation was a further incentive for increasing land

devoted to cotton production,

The Government's Toprak Office was also supporting
wheat prices at very high levels during 1952-1955 and the
effects of this programme was further enhanced by doubling
of the number of Government grain-buying stations. The
Agricultural Bank of Turkey increased its public farm credit
more than fourfold between 1948 and 1952. One-third of the
direct loans were allocated for machinery and equipment

(1) .

purchases.

In order to encourage agricultural activities
(farming and fishing) agricultural income had not been
subjected to income tax until 1962, This tax favouritism
and the expansion in the road building programme helped

to bring more farmers and land into the market economy.

(1) Ibid.pp, 61-62.
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Table 8 - Cultivated Land in Turkey,

Years Cultivated _
Land Fallow Total Cultivated Land
(000 ha) (000 ha) (000 ha) as % of Total Area

1944 8170 4814 12984 16.7
1950 9868 4674 14542 18.7
1951 10600 4672 15272 19.5
1952 11775 5586 17361 22.3
1953 13021 5791 13812 24.2
1954 13208 6408 19616 25,2
1955 14205 6793 20998 27.0
1956 14556 7897 22453 28.8
1957 14392 7769 22161 28,5
1953 14764 8,001 22765 29.2
1959 15020 7920 22940 29.5
1960 15305 7922 23264 29.9

Source: First Five-Year Plan, op.cit, p.24, Table 20

The share of major groups of products within the
gross agricultural output is presented below. 7The largest
contribution comes from livestock products (26.5%), followed
by cereals (23.1%), and fruit and vegetables (19,.7%).

. Animal feed and industrial crops give 15.1 and 10.6 per cent

respectively.

Livestock products are not only the most important
factor of Turkey's nationalincome, but also they are

directly connected with nutrition, health and the
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satisfactory operation of agricultural and other sectors.
In present conditions stockbreeding is not fully utilised

and there is a vast potential for higher income than present.

Every year an average of 150,000 hectares of the
pasture lands are estimated to have been cultivated to provide
necessary cereals for the rising population., This grazing
land which is prone to erosion and is unsuitable for cereal
production must be returned to its previous state.

Table 9 - Composition of Agricultural Production (As percentage

of the total Agricultural Production)

Group of Products. 1962.
Cereals 23.1
Pulses 2.0
Animal Feed 15,1
Fruit & Vegetables A19.7
Industrial Crops 10.6
Livestock Products. 26.5
Forestry Products 2.4
Fishery Products 0.6

TOTAL 100.0

Source: First Five-Year flan, op.cit, p.132, Table 54.
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The only field that is comparatively neglected is
fishing. With a quite long coastline, numerous lakes and
rivers and particularly with the Bosphorus which is an
important passageway for fish, Turkey has vast opportunities
for fishing. Yet fishery products in the total has remained
very insignificant. The main problems related to this
sub-sector are backward ficshing methods and very weak
marketing and shipping facilities, Furthermore, fishery
products' share in the total exports has been rather small
and this is due to complex export formalities which are
unsuited to its nature and the lack of private capital

invested in this field.

The total agricultural output has risen by 52 per
cent (at 1961 factor cost) between 1950 and 1960; Yet the
rate of increase has been 40 per cent between 1950 and 1953,
as compared with 7.8 per cent from 1953 to 1960. &ee, Table
2A - 2B. A very high rate of increase in the former period
was the result of the substantial extension in cultivated
land which stemmed from mechanisation, price supporting
programme and other factors. It is striking to see that the
average rate of increase in the former period was 13 per

cent per annum while in the latter period 1.1 per cent.

As can be seen from tue agricultural production
indices, soil products have shown considerable fluctuations

from 1957 until 1960 but later in 1961 they dropped very
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sharply, Until 1960 the highest increase had been in
industrial crops compared with cereals and pulse crops
(see, Table 10.) The reason for the poor agricultural

yield in 1961 was bad weather.

Table 10 - Agricultural Production Indices (1948-1952 = 100)

1957 1958 1959 1960 1961
General 157.7 167.9 162.7 174.5 150.3
Cereals 165.6 171.2 157.8 171.5 144 .4
Pulse crops 131.5 152.0 154.1 161.7 146.2

Industrial crops
141,1 162.1 175.9 183.3 169.2

Source: Economic Report 1962, Union of Chambers of Commerce
and commodity Exchange, Ankara, 1962, p.l0.

The recent development in the agriculture can be
summarised as follows: total agricultural output has
increased from 22.689.5 liras in 1961 to 24.825.6 liras in
1963 which amounts to 9.4 per cent increase, Cereal production
showed considerable increase in 1962 and 1963, while cash
cTrops stood at the same level in 1961 and 1962 (3.680.3 T.liras),
and dropped comparatively in 1963 due to the rains which

(1)

delayed sowing and to certain diseases.

During the period 1961-1963 the average rate of
growth in the total agricultural output was 4.6 per cent

per annum.

(1) First Five-Year Plan, Op.cit. pp-10-11 (1964 Annual programmg
SPO. Ankara Dec, 1963)
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The main and continuing problem is that agricultural
productivity is low. The fundamental reasons for this are:
(1) excessive population in agriculture and uneven
distribution of population among regions, (ii) poor land
ownership, and fragmentation of holdings, (iii) advanced
technology and means of production are not sufficiently
widespread, and fipally (iv) land is not used efficiently

in the light of technical and economic reqguirements,

Active population in agriculture in 1961 was
9.800,000 compared with industry and services as 1.180,000

(1) It is clear that 77 per

and 1.157.000 respectively.,
cent of the total active population is engaged in agriculture
and a large proportion of this adds little or nothing to
total output. The number of persons engaged in agriculture
has increased over the last 16 years by 3.9 per cent per
annum, (2)

A rapid population increase in the past and
inadequate employment opportunities in agriculture and other
sectors have brought forth a serious disguised unemployment
in agriculture. It is estimated that 2t present, there are
1 million disguised unemployed in this sector even at the

(3)

peak season. As a result of this excess population and

(1) See, First Five-Year Plan, op.cit.p.398.
(2) OrCD, Turkey, May 1963, paris, p.9.
(3) First Five-Year Plan -~ Op.cit.p.33.
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unemployment (and concealed unemployment) the income of a
very large percentage of the agricultural population is

quite low. On the basis of 1961 prices the average income

of the peasant is almost 950.T.liras while that of those
employed in sectors other than agriculture is 2740.T;liras.(1)
As can be observed from the above figures, the per capita
income ocutside agriculture is approximately 3 times that of

the peasant.

Another factor influencing productivity in agriculture
is the fragmentation of land holdings and backward land
owner ship system. Land holdings over 500 acres constitute
only 14 per cent of the total cultivated land, while the

(2)

rest (86%) are in the form of small holdings. Again

farming units which are less than 100 decar account for

(2)

39.4 per cent of the total cultivated land.

The small land holdings are the result of excess
population in velation to the land farmed. This population
pressure also stems from the unequal distribution of lands
between agricultural population. Actually, one-fourth of
the population in this sector possess three-fouréhs of the
farming land, while the remaimder is distributed among 75

(3)

per cent of farm families. The distribution of land

(1) See, programme for the year 1962, For Transition into
the Plan Period, (draft) $PO, Octob.1961, Ankara,p.lll.

(2) See, Cilloc,H, Op.cit. pp 164-170. 1 acre = 4000 m2,
1 decare= 1000 m2 or 1/4th of an acre.

(3) Programme for the year 1962, op.cit.p.lll
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owned by the state has also resulted in further fragmentation

of lancholdings. Under the 1945 law, redistribution of land

to landless farmers continued until 1953 and as a result

these people received 1,437.000 hectares of Government

cultivable land and 884,000 hectares of communal grazing land.(l)
These small lands were not distributed on the basis

of creating large and economical units by forming co-operatives

nor were they encouraged to do so,.

As a conclusion one may say that land holdings have
remained far from being in adequate size for the introduction

of mechanisation, fertilisers and irrigation.

Many of Turkey's mechanised farms are well below
the size necessary for efficient utilisation of machinery, Per
capita income of agricultural population is very low, and the
rapid increase of the agricultural population is causing
the splitting up of the already small agricultural enterprises,
making mechanisation rather difficult to exercise. The
distribution of Turkey's tractors is very uneconomical for
43 per cent of the tractors were in regions whose
mechanised farms averaged only 49-86 acres per tractor. The
remainder of the tractors were in three regions with 165-496

(2)

acres per tractor.

(1) The farmers benefited from this law stood at 312,698 by
September 1958, U.N.WVorld Economic Survey 1953k U.N.,
Economic Development in the Middle East 1957-58.Supplement
to World EC.Survey 1958, The value of Government land is
repaid over a period of 20 years, while communal grazing
land is distributed freely.

(2) See, Nicholls,H. Op.cit.These figures are according to

1652 data.
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The amount of fertilizers used has been very low
both because natural fertilizers are mostly used for
other purposes(l), and because the prices of artificial
fertilizers are high compared to crop prices. It is estimated
that 100-200,000 tons of fertilizers are used annually. This
amount is too low compared with the area sown and also with
the amount used in other countries. The planners have found
that 3-400.000 tons of fertilizers must be used annually
so that the chemicals removed from the soil by crops and

(2)

erosion can be restored. Consumption of some of the
fertilizers through years is given in the Table below,

Table-11 - Consumption of Fertilizers.
(Thousand of Tons)

1954/55 1955/56 1956/57 1957/532 1958/59b

Nitrogen (N) 9.5 6.4 10.8 14.0 16.7
Phosvhoric acid -

(PZOS) 11.6 8.3 5.1 6.4 17.5
Potash (K,0) 0.6 0.6 6.1 0.3 11,1

Source: U.N. Economic Development in the Middle gfast.

ope.cit. p.l2, a) estimates, b) forecasts.
There is a large difference in yield between dry and
rainy years, and therefore it is very necessary to establish

an irrigation network in farming. Of the 25 million hectares

(1) As a source of energy in the form of animal waste,

(2) See, programme for the year. 1962, op.cit. p.ll2.
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cultivated today, only 4 per cent are irrigated. (Area

)(1)

under irrigation is estimated to be 1.,115.000 hectares

Cotton forms 22.4 per cent of total irrigated area,
followed by wheat as 17.9 per cent and by vegetables as

(2)

16.1 per cent. (1962 figures).

No doubt there is a very sound reason to increase
the area under irrigation in order to promote productivity
of land, and therefore the benefits of this irrigation system
must be demomnstrated to all farmers to encourage them to
build their own irrigation channels in their farms to
utilize to capacity an irrigation network., Also convincing
information in relation to fertilizers, plant and animal
desease control must be provided. At present D.S.I; (state
Hydraulic Works) is trying to bring 25-30.000 hectares
per annum under irrigation but this is far from being

adequate.

Another characteristic of the farming in Turkey is
that the pattern of the crops is determined rather to meet
the farmers' own need than the demand in the market. The
land which could produce valuable crops is usually devoted
to low=-value crops. Despite the development in transportation

in general the marketing systems still remain primitive,

(1) See, First Five-Year Plan, op.cit.p.155.

(2) First Five-Year Plan, op.cit. p.l155,
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and there is inadequate contact between production regions
and markets. (1). Actually small land holders and landless
farmers have not united as strongly as necessary in the
forms of co-operatives to handle production and sales of

agricultural output.

Finaily, one can find that investible capital
available to farmers has not been directed toward raising
productivity. The credits of the Agricultural Bank are
mostly given in small quantities and are allocated to

consumption purposes rather than to agricultural expenditures.

4Ls a result these available resources are not
utilized., Moreover the terms of agricultural credits are

quite diséouraging because they are based on short-term.(2)

There is a large need for medium and long-term
credits and also for combined loans for an agricultural

operation instead of separate loans for each product.

2= INDUSTRY AND POWER.

Industry is the second largest sector of the
economy after agriculture and its share in GNP was 16.8 per
cent in 1962 with the inclusion of manufacturing, mining and

energy. The largest contribution is made by manufacturing

{1) See, Program for the year 1962, op.cit.p.lll

(2) For instance in 1959, 85 per cent of credits provided
were short-term, against 9 per cent of medium and 6
per cent of long-term, see Ibid.p.l1l13.
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followed by mining and energy.

Manufacturing is most developed in the food, beverage,
tobacco and textiles and clothing sectors followed by
chemicals, basic metal products and non-metalic products.(1)
Food, beverage and tobacco .production stood at 7.517.7 million
T.liras in 1962, while textile and clothing brought in
5.270,0 million liras., In the cement industry national
self-sufficiency has been attained and as.a result imports
of cement has dropped while exports of it has started on a
small scale; (the export of cement was 18,000 tons in 1959

and then it rose to 69.000 in 1960)

Mineral sources are substantial and coal and iron
ore exist in quantities adequate enough to support a naticnal
iron and steel industry and chrome and copper have contributed
sizeably to exports in past years. Other mineral sources
include lignite, boracite, pyrites and manganese.
Minerals are exploited by both the state and private
enterprise., Yet the highest provortion of production is
provided by the public sector. (75%)

Percentage share of Industry in GNP - 1962.

Manufacturing 12.3
Mining and {Quarrying. - 3.2
Energy. 0.8

Source: First Five-Year Plan, op.cit. p.l125, from Table 53/1

(1) See, I'irst Five-Year Plan, op.cit.p.l85.
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The share of energy in the National product has
been comparatively small despite its considerable
development in the last decade. Turkey's energy requirements
are met from six main sources as coal, lignite, hydréulic
energy, petroleum, firewood, and animal was&x(l) All these
resources are adequate to meet the country's needs, except
in petroleum porducts. But Turkey has surprisingly progressed
in o0il exploration in very recent years., For example o0il
products rose from 369.9 thousand tons in 1961 to 2.849.9
thousand tons in 1962 which implies 670.4 per cent increase
over 1961 level. Crude oil also increased by 34 per cent

between the same ye ars. See, Table 13,

The proportioning of these principal energy sources

in meeting the country's total energy requirements is

(2)

pregented below,.

As % of Total Energy.

Coal 22
Lignite ' 8
Petroleum products 11
Animal Vaste 28
Firewood 30
Hydro Power. 1

100

(1) Program for the year 1962, op.cit. p.38.
(2) 1Ibid, p.39.
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As a whole industrial output has shown a steady
and rapid increase between 1950 and 1960 and particularly in
1960, when it almost doubled the 1950 level - 80 per cent
increase. Yet industry's sha;e in the national product

remained nearly unchanged (between 16-17 per cent).

Since 1953 industrial production has been rising

more rapidly than agricultural production. Against 7.8

per cent increase in the agricultural output between 1953-
1960, industrial output has risen by 37 per cent. Following
a drop in 1961, industrial production has shown a tendency
to increase almost in all imdustrial sub-sectors. Important
increases were recorded particularly in petroleum products,
chemical fertilizers, paper cement in the first months

of 1962.

Chrome production was 5-9 per cent higher in 1962
than in 1961. But because of export difficulties stocks of
chrome accumulated and production in the first half of 1963
showed a considerable decrease coﬁpared with the earlier
year. Coal.production however has recorded a small increase
while lignite showed a rise of 15.9 and 9.6 per cent in
1962 and 1963.

The production of iron and steel also showed a
marked increase in 1963 compared with the previous years.
Cement on the other hand has become sufficient to meet

domestic demand of the country. Its production rose by



13.8 per cent in 1962 and 18.8 per cent in 1963. The
increase in paper production has also continued until the
First Five-Year Plan. Petroleum products in 1962 were up
to six times their 1961 level due to the MERSIN refinery
beginning to produce in 1962, As can be seen the highest
increase has beeﬂ in petroleum products and it is believed
it will meet domestic demand in subsequent years. See,
Table, 13,

The textile industry which is a characteristic of
underdeveloped countries i1s especially prevelant in the
private sector and enjoys greater development than other

branches of industry even being able to export.

The actual capacity of the cotton mills has reached
554 million meters which is expected to go up to 645
million meters with the completion of new mills. 75 per cent
of the cotton production is consumed by the country while
the remaining 25 per cent is exported(l). The high cost
of production resulting from high prices of auxiliary materials,
coal and electric power means Turkey cannot export the
textiles products without a Government subvention. For this
reason, a special fund was established at the Sumerbank
(State E.C.Cnterprise) by the allocation of 9 million T.Liras
from the State Budget in order to fill the gap between the
(1)

cost of production and world prices.

(1) See, liconomic Report 1962, op.cit. p.l19.



Table-12 - Industrial Income at Constant Prices (1961 factor
prices)

Million T.Liras.

(a)

Industrial Income As % of N.I.

M, T,.1iras.

1950 4051,3 16.3
1951 4390.1 15,4
1952 : 4756.1 15,3
1653 5.238.0 15.2
1954 5486.9 17.5
1955 5.706.3 17.2
1956 6.078.3 16.9
1957 6.519.8 17.1
1958 6.976.0 17.5
1959 7.321.6 17.7
1960 7.302.0 17.0
1961 7.220.4 17.1

Source: Table 2b, in this study, and Five-Year Plan.p.l4.

(a) Construction is not included,
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To promote industrial development in the absence of
an active entrepreneurial class and private capital, the
state stepped into the field of production as long as 30
years ago. Impatience with the slow pace of economic develop-
ment, the impact of the World Depression, and the receptivity
of Turkish Officials to schemes involving government control
induced the Government to embark upon a policy of
industrialisation directly through the establishment of State

Economic Enterprises.

Under the First Industrialisation plan some
headways was made during the years 1934-1938 in the
establishments of such basic industries as iron and steel,
textile, cellulose and paper, chemicals and ceramics. The
aim of the plan was to make Turkey self-sufficient in those

branches of industry.

Etatism as an economic policy remained the
Government's official policy until 1950 and encouragement
of private enterprise and retreat from etatism began after
1950 with a new policy. Economic liberalism played a

decisive role in creating an active business community



38.

and other.middle class elements. Actually private industry
grew very rapidly after 1950, For instance in 1950 there
were 2515 private manufacturing establishments using more
than 10 horse-power and/or employing more than 10 workers.
The number of such establishments rose to 4106 in 1955 and
also Workers employed by then increased from 87.000 to
140.000S1) Although the new Government eventually resumed
the policy of heavy investments in the industry and other
sectors, private investment was also encouraged. To this
end in 1950 the Turkish Industrial Development Bank was

established to provide additional funds to private industry.

The 1950 liberal economic policy has been a good
stimulus to industrial activities by transforming merchants
who increased their profits from trading in chrome and
dried fruits during the Il.World Yar, into industrial

(2)

entreprenuers.

After a change in Government Policy the position of

public investments declined between 1950 and 1953 but

(1) Monthly Bulletin of Statistics, C.5.0. No.42,43, Ankara.

(2) See, Kindleberger, C, Economic Development,McGraw Hill
Book Co. 1958.p.36, and also, Alexander A.P. Industrial
change, Vol.VI111,1959,p.356. price level rose 4-5 times
between 1938-1948 due to severe inflation. ¥Var-time
conditions resulted in large profits.
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increased again in subsequent yeatrs. See, Table 14, Foreign
exchange shortage experienced after 1954 became the main /
limiting factor to the growth of privafe industry and to
overall economy. Domestic prices rose very sharply (3 times
its 1950 level) and the value of money fell substantially,
This, of course, led to a further deterioration in the
foreign exchange reserves. By 1955 several industries
dependent upon imported raw materials and capital goods
‘(also spare parts) had been forced to stop their operation.
The hardest hit were woollen textiles, rubber processing,

(1)

metal working, chemicals and plastics. Under these
conditions the private industrial activities dropped sharply
while the preference in imports of raw materials and

capital goods was given to the state economic enterprises.

Table 14 - Distribution of Gross Capital Formation by Type-

of Investors. (As % of Total - At current p:iées)

1950 1952 . 1954
Private Sector 58 65 60
Public Enterprise 14 12 . 13
General Government 28 A 23 27

Source: Union of Chambers of Commerce & Industry; Problems

of Industrialisation and Investment in Turkey,

Ankara  1957.

(1) Hanson.A.,H. Public Enterprise & Economic Development,
London, 1959,
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At present Turkish industry has two major categories
the private and state sectors. Almost 40 per cent cf total
industrial output is supplied by the state Economic Enterprises
which are engaged in a wide range of mining and manuf acturing

(1)

activities. The last 15 years have seen an important
expansion of the productive capacity of the industrial
enterprises, but this has been accompanied by considerable
economic and financial disorder. Their profits have been
very small in relation to their assets and most of their new

investments (even replacement needs) have had to be financed

through the General Budget or short-term bank credits.

The total employed industrially is 1.180 thousands
of which the highest portion is engaged in manufacturing;
Of the 850,000 people employed in manufacturing 64 per cent
(550.,000) work in establishments employing less than 10

persons.

Industry including mining, manufacturing and
construction employs about 10 per cent (9.4.p.c.) of the
total active population. Given 7.5 = 8 per cent rise in
industrial output and 5 per cent rate of growth of employment,
industry is unable to absorb the excess unemployed and
underemployed in the agriculture., Therefore there is a

great need for industrial expansion either by establishing

(1) First Five-Year Plan, Op.cit. pp 65/66.
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new industries or by expanding the existant ones.

Active Population in Industry - 1961 (In Thousands)

Sub Sectors. Active Population.
Manufacturing 850
Mining 70
Construction 260

Total 1,180

Source: First Five-Year Plan, op.cit.p.399

ELECTRIC POWER.

'In Turkey unlike other European countries tlere is
no nation-wide interconnected system. Regional generating
started in 1948, but only some regions enjoy electrical
facilities, such as North-West and Western Anatolia, and the
Gukorova region. For example 73 per cent of the total
electricity is consumed by North-West Anatolia and 3 per cent
by the Gukurova region. Again Western Anatolia has a surfeit
of energy and power while Eastefn Anatolia suffers from an
acute shortage. About 31 per cent of the total population

(1)

(8.5 million) uses electricity.

(1) See, program for the year 1962, op.cit.p.40.
Excess energy in North West Anatolia is 443 million Kwh,
and in VWestern Anatolia 339 killion Kwh., The energy
need of the Gukurova region is estimated to be 45
million Kwh. ibid.p.43.
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Also compared with other countries, at present
Turkey has one of the lowest electrical energy consumptions.
(abou£ 107 Kwh. per head). The average per capita consumption
of electricity in Europe is 1560 Kwh, and in neighbouring

Greece 210 Kwh.(l)

The country's electrical requirements were for the
most parf met by thermo electricvpower generators until
the regional systems were constructed. A considerable use
of hydro-electric generators began in 1956 with the

operation of the SEYHAN hydro-electric power.plant.

Total generation has shown a rise of 82 per cent
between 1955 and 1960 rising from 1.580 million Kwh to
2.886 million Kwh. This rose to over 3 million Kwh in 1961

and still higher in the first 6 months of 1962 and 1963.

As can be seen from the Table below, 61 per cent
of the total electric energy in 1960 was used in industry
while 22 per cent in private and public consumption and
the residual in internal consumption. (in 1961 energy |

consumed by industry rose to 73.5 per cent)

(1) Economic Report 1962, Op.cit.p.22.
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It is estimated by the planners that the total
energy and power capacity in 1960 were 4,367 million Kwh
and 1260 MW/ respectivelysl) #While the amount of energy
and power consumed in the same year stood at 2.386 million
Kwh and 650 MV, one can conclude that there is an unutilized
excess, This excess is accounted for by a great lack of

co-ordination and extensive confusion among electricity

generating regions.

3= TRANSPORTATICON.

The conditions of transportation in the first
years of the Turkish Republic (1923) were poor. The length
of one-way rails was approximately 4000Km, and the commercial
fleet was composed of old and relatively smail ships. The
ports were not sufficient in number, and the only ports
existing at the time were Istanbul and Izmir.. The highway
networks were not appropriate for voluminous traffic and the
difficulty of carrying bulky goods from production areas

to markets led to very high transportation costs.

Yet this . unfavourable situation was remedied
after 1948 due to very high investment expenditures in

this sector. 1Its share in the national income also increased

from 4,6 per cent in 1948 to 7.9 in 1960. (see, Table 7.).

(1) Program for the Year. 1962. Cp.cit.p.4l.
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In other words income derived from this sector showed a
rise of 204 per cent in the same period.(l) The indices for
various sectors also indicate that transportation has

increased much faster than agriculture and industry.

Table-16- Indices of the National Income by Sectors (1948=100)

1953 1956 1960
Agriculture 136.5 129.9 157.2
Industry 141.5 164.,2 197.4
Transportation and
Communications 171.4 235,9 327.6
National Income 143,.7 149.4 190,56

Source: Cillov., H, op.cit. p.342.

Of the 189.766 active population in transportation
and communications, 109.0388 are engaged in highways, 33.259
in railways, 26.555 in sea, lakes and river, and the rest

(2)

in communications, airways and other transportation.

Land transport is in the hands of small private
enterprises, railways and airways are all state enterprises.
Maritime transport however is handled by hoth state and

private enterprise,

(1) From 971,1 million T.Liras in 1948 to 2.954.8 million
liras in 1960. A

(2) These are 1955 figures. Ve did not have any recent data
on active population in this sector.
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The highest growth has been recorded in land
transport. The share of land transwvort in the total in 1950
was 46 per cent for passengers and 17 per cent for freight,

(1)

while these shares rose to 67 and 37 per cent respectively.

Turkey in 1960, had a highway network of 62,000
km in the form of state highways and provincial roads. Over
the last 10 years it has increased by 25 per cent, but this
growth has been greater between 1951-55 than 1956-60. (4n
increase of 5,760 km in the former and 4.756 in the latter

period)(Z)

Only about 42,039 km are all weather roads
which means that 67 per cent of our highways can be used in
unfavourable weather.(z) The rest of the highways (31.4%)
which are paved and graded roads with or without bridges
are not suitable for heavy traffic. The effect of this is
that the areas of production and consumption have difficult

contact with each other which results in large price

differences.

Average highways per 1000 km. square and the
per capita highways for various countries are given in the
table below. As can be seen, in Turkey, average highways
per 1000 km. square and highways per capita are 75 km. and

(3)

2,07 km respectively. A comparison of this sort shows

(1) First Five-Year plan, Op.cit.p.344.
(2) Cillov.H. Op.cit.p.343.
(3) According to 1960 data.
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just how inadequate the development has been with relation

to general social and economic conditions.

While the main network is adequate to meet needs
in the coming years this does not apply to secondary roads.

(village roads)

Table 17 - Highways per 1000 km. Square and Per Capita.

(in km)
Per 1000 km sq. - Per Capita.
Turkey 75 ' 2,07
W.Germany 1436 6,74
England ' 1344 6,11
Belgium 30438 10,22
Hungary 312 2,92

Source: Cillov, H, Op.cit. p.340.

The length of railways operating in 1961 was
7882 km, but because of high tonnage trucks, over loading,
and increasing competition from the highways transport of
freight and passangers previously handled by rail have shifted
to road transport with its comparatively better prices,

speed and less formalities,

Length of Railways (km)
1956 1960 1961
Main Rails 7.804 7.895 7.882
Secondary Rails - 154 154 154

Source: Cillow. H, Op.cit.
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The railway network compared with those of other
countries seem to be in an-unsatisfactory position, 1i.e,
railways per 1000 km square and 10,000 population(z) are
1,0 km and 2.8 km respectively., However taking into
account actually utilizéd railway capacity which is
estimated to be 20(%Lr cent of the total, one may rightly
conclude that railway '‘networks in their present state are
sufficient to meet the country's transportation needs.

Yet it cannot be said that railways are established on sound

economic bases to create external economies for further

development.

Bearing in mind the 7216 km length of the coasts
of Turkey, the importance of shipping is very cbﬁious. The
private sector plays an important role in shipping and owns
about é5 per cent of Turkey's commercial fleet. The state
commercial fleet are run by the MARITIME BANK which is also

a Commercial Bank,

The largest part of the shipping is in the
form of international transportation. In 1960 it (including
privately owned vessels) amounted to 9410 billion ton-km
of which only 810 billion ton-km was in coastal

3)

transportation. However there has been a decline in sea

(1) The actual capacity in 1960 was only 15 billion gross
ton-km against the total capacity of 73 billion gross
ton-km, See YProgram for the Year. 1962.0p.cit.p.77

(2) These figures are 46; 23 in U.S.A. 130; 6,4 in U.K,

2; 4,6 in Italy and 13: 3,5 in Greece, See Darkot.B,
Economic Geography of Turkey, Istanbul 1958,p.171
(3) Program for the Year 1962, Op.cit.p.79
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transportation in recent years., (both in foreign and domestic

lines) In the last 5 years the percentage of Turkey's

foreign trade volume transported by Turkish ships fell from

40 per cent to 30 per cent.)l)
While there are sound reasons to expand commercial

fleets operating in international lines, the same thing

cannot be said for coastal lines which are operating with

great losses due to their unused capacity. On the whole,

(2)

only 30 per cent of the total capacity of sea transportation
is utilised and tihis excess largely stems from coastal lines
which are not properly organised and are composed of old

ships which are below standard. The utility of capacity is
closely related to the facilities for quick and safe loading
and unloading in ports and quays, and many of the ports

lack modern machinery and equipment to ensure this. Also
harbours and ports are not closely linked with their
hinterlands and therefore they are operating with excess
capacity. They are run by various different organisations
which also makes management inefficient., For instance Istanbul

port is run both by the Maritime Bank and the Haydarpasa

Railways which result in a lot of mismanagement.

(1) Ibid. p. 79

(2) Economic Report 1962. Op.cit.p.22.
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4 - COMMERCE,

This sector includes both wholesale and retail
trade. With its ghare in the National Income as 10 per cent,
commerce plays a fundamental role in the whole economy.

Turkey's foreign trade is important from the
roint of view of balance of nayments difficulties which
have hindered the country for nearly two decades. 1Its
foreign trade constitutes a very small portion of the total
“World and Iuropean trade. In 1960 our share in the total
world exports and imports was 0.3 and 0.4 per cent respectivel&%
Over the last 15 years despite a rapid.increase in the
World trade, the volume of Turkey's exports and imports
have shown a very small increase.

Per capita exports and imﬁorts as $12 and %18,
it is needless to say that these figures are very low

compared with other European Countries.

(1) See, Cillov.H. Op.cit.
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Table 18 - Per Capita Exports and Imports of Various Countries.

In (2)
Per Capita Per Capita
Exports. Imports.
Turkey 12 18
W.Germany 214 190
Italy 76 96
France ‘ 150 138
Greece 24 83

Source: Cillov. H. Op.cit.p & OECD General Statistics, Paris 196

This low level per capita exports and imports
~howev¢r cannot only be attriﬁuted to slow rate of growth

of foreign trade but also to the rate of population growth,
Per capita foreign trade by itself may not be the right
measure .. . for the country's foreign trade position. Therefore
the relationship between foreign trade and national income
must be sought as well. According to 1960 data the share
of exports and imports in the national income was 4.92 and
7.18 per cent respectively. See Table 19, Exports which
was 7 per cent of the ngtional income in 1950 dropped to

5 per cent in 1960, Actually the rate of growth of exports
was less than the growth of national income. This may be
due to dependence on foreign markets as well as on weather
conditions which has large effects on the production of

exportable goods.
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Imports on the other hand, rose to 10 & 11
percent in 1953-1954 respectively due to a very liberal
course adopted at the time, but in }960 it dropped to 7
percent which was accounted for by import restrictions
during the period 19583-1961., On 4th August 1958 a
stabilisation programme was adopted to deal wifh the
bottlenecks in both domestic and foreign trade. Turkey's
large trade deficit and the increasing disparity between
domestic and foreign prices led the Government to intensify
restriction on imports and to stimulate exports through
modifications of the existing multiple exchange rate system,
premiums and surcharges, and through stricter control on

prices of imported goods,.

Table 19- The Ratio of Exports and Imports to the Gross
National Income (at constant prices - as percentages)

o o 1
resss. | B@erts s Imerts s Diference
1948 5.47 7.65 - 2.18
1950 7.09 7.69 - 0,60
1953 7.67 10,31 - 2,64
1954 7.13 10.19 - 2,06
1955 6.20 9.85 - 3.65
1956 5.65 7.55 - - 1,90
1957 6.02 6.92 - 0,90
1958 4,10 5,22 - 1,12
1959 5.64 7.50 - 1.86
1960 4,92 7.18 - 2,26

Source: Prof.B..Ustunel, lhracatimizi, Arttirabilmek igin
Milletter Arasi 4ntlasmalardan Faydalanma imkanlari, Ihracati
Arthirma Semineri, Ankara, 1961, p.43.
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In Turkey exports and imports as percentage of
gross national income are rather low compared with other
countries. However the level of foreign trade is
particularly affected by weather conditions and foreign
elasticity of demand for our exports goods on the export
side and external credit possibilities on the import side.

Table 20 - Exports and Imports as percentage of Gross National

Income in various Countries., - 1960,

Countries. Imports ash Exports as %
of National Income of National Income

We Germany 19 ) 21

Austria 29 - 25

Denmark : 36 30

Holland ' 56 43

Greece 22 9

Turkey 7.18 4.92

Source: Prof. B, ﬁstﬁnel, Aurupa Musterek Pazarinin Turk
Ekonomisi Uzerindeki Muhtemel Tepkileri, Turkiye
Odalari Birligi Nesriyati, Ankara, 1962, p.28

;mports in recent years have consisted of
equipment goods (inc luding spare parts) and raw materials.
Each category represented 44 per cent of total imports in
1960~1962, while consumer goods represented 12 percent of

(1)

imports. The relation of imports either to national

(1) Economic surveys by the OECO. Turkey, May 1963, Paris,p.ll.



bProduct or investment has varied substantially during the
last decade. Over the period as a whole marginal propensity
to import has been very high, calculated to be 1.45.(1)

This rate indicates that imports have risen pari passu with

the national income.,

Exports on the other hand have shown almost no
growth over the last decade and it is clear that this
pPhenomenon lies at the heart of the balance of payments
problem. Over 70 per cent of e xports consist. of agricultural
commodities such as tobacco, fruits and vegatables and so
on, The rest includes industrial and mining products.,.

While international demand for the former agricultural
products is increasing very slowly and is very inelastic
in response to price, prices of the latter have developed
unfavourably since 1952. The breakdown of our exports by

producing sectors is shown in Table 26.

(1) The marginal pwopensity to import in the period 1950-
1961 is found to be 1.46.




Table 21 - Breakdown of Exports by Producing Sectors.

5'5-

1960 1961 1962
Mill. & % |Mill. @ % | Mill.$ %
Agricultural products. 237.9 74.2 274.1 79.1 296.1 77.7
a) Cereals, pulses and
other goods crops 14.5 4.5 14,7 4.3 6.6 1.7
b) Fruits & Vegatables 78.6 24.5 73.3 21.1 91.8 ' 24.1
¢) Industrial crops and
forestry products. 119.0 37.1 150,5 43,4 163.5 42.9
d) Livestock, hunting &
fishery products 25,8 8.1 35.6  10.3 34,2 9.0
Mining & Quarrying prod. 19.7 6.2 18.6: 5.3 16.5 4.3
Industrial products. 63.1 19.6 54,0 15.6 68.6 18.0
TOTAL 320.7 100,0 346.7 100.0 381.2 100.,0

Source: SPO, Development plan, First Five-Year 1963-67,

1964 Annual program, Dec. 1963, Ankara, p.228.

In addition to trade deficit Turkey is suffering

from the deficit in invisible items due to heavy interest

payments for foreign debts.

items including interest payments, was nearly 50-50 million

(1)

The net deficit of invisible

dollars'™; while the outstanding debt payable in foreign

(2)

currencies in 1961 '"stood at $ 950 million which makes

Turkey's balance of payments trémendously difficult.

(1) sSPO,., Development plan, 1964, Annual program, op.cit.p.229

(2) See, OECD, Turkey, op.cit.p.ll.



5 - OTHER SECTORS.

As can be seen from Table 8, share of the building
industry in the national income has risen by 84 per cent
from 3.2 per cent in 1948 to 5.9 per cent in 1960. 1Its
share even exceeded 6 percent after 1954 Because inflat ionary
conditions prevailed in the economy as a result of deficit
financing. Inflation which caused lack of confidence in
the value of money brought an upward trend in the-building
activities, until 1958, After 1958 there was a sudden drop
in the volume of construction owing to the stabilisation
Programme aimed at increasing the value of money and ending
the inflationist® policy. But the comparative slowing down
of these activities in 1960 and 1961 may be attributed to

(1)

the tendency to favour liquid assets. The development
of the building industry can be seen from indices for newly
licenced buildings.

Table 22 = Indices for Licensed Buildings.

Years " Construction Indices.
1956 100,00
1957 102.84
1958 118.38
1959 101.18
1960 101.90
1961 103,11

Source: Economic Report 1962. Cp. cit. p.25.

(1) Economic Report 1962, Op. cit.pP.25.
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The share of dwellings in thé national income has
almost doubled increasing from 2.7 in 1948 to 4.2 in 1960,
According to data of State Planning Organisation in 1960
there were about 4.5 million dwellings in the country of
which 3 million were in villages and 1.5 million in towns.
With the 3 per cent annual population growth Turkey needs

150,000 new buildings each year.(l)

The participation of other sectors (public services,
Finance, services and professions) in the national income

have not shown any significant change over the last decade.

(1) 1bid. pp. 26/27.



CHAPTER 11

HISTORY OF ECCNOMIC PLANNING.

IN TURKLEY.
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1 - INTRODUCTICN.

In this chapter we shall study the first economic
planning attempts of the country, which started with the
adoption of ttatist economic policy in the 1930's, and wh{ch
accounted for several reasons, These attempts, which
aimed at industrialisation, resulted in the First and
Second Five-Year Industrialisation plans which are

considered now, to have created the key basic industries in

the country.

After the foundation of the New Turkish Republib
in 1923, there was a great necessity for industrialisation
efforts to change the structure of the economy, Turkey was
of agricultural character and did not have any manufactured
goods for exports except carpets during the period 1923-25.(1)
Almost the whole manufactures goods the country needed were
provided from abroad. Even main consumer goods like sugar,
grained wheat, textiles and paper were imported from
outside. In 1927, manufactures and semi-manufactures
(187 million liras), constituted 90 per cent of the total
imports of which 70 per cent was of consumer and 30 per cent

of producer goods.(z) ©

The share of agriculture in the national income

was extremely high with 67 per cent in 1927, while industry's
share was 10 per cent, which forced thd country to_rely
always on the outside world. (See Table 1l.), © o
(1) See, Cillov. H. op.cit, p.244.

(2) Ibid. P.244. '
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Table 1 - Share of Agriculture, Industry and Services in

National Income.

1927 1938 1948
Agriculture 67 48 53
Industry 10 16 14
Services 23 36 33
N. Income 100 100 100 .

Source: SPO, First Five-Year Develoboment plan, p.9. From
Table 4.

The first attempt at industrialisation began when
the government put into effect the law for the Assistance

of Industry in 1927.(1)

This was followed by a new tariff
policy which was aimed at protecting domestic industries
against foreign industries. However, the established
industries were confined to small scale industries

because of two main reasons: First, income of the population
and standardofliving were too low, and consequently
domestic savings were limited and thus there was not
sufficient capital for creating basic industries. Second,
because domestic market was so small and narrow the small
capital holders preferred trade activities to the
investments in modern industries which could only be

(2)

profitable in the long-run.

(1) See, Tesviki Sanayi Kanunu, No.l1053, 1927, This Law was
abolished in 1942. Turkiyede Sanayi Sayimlari, Iktisat F.
Mecmuasi cilt 3, No. 1-4 p.l2.

(2) Cillov. H. Op.cit. p.245.




60.

The 1930 Vorld Depression made things worse when
prices of agricultural products fell considerably and
severe import restrictions were imposed due to an extreme
fall in its exports. Therefore Turkey was forced to
produce ity own sugar, cotton and wool manufactures and

others which it used to import from abroad.

These factors we just briefly pointed out will be

discussed broadly in the subsequent sections of the chapter.

11 - THE EMERGENCE OF ETATISM AND ITS NATURE.

When Turkey gained its independence in 1923, it
possessed large natural resources, but it was lacking
domestic and foreign capital, skilled labour and entrepreneurs.
The state was extremely worried by the disappointing develop-
ment of the private enterprise in the areas of industry,
commerce and services. Actually the private sector was short
of capital and skilled entrepreneurs to embark on basic
industrial establishments. This deficiency combined with
the harmful effects of the orld Depression on the
agricultural products which constituted the main source of
income of the country and the largest share of exports,
led the government to intervene into the economic sphere
on a large scale. In addition to these, the influence of
the Soviet Union on the industfialis#tion and ¢conomic
rplanning was apparen; Which has caused a wide controversy

until today. The economic policy which emerged as
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Etatism had become the philosophy of the Government until

1950 when it gave way to liberalism,

Let us now examine each of these factors in turn
which compelled the country to follow an etatist economic

policy instead of a liberal one.

1. In the early years of the Republic great
efforts were made to encourage private activities and
impfove the standard of entrepreneurs in the field of
industry and agriculture. The Government incentives in
industry were enforced by a law containing these measures.(l)
(i) the state organisations gave preference to home
industrial products and alsQAprice reductions in supplying
these industries, (ii) private enterprise was exempted from
the land tax and duties on raw materials, building materials
and mechanical equipment, (iii) private industry received

30 per cent freight reduction on the railways, and free

sites for establishing industries.

Yet these measures which were adopted did not realise
the expectations of the Governmment which had anticipated
a much quicker tempo of industrialisation. This policy
resulted in a failure because private enterprise was

inefficient and too weak to bring about an industrial growth.

(1) The Law for the Assistance of Industry in 1927, Also,
see Hanson, A.H. Op.cit. p.118.
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They were either unwilling to undertake basic industrial
projects or if they were willing the products were not the
right kind despite the encouragement they had received from

the Government.,

2 - The World Depression which occufred in 1629-30
was very harmful to underdeveloped, as much as to advanced
countries. The main effect of the‘deprgssion in Turkey was
the fall in prices of agricultural products which brought up

an agrarian crisis. This had emphasised the need for an ¥

industrial development and for less dependence on foreign

countries.

In 1929 the trade deficit amounted to 101 million
liras, with imports at 256 million and exports at 155
million liras.(l) As a measure to counteract this deficit
the government imposed restrictions on imports by-quota
system and controlled the foreign exchange. The main
objective of the new Tariff policy in 1929 was defined as
""the protection of local industry? While it was clear that
there was no possibility of expanding exports because of
the low ebb in the international commodities market and
falling prices, Turkey adopted import restrictions and

protective barriers.

(1) See, Hershlag. Z.Y. Turkey = An ._conomy in Transition,
The Hague. 1958.p
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As a result trade balance was restored and
domestic industry was prdtected. But countries
discriminated against by Turkey in the export of some of
her commodities were unwilling to come forward with more
vital capital goods which were largely necessary for
industrialisation in Turkey. ith the lack of a flexible
foreign trade policy Turkey not only panicked with the
First wave of the depressidn and also failed to seize the
opportunity for cheap imports and capital goods, which would
have been very useful for industrialisation efforts.(l)

However one cannot ignore the fact.that Turkey
hadneither capital resources or foreign credit faciiities
available to benefit from the World Depreésion.

The ecoﬁgmic and social problems which followed
the depression gave a sound reason for state interwention

where private enterprise and capital either could not or

was unwillihg, to play its part.

Turkey as an economically poor country with
inadequate capital funds was unable to increase capital
formation unless it was at the expense of the level of
consumption. This was the only way open to Turkey, given

the absence of modern methods for providing foreign aid and

(1) Hershlag. ope.cit.
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technical assistance from other advanced countries, There was
a firm belief in the country that a planned allocation of
resources to speed industrialisation could only be achieved

by the state.

3 - Despite a divergence of opinion as to the
exact nature and extent of Russian influence an the
development policies, Turkey received substantial economic

aids from Russia for establishing basic industries.

Following a treaty of friendship which was
signed with Russia in 1921, and the supply of arms to the
Turkish National Army during the War of Independence, they
both drew closer together. This relation was extended to
the economic field where in 1934 Turkey received an interest

(1) This

free loan of $3.000,000 for a period of 20 years.
large amount of aid was in the form of machine ry and
equipment, left to the choice of the government. The
repayment of that loan was to be paid by exports to Soviet
Russia and it was also agreed that the prices of these

goods would be fixed from time to time according to ijorld
prices.

The Soviet loan helped Turkey to establish a textile
mill in Kayseri and two additional sugar factories. In

April 1935 the trade relations with Russia increased ard

(1) See, Hershlag. ZwY.'op.cit. P.79.
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this resulted in the establishment of another textile mill
plant in Nazilli, which was a project included in the

(1)

First Five~-Year Industrialisation plan,

Turkey in addition to these influences, followed the
Russian pattern for nationalisation of the industrial and
mining establishments, particularly the ones which were in
the hands of foreign enterprises. These were railways,
coal mining enterprise in Zonguldae, electric and water

(2) At that time

supply and telephone and communications,
the question arose why the state should not take the
country's economic resources into its own hands, in order

to develop them in accordance with a well-defined pnlan as

in Soviet Russia. Nobody in the country>be1ieved any longer
that the development of industry and the economy as a whole

would be achieved without direct government control of-

national assets.,

Did the Turkish Economic system have similarities to
the Russian System? We believe Turkey differed widely
from the Russian Collectivist system in many aspects:

a) - While Turkey remained very loyal to the
principle of private enterprise and ownership, and did not

resort to expropriations without compensation by the state,

(1) Hershlag., Z-Y, op.cit. In both industries it was ,
benefited largely from Russian planners and technicians,

(2) See, Hershlag. Z.Y . op.cit.
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one coﬁld hardly argue that Turkey was broadly imposed by

the Collectivist Régime of Soviet Russia where all means

of production were nationalised. (b) There was a striking
difference in respeﬁt of agriculture too. Both countries
were mainly of agrarian character and had a backward and
ignorant peasant class. Though this structure was common to
both Soviet Russia and Turkey they followed completely
different ways. Russia at the beginning undertook impressive
land distribution and later resorted to collectivisation,
while Turkey did not go further than some minor measures

and limited reforms. c¢) Also Turkey's state intervention
and planning covered only the industrial part of the economy,
entering merely those fields where private enterprise had

failed, and was unable to undertake large industrial projects.

Therefore we may conclude that despite the
co-operation and financial and technical aid obtained from
Russia during the transitién into etatism, and while the
First Five-Year Industrialisation plan was carried out,
Turkey was merely encouraged to pursue etatist economic
policy by the success of Russian central planning
expcrience.

What is then the charaéter of Turkish Etatism?

The nature of etatist policy was well explained by President

K. Ataturk on April 20th, 1931 as follows: *) "Although

considering private enterprise as a basic idea, it is one

(1) The programme of the Republican people's party, lst

article. See. Serin, Turkeyenin \anay11esmes1, SBF
Yayinlari, No, 1é7 149 Ankara 1963,



67.

of our main principles to interest the state in matters where
the general and vital interest of the nation are in question,
especially in the economic field, in order to lead the

nation and country to prosperity in as short a time as possible.

The scope of intervention by the State was defined
as public works, education and instruction, public hygiene,
social work and economic issues in the sphere of industry,
agriculture and commerce.(l) The state activities in the
economic field included mines, forests, canals, railways,

(1)

shipping and gas and electricity.

The etatism in Turkey was quite distinct from
socialism or collectivism, This point again was made clear
by defining its chgracter.(Z) "Turkish etatism is not a
system which borrows ideag that have constantly been harped
on by socialist theoreticians in the 19th century; it is a
system peculiar to Turkey which has evolved from the
principle of the private activity of the individual, but
places on the state responsibility for the national economy
with consideration of the needs of a great nation and a
large country, and of many things that have not been done

so far."

(1) Programme of the Republican party - Third congress, May,
1931,

(2) Iktisat Vekaleti, Sanayi Tetkik Heyeti, 2.,ci Yillik plan.
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As can be concluded from both statements, the
activities of private enterprises were not rejected and the
government at that period tried to give encouragement to
ensure their growth as well. It was thought that the
nationalisation of key industries would give considerable

(1) In the

stimulus to private initiative and capital.
proposals for the second Five-Year plan it was also stated
that "4e.iceeeeseeeees, the principles based on etatism in the
economic policy as implemented by us are: to act and to
activate . Private enterprise and capital are included within

the framework of activation.“(z)

Thoﬁgh the government did not deny the growth of the
private sector, where profit incentives were preferred to
general interests, it was rather cautious., This was due to
the last experience in which both private and foreign
enterprises concentrated on lucrative parts of the economy
against those fields which were most vital to the overall
(3)

economic development,

111 - THE INDUSTRIALISATION PROGRAMMES,

As we have seen, the economic policy of Turkey was
directed toward etatism since 1930, and in order to give

momentum to economic growth the state aimed at the

(1) Prime Minister Inonu's speech in 1933, (quoted from
A H. Hanson. op.cit. '

(2) 2 ci 5 yillik sanayi Plani, 1936, p.22.

(3) See, Hershlag. Z:Y op.cit.
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construction of heavy idustry, including main war materials,
large mines (iron and steel and the coal industry and a
large degree of irrigation and land reclamation and also
electricity and water supply industries.

The first and second Five-Year Industrialisation
plans were the first expression of the etatist economic
policy of the Government for establishing key industries ih
consumer goods and mining and electricity. The main
principles of the planning era which began after 1930; were
the preference for industrialisation over other fields, and
the dominant role of the state as entrepreneur in
establishing main industries. Both of the plans were
executed and controlled by the government's financial
institutions and agencies.,

A= THE FIRST FIViE=-YEAR INDUSTRIALISATION PLAN - 1934-1G38,

The First Five-Year plan which was drawn up in 1933
was approved by the Government in January 1934, and its
execﬁtion began in May 1934.(1) For its implementation
the Sumerbank, a state enterprise was created with some
other agencies with planning, financing and managerial
functions;

According to the First Five-Year Industrialisation
plan it was decided to establish 20 plants in 9 separate

fields.(z)

(1) See. Dr.Serin.N, Turkiyeniu Sanayilesmesi,3BF Yayinlari,
Ankara, 1963.
(2) T.C. Iktisat Vekaleti Zanayi Tetkik Heyeti, 2 ci.5
Yillik Zamayi 2lani, 1936, p.17-19. Also Hershlag.op.cit.
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(1) Chemical industry: a) Artificial silk (Gemlik),
b) Semicoke (Zonguldak:), c) Attar of Rosses (Isparta)
d) Sulphuric acid (Izmit), e) Superphosphates (Izmit)

f} Chlorine and caustic soda (Izmit)

(I1) Iron industry (Karabik)
(I111) Earthenware industry: a) ceramics, b) glass
and bottles (pasabahce - Istanbul) c) cement industry.
(1V) paper and cellulose (Izmit)
(V) Sulphur industry (Kesiborlu)
(VI) Cotton textiles industry (Bakirkgy, Kayseri,
Eregli, Nazilli and Malatyo for yarn and cotton fabric,
Igdir for yarn)
(VI1) Sponge industry (Bodrum)
(VI11) Worsted industry (Merinos, Brusa)

(IX) Hemp industry (Kastomonu)

The sugar industry which was the most important
industry was not included in the plan, but it continued to

develop with other industries.

As it can be seen from the programme the state
first, tended to establish the basic industries the raw
materials of which were found in the country in agriculture
as well as in mining. It also extended the development of
the textile industry (which was the most characteristic
industry in manf underdeveloped countries) in order to meet

the domestic demand, save foreign exchange and eventually:
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(1)

export. Moreover, the government wanted to disperse
industrial centres for strategic as well as .social and
economic considerations. i.e. bringing industry to the
agricultural sector, providing aiternative employment for

farmers and locating production close to raw materials.

However in the question of location of industry
there were some defects and the most important one
concerned the Iron and Steel Works in Karabilk which is
100 Km away from any coal source and 650 Km from_iron ore
deposits in Divrik. One reason for such wrong location
was the importance given to strateginmilitary considerations.
Secondly it was thought that the Iron and 35teel plant
in Karabik would operate largely with imported iron, because
at that time the value of iron deposits at Divrik was

(2)

underestimated or unknown, This irrational choice of
location resulted in high cost ©firon and steel products owing

to high transportation costs,

Also a similar mis take was made in the location
of the cement industry because the long-term prospect was
rather ignored at that time. Though the cement industry
was established where their raw materials were plentiful

and cheap, and sea transportation was easily available,

(1) See, The programme of the people's Republican Party.1935,

(2) See, SERIN, N, op.cit. p.l74
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(Istanbul Region) in later periods it was fou&é) that their
location had been irrational due to a switch of the consump-
tion area from Istanbul -and the Marmara regions to Anatolia,
Following the war of Independencé.and the World Depression
in 1930 the construction activities in Ankara and the
Anatolia region had.risen enormously and as a result the
cement industry in Istanbul became isolated from the

consumption centres.

Despite these location defects which were due to
inadequate research on the demand and supply side of the
economy, the First Five-Year plan had been quite successful
in giving particular emphasis to the production of consumer
goods and in some cases to promote the production of capital
goods, Another characteristic of the plan is that it
mostly included the industrial projects which the country

was able to finance itself.

1 - INVESTMENTS AND THE IMCILEMENTATION OF THE FIRST PLAN.

The financing of the First ¥Five-Year plan was
largely met by taxation, domestic borrowing and the credit
of the state banks, Also in 1934 Turkey received a Russian
loan worth ¢ 8.000.000 dollars and in 1938 an English loan
(2)

of £13,000.000. In the plan period state investments

(1) See, Koklu, A, Gimento Sanayiimiade Gon Gelismeler,SBF
Dergisi, Haziran 1954, p.25.
(2) See, Hershlag Z.Y,Up.cit. The aid from Russia was spent on
textile plants, while the English loan was devoted to
Karabuk Iron and Steel Industry.
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reached the level of 135 million liras.(lo Also 10 per cent

of the budget each year was devoted to industrial investment.

However we have no adquate data on how these
financial resources were distributed among sectors and
sub-sectors, and in each planned year. What we have in hand
is the investment in manufacturing induétry (including
machines, equipment and buildings) during the period 1932-
1941 which presents some idea about the trend recorded in
the industry. Table, 2.

Table 2 - Investments in Manufacturing Industry, 1932-1941
(Million Turkish Liras)

Years Machine and

Equipment Buildings Total,
1932 55.9 61,7 117.6
1933 63.3 46.9 110.2
1934 67.7 50.8 118.5
1935 70.1 ' 56.7 126.8
1936 5.7 43,8 124.,5
1937 , 82.1 52.1 134,2
1938 89,7 56.1 148 .8
1939 103.5 64.0 167.5
1940 130.4 83.2 113.6
1941 124.0 89.3 213,.3

Source: Tokin, I.H. Iktisadi ve Ictimai Turkiye, Rakkamlarla

Turkiyede Sanayi, IGM, Ankara 1946.p.49-50. And Dr.N,.
Serin. op.cit.

(1) See, Dr. Cillov. H, op.cit. p.133.
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As can be secen f{rom Table 2, total investments in
manufacturing industries increased by 35 per cent from 110.2
million Liras in 1933 to 148.8 million liras in 1938, which
was largely due to the increase in investments in machinery
and equipment. Investments in machinery and equipment in
the same period rose by 41 per cent which amounts to 8

per cent per annum,

Similarly the energy-power consumption of large
and medium industries rose by 80 per cent between 1934 and
1938, which is a rather high raté which might be considered
a clue for industrial growth. The power per worker and per
plant increased from 1,9 horse-power in 1934 to 2.4 hdrse
power in 1938, while the latter increased from 104.2 horse-
power in 1934 to 223.1 horse-power in 1938 which means more

than a doubling 6f capacity. See, Table,3.

The large increase in power consumption per

plant between 1934 and 1939 was due to large industrial
(1)

enterprises undertaken by the state.,

(1) Dr. N. Serin.op.cit.
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Table 3 - Power Consumption ( Horse Power)

Years Total Power Power per Power per
Consumption (HP) VWorker Plant
1927 (a) 163,548 2.2 58.0
1932 102,670 1.8 , 70.0
1934 136.578 ' 1.9 104.2
1938 246.082 2.4 223.1
1939 291.946 2.6 255,2
1950 423,052 2.6 161.5

Source: Tokin, I.H.op.cit. IGM, Aylik. Istatistik Bulteni

(a2) It is assumed that total energy in 1927 was
used by large and medium indus tries,

At the end of the plan period, almost all of the
industries had been completed with the exception of
sulphuric acid (Izmit) and Clorium factory (Karabuk )(1)
Some other complementary industries which were not included
in the plan were also established in order to provide
secondary raw materials for the main industries. They also

began to run at the same time with the basic industries.

11 - INDUSTRIAL PRODUCTION.

Production in industry had recarded a substantial
increase during the plan period as compared to earlier years.
As it is presented 'in Table 4, total sugar production in 1928

was around 4,300 ton due to two sugar plants established

(1) Tokin, I1.H. op.cit. p.4, And, Hershlag, Z-Y.op.cit.



in-1926,~but production later rose to 42.500 ton in 1938.
Cement production also had.increased from 104.000 ton in
1928 to 288.000 ton in 1938 which represents a rise of more
than double., In 1938 the number of cement enterprises
rose to 4 and production capacity amounted to 315,000 tons

which met 98 per cent of the domestic demand.(l) The
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pPaper industry had developed considerably and its production

amounted to 9,100 ton in 1938 compared with 1.000 ton at
the beginning of the plan. The cotton yarn industry
which was one of the most important projects of the
industrialisation plan showed a noticeable progress rising
by 100 per cent between 1933 and 1938. (9.100 ton in 1933
and 19,700 ton in 1938). Coke production grew 4 times
between 1928 and 1939, There was also a high rise in the
production of tobacco, cotton and wool-cloth products,

toward the end of the plan period.

The completion and opening of the Karabuk Iron
and Steel Industry in 1939 created a large base for heavy

industry in the economy.

\ (2)
Industrial production index calculated for the

period 1931-1939 indicates that production rose from 38 to

100 (on the base of 1939=100) which amounts to 163 per cent

(1) See, Ozeken A.A., Turkiyede Cimento Sanayii, IUIF,
Yayinlari, Istanbul, 1942, p.60-61.

(2) Vedat Eldem, Milli Gelir, Iktisat Fakultesi hMec. ciltix,

sayi 1-2, p.9%4.



rise over eight years.

From these figures one might

conclude that on average industry had grown by 20 per cent

Per annum in

the same period,

Table 4 - INDUSTRIAL PRODUCTION 1923-1938-1946
(In Thousand Tons)
1928 1938 1946
Sugar 4,300 42,5, 96 .6
Olive 0Oil 36.0 ¢ 34,0 28.0
Tobacco - 13,7 (a) 2.8 (b)
Cigarettes - - 14.9 (b)
.Cotton Yarn 9.1 (d) 19.7 31.7
.Cotton Cloth (hMillion) 36.4 86.7
(metres )
. WWool yarn - 4.7 6.6
. Wollen cloth §2;ii;:n; 1.9 8.3 (g)
:Raw paper 1.0 (h) 8.0 6.0
.paper 1.0 9.1 15.4
., Cement 104, (i) 288 324
Glass-bottle - 5.0 10.4
»Crude Petrol - - 0.5
Crude Iron - 81.3 (k) 77.9
rSteel - 37.4 (k) 79.2
Sheet-Iron and pipes - 3.2 (k) 13.6
Coke ' 23.0 96.9 (1) 324.0
Source: IGM, Aylik Istatistik Bultenleri; OECD, Industrial

production 1900-1959, paris 1961, BBYKP,T.C. Merkez
Bankasi Bulteni, Nisan 1937 (quoted from Dr.3erin,N.
Turkiyeniu Sanayi lesmesi. op.cit.p.190 a) (a) tobacco
& cigarettes b) 1948, c) 1932, d) 1933, e) 1938-1946
only the state, f) 1938 - only the state, g) 1948.

h) 1936, i) 1930 k) 1940. 1) 1939,
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B - THE S5ECOND FIVE-YEAR INDUSTRIALISATION PLAN -~ 1939-1943

Before the period of the First plan was over, the
government in 1936 prepared the secdond Five-Year plan in
order to establish over 100 plants, particularly in the

(1)

field of mining and chemical industries.

According to the second Five-Year Industrialisation
plan it was decided to establish.plants in the following
fields: (1) Mining (general) (2) coal mining, (3) Regional
electricity plants, (4) home fuels industry and trade,

(5) earthenware industry, (6) Food stuffs industry.
(7) chemical industry. (8) engineering industry. (9) Marine

transport.

As in the First plan, account had been taken of
industry which was compatible with the economic structure
and conditions. It called for domestic raw materials and

large capital and new techniques.,

1t was expected that local minerals which were

-

in low demand in the domestic market, would be exported
on better terms than in the past in a raw or semi-finished

(2)

state. There was a project in the engineering industry
for processing the semi-finished products of the Karabuk

Iron and steel plant which was completed at the end of the

(1) 2 ci. 5 Yillik Sanayi plani, 1936, p.XL¥, p.21-22, And,
Hershlag 2-Y.,op.cit.

(2) Dr. Serin N. and Hershlag.
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end of the First plan.

The planners laid great stress on the development
of fuel and power industries, and for this reason some
essential measures were to be taken to increase and nationalise
coal production. In order to meet the needs of electricity
energy, two-electric power - stations were to be eétablished.
The electric energy would be supplied to the new industries..
which were to be set up in the large cities in the West
of Turkey and to home consumption as well,

An erection of an electric power station near

(1)

Zongouldak was also included in the plan.

Industrialisation of Eastern Turkey was also
taken into account by establishing a yarn fsctory in
Evzurum, and a cement factory in Sivas, two sugar plants
and also a meat packing industry. An agricultural
equipment plant of Ankara was also projected. The development
of the Zonguldak - Karabuk area by the improvement of
the railway networks, transportation, and construction of a

(2)

modern port was also urged.

The total investment directed to the implementation
of the second Five-Year plan were estimated to be rouﬁé)
111.845.000 million liras which were more than the investments

of the First-plan.

(1) See, Hershlag Z-Y Op.cit. p.108

(2) The targets of the Second Five-Year plan were declared by
the Government in Sept., 1938.1bid.

(3) Dr. Serin, N, Op.cit. p.142.
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After 1941 there was not any satisfactory data on
investment or production due to withdrawn statistical
operation.(l) However, fixed investment of the State

(2) .
Economic Enterprises which were est%nated for that period

might present some knowledge of the investment activities.

The changes which occurred in the fixed capital

investment of the State Economic Enterprises were as below:

Years. Million T.Liras,
-1940 161.5
1941 172.,6
1942 186 .6
1943 239.2
1944 298.,7
1945 328,.7

Sourcel Eldem,V. Turkiyede Sanayilesme Hazeketi,IFM, Ekim
1946, Temmuz 1947.p.53 (quoted from Dr.Serin -

Turkiyenin Sanayitesmesi)
Apparently the investments which were mainly made
through S.E.E., showed a rise of 43 per cent between 1940
and 1943, which was mostly due to the conditions created

by war economy of that period.

(1) Dr. Serin.N.Op.cit.P.142.

(2) Eldem,V.0Op.cit.p.53.
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In the Second Five-Year period, no new investments
took place in the productive fields, and even the execution
of the plan almost lapsed because of the pressing need for
the production of war materials. The Government
concentrated merely on the strengthening of its military

position,

Il World War was a great financial burden on the
economy where almost 1 million people were under military
service. Therefore the Government's needs for financial
resources rose tremendously. The first measure adopted was
to increase the rates of indirect taxes (national defence tax)
and to introduce unusual taxes iike the Wealth (vVarlik
Vergisi) tax. Secondly the Treasury was borrowing from the
public through short-term treasury bonds (savings bonds).
With the difficulties in repaying these bonds the debt of
the government to the Central Bank increased and the volume
of money in circulation recorded an enormous rise by
increasing from 280 million liras in 1938 to 900 million

in 1946.(1)

The money created against these short-term treasury
bonds was spent on military requirements and this clearly
resulted in a continuous fall in the value of money. For
instance, the wholesale price index, given 1938=100, rose

to 280 in 1942 and 457 in 1943. Inflation, which stemmed

(1) Prof. Zillov. H. op.cit. p.l133,
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from the VWar Economy also caused a big fall in the foreign
value of money while the value of the $ which was equal to
126 Kurus in 1938, rose to 131 Kurus in 1943 and to 193

Kurus in 1945.(1)

As a result of such a policy imports in 1941 fell
markedly from 150 million liras in 1938 to 75 million lirassz)
There was also a severe shortage of consumption goods and

rationing of such goods had to be introduced.

Against a high rate of growth in the industry during
the Firsé Plan, indus trial production dropped comparatively .
in the period of 1939-45 owing to the Second Vorld War,
The industrial production index on the base of 1938=100,

rose from 136 in 1940 to 138 in 1945.(3)

¥e have no complete data on industrial production
confined only to the second Five-Year plan (1939-43), but
the figures of some industrial products for the period 1938 -

1945 might be useful for that purpose.

Despite the fact that the implementation of the
second plan coincided with the II-World tar, industry had
recorded high growth in the production of some industrial

goods. For example, sugar, cotton and wool yarn, cloth,

cement, steel and sheet-iron, pipes and coke production had

(1) Cillov. H.op.cit.
(2) cillov. H. op.cit. p.}33.
(3) See, Konjoukture Dergisi, No.1l0.~12, Ankara 1954.p.38.

&
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increased considerably. (See, Table 4.)

The Second Five-Year plan aimed mainly at the
development of producer goods, while the First plan was
basically concerned with the consumer goods industries,
Mining, electricity, machinery and equipment constituted
its focal points. In order to accelerate the growth of Mines,
a Law was passed in 1935 giving the Government the right to
nationalise all mines inadequately run by their owners or

(1)

those leased for a period of one year. In December
1937, a Three-Year Development Programme for Mines was
prepared, which was co-ordinated with the Second Five-Year

plan.(z)

The Second Five-Year plan differed from the First
in respect of its scope, and the investment expenditures.
Actually the former one showed a large degree of co-ordination
between various fields, and embraced the domestic market
as well as the export and import sectors. Investment
expenditures on the other hand exceeded the figure of the

First plan because it covered a wide range of industries

including mining, electricity and cement production.

(1) See, Hershlag, Z-Y. (Near East and India 1935)

(2) Dr. N.Serin, op.cit. P.118,
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While the targets of the First Industrialisation plan were
mostly realised, the second Five-Year plan was interrupted
by the II-World War, and the economy concentrated more on

the production of \War materials.

Turkey in both the First and Second Five-Year plans
relied largely on foreign aid and foreign experts and
technicians, As we saw earlier Turkey for the implementation
of the First plan received a large amount of foreign aid from
the Soviet Union particularly in the field of textiles.

But during the second plan Turkey turned mostly to British
loans and experts in the execution of several substantial
projects, though Russia's role was considerable in the

(1)

electrification of the country.

After the 1I1-World War (in 1947) Turkey prepared a
third plan "Economic Development Plan' whose main target
was to speed up industrialisation retarded because of the
last war and also to increase the productivity and the

2)

quality of the industrial products concerned.( But the
implementation of this plan for one thing or another never

took place.

(1) See, Hershlag. Z-Y. Op.cit.

(2) Dr. Serin, , Op.cit,
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1V - THE FLANNING ORGANISATIONS: A- THE SUMERBANK.

For the preparation and execution of the plans the
Sumerbank, a public enterprise was established in 1933; it
also included a financing function. Its responsibilities

(1)

were outlined when set up by Law: to prepare projects
for new plants, and to.establish and run them; to run the
enterprises transferred to it by the Office of State
Industry; to support financially those industrial establish-
ments whose creation or enlargement would appear to be

beneficial to the national economy; and finally to give

credits toindustries and to perform general banking functions.

The Sumerbank was not only a planning agency for it
had wider responsibilities for running the industrial
establishments and financing them. 7The last function

distinguishes it from the modern planning body.

The first heavy industry run by it was the Iron and
Steel Works of Turkey. It also controlled the light
industries such as the textile mill at Kayseri and various
other textile plants. Its interests were not limited only
to these fields, but also to other fields like hide and

footwear, cement, firebrick and ceramics. For this purpose

(1) Hanson, A.H, Op.cit.
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it set up a commercial organisation for buying and selling.
Its initial capital was 20 million(l)liras which subsequently
rose to 200 million liras, and was entirely provided by the

State, (it depended on the Treasury.)

B = ROLE OF THE ETIBANK.

During the First Industrial plan (1935), the Etibank
was founded with operational responsibility rather than
planning., The Etibank was authorised with various powers;
to exploit mines, quarries and oilfields; to trade in
minerals and mining equipment; to generate'and distribute
electricity and manufacture and sell electrical equipment.(z)
Its capital was also provided by the State, which first stood

at 20 million liras and then rose to 150 million liras by

1946, (2)

Its electrical concerns increased considerably after
1936 when the First Five-Year plan was modified to give
priority to the construction of electricity works. 1In 1938
it was authorised to construct a large central power-house
at Zonguldak (Gatalagzi) and Kutahya(3z The coal industry
in Eregli was also attached to the Etibank, and other mines,

including lignite, chrome ore, sulphur and copper, were

also run by it.

(1) Hanson, A.H. ""Public LEnterprise & Economic Development"
London, 1959

(2) Ibid - pp.120-121 (The Law of 2805 in 1935)
(3) Hanson.A.A.Op.Cit .
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The Institute of Mining and Research, which was
established in 1935, and which wés attached to the Etibank,
had the power to do research on mines and petroleum, and
other mines deposits and to prepare projects on these

industries.,

The Sumerbank and the Etibank as plénning, managing
and financing agencies have remained the most outstanding
public enterprises o;er a period of 25 years. But their
planning and projection functions did not cover the whole
economy, and as we explained elsewhere, their responsibili-
ties were limited to consumer goods, mining and electric

industries.

V- EVALUATION OF THE FIRST AND SECOND FIVE-YEAR INDUSTRIALIG-
 ATION PLANS,

As we have seen earlier, the State by following an
etatist economic policy during the 1930's wanted to
industrialise the country by launching Five-Year industrial-
isation plans. Turkey, the first country among all under-
developed countries who "adopted economic planning, had
recorded a large industrial gfowth during both the First
and the Second plans.

But could we consider these industrialisation plans

as complete and modern in an economic sense?.
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Economic planning can be described as ''a central
direction of all economic activity according to a single
pPlan, laying down how the resources of society should be
consciously directed to serve particular goals in a

(1)

definite way Besides this very broad definition of planning,
it could also mean "a direction of all necessary measures
and resources for the realisation of a specific project or

)

set of projects "( relatively limited planning)(2

(i) The Turkish First and Second Five-Year plans do
not fit into the former tradjtional approach of economic
planning, where the whole economy and the whole resources
are subjected to the planning process. Turkish plans
were not comprehensive plans embodying the integrated
development of agriculture, industry, energy and other
sectors. Inter-sectoral’ relations were not established,
and the only concern of the government was to concéntrate
on the light and heavy industries at the expense of other
fields, though they were finally to receive due attention,
Targets for production,investments and financing were not
specified at all, The industrialisation plans were
formulated without a systematic assessment of conditions,
comparison of alternatives and a forecast of future
conditions, and without considering the impact of the plans

upon the whole economic activity of the state.

(1) See, Hayek. , The RPoad to Serfdom, p.35.
(2) See, Bettelheim C, Studies in the Theory of planning,
Asia publishing house, N.York, 1961, p.3.
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However, one must admit the fact that during the
formulation of the plans, though they were prepared with
the help of foreign experts and planners, there was no
proper statistical office to present sufficient and
correct data. Moreover, there was no assessment of
demand and supply conditions in the market (market research)
on which to base the economic plans, Also one has to take
into account the planning experience and knowledge which
prevailed during the 1930's,

(ii) Second there was no co-ordination between
different projects which were prepared by several

(1)

departments of tue government, Co-ordination and momentum
in the production remained uncertain.

(iii) These plans covered only the investment
activities of the state enterprises which were established
to foster industrial growth. The private enterprise
remained as a part of the economy, but their activities
were not included in the Industrial planms. The activities
of the 5.,E.E. eclipsed the role of private enterprise.

Also the investments of the private sector dropped
considerably, (especially investments of the foreign

companies), owing to the State favouritism in the distrib-

. . .12
ution of import licences, raw materials, fuel and cred1£sl

{1) see, Hershlag, Z-Y.Op.cit.

(2) br. Serin,N. op.cit. p.172.
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(iv) In order to create a better co-ordination and
administration planning must be projected by a Central
Organisation. The planning process in a broad sense,
includes not only, (a) the assessment of conditions and
the formulation of alternative plaps, and (b) the selection
of a particular plan or plans, but also (c) the execution

(1)

of the plan by an administrative apparatus.

In Turkey the First and Second Five-Year
industrialisation plans were a composition of many long-term
projects of different.ministries, and the responsibility
to formulate them rested on different organisations. (i.e.
The Sumerbank, the Etibank). While the Sumerbank was
focused on the textile, iron and steel, cement and ceramics
indusfries, the Etibank, as another planning and financing
agency, prepared projects in the field of mining and
electricity.

(v) iFinally an economic plan, even if it is compglete
in respect of formulation, cannot be regarded as a plan
unless it is implemented. Therefore the Second Five-Year
plan in part and the Third Five=-Year plan (Turkish
Economic Development plan) of 1947 which remained completely
in the form of a blue print, can scarcely be assumed plans

in the real sense.

(1) John.E.Elliott, Economic Planning reconsidered, QJE,
1958, Vol.72, p.58.
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Despite these shortcomings we have just listed above,
both the First and the Second Five-Year plan had played a
very significant part in establishing the maig industries

which now constitute a sound base for further industrialisation.

Actually, the structure of the economy had changed
substantially, as the share of industry in the national
income rose from 10 per cent in 1927 to 16 per cent in 1938
(a 60 pér cent rise over 11 years), against a sharp drop
in the share of agriculture from 67 per cent ot 48 per cent
in the same period. (Table, 1) ’

The national income on the other hand had shown
noticeable progress during 1939-1943. According to the

(1) the

data presented by Chenery H.Band Brandow C.E,
national income index increased from 72 in 1929 to 123 in

1948, while the index per capita from 37 to 104 at the same

period. ,
National Income (1938 = 100)

Years N. Income Per Capita.

1929 72 37

1935 86 88

1948 123 104

(1) Chenery?H.B., Brandow C.E, Cohn E.T. Turkish Investment
and Economic Development, U.S.A., operation Mission to
Turkey, Ankara, 1953, p.4.

-
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1 - A SURVEY OF PAST DEVELOPMENTS.

In order to appreciate the real problems which
endangered the economy prior to the First Five-Year plan,
a brief summary of the main changes undergone by the
economy must be clarified. Therefore we can, now, turn to

the developments which occurred in the last decade.

-1-.

At the end of the Second World War, Turkey was
compelled to sustain her heavy defence expenditures because
of external pressures which threatened the integrity of her
territéry. No doubt this delayed the return to peacetime
conditions and the transition, to a multi-party system was
not carried out until 1946, Such a transition created some
doubts in people's mind about its continuity and
adaptability, and as a result the economy was in é state of
stagnation. Without strong political stability, it was reélly
hard to undertake development in order to push the

economy forward.

In the early 1950's a rapid expansion took place
due to increasing foreign aid under the name of the Marshall
Plan; This economic expansion was intensified by abundant
imports of capital goods and mechanical equipment. The
mechanization of agriculture caused a considerable extension

in the cultivated land. Turkey became a potential grain

-
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supplier on a world scale within the period 1950-1953,
The economy was experiencing a brisk activity owing to
good crop years and the favourable foreign trade which

stemmed from the Korean War.,

It may be said that the Turkish economy was in
equilibrium in 1950. There was no sign of inflationary
‘pressures in that year and the import surplus was
relatively small as can be seen in Table 1, But this
situation did not last long and prices have since risen
by an average of more than 10 per cent per year; and the
import surplus has increased (from 88.0 million $ in 1951
to 184,3 million dollars in 1955, see table 1), exceeding
foreign exchange availabilities. The excess was balanced

by the accumulation of commercial debts, to foreign suppliers.

The prices which started to rise in 1951, later gained
momentum to approach a hyperinflation after 1954, This
inflationary situation was due tolﬁ)a very large increase
in the supply of money, and (2)insufficient rise in the

(1)

supply of production against a higher rise in demand.

A - After 1954 there was a tremendous rise in the

supply of money and the volume of money in circulation.

(1) Dr. N. Serin. Turkiyede Istikrar Politikasi, AU SBF
Dergisi, cilt XIV, Aralik 1959, No.4 p 25-26




Supply of Money (Million T.Liras)

1955 1956 1957 1958

Total supply
of money 4,476 5,613 7.397 8.288

Source: CEEC, Economic conditions in Member and Associated
Countries of the OEEC, Turkey, paris 1958, p.23 (quoted
from Dr. Serin.N.)
The rise in the supply of money was 25 per cent in

1956 and 32 per cent in 1957. Money in circulation on the
other hand increased from 1,474,116 million liras in 1954

to 3.827.166 million in 1958.(1) This rather large increase
of the money in circulation stemmed from two basic causes:
(1) exceedingly rising investments over domestic savings.

(2) a high price policy for agriculture.

After 1950 an expansionist economic policy was
followed in the public investments. The government in
financing the investments of the SEE, largely appealed to
the resources of the Central Bank resulting in a

substantial rise in the volume of money in circulation.

Actually there was an excess in the proportion of
gross investments to GNP which rose from 9.4 per cent in
1950 to 14.3 in 1955, while GNP at constant prices increased

by almost 40 per cent during the same period. If the gross

(1) June figures of each year.
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investments between 1950-55 are deflated by the whole-sale

price index, the increase amounts to 2.2 times as much.(l)
Therefore such a rapid increase in the level of investments

(2) and largely

(which were in excess of domestic savings,
financed by the Central Bank) created an excess demand over
supply of production which entailed an inflationary

Fre'ssure.,

Gross Investments 1950-57 (at current prices)
(Million T.L.)

1950 1951 1952 1953 1954 1955 1956 1957

Gross i
Investments 976 1.252 1,801 2.099 2,487 2.960 3,304 3.75

As % of GNP. 9.4 10,2 12.6 12.5 14.5 14,3 13,2 12.0

Source: ORKEC, op. cit.p.l13.

(i) The smaller rise in supply was due to the nature
of investments which were mostly long-term projects (hydro-
electric power, dams, etc) and social services (i.e. roads,
hospitals...) which could not add much to output in the
short period.

No doubt there were also some investments with a short
gestation period and would increase output almost immediately

(i.e sugar, cement projects).

(1) See, Alexander A.P. Turkey, in Economic Develop.t.Rpalasis ,

' Mears & Adelman, N,York, 1961, p.475-76

(2) The difference between investments and domestic savings
(deficit of current account) between 1957-1959 rose by
600 per cent rising from 0.2 billion liras in 1957 to 1.4
billion liras in 1959. SPC.First Five-Year plan. p.108



Manufécturing industry for instance had recorded an
essential rise between 1950-56, increasing by 50 per cent.(l)
A considerable progress was registered in the production of
sugar, cement and cotton textiles. Yet the growth of
manufacturing became very slow after 1955, This slow growth
was due to difficulties in the imports of spare parts and raw
materials. Only 75 per cent of total capacity was utilized.(z)
(ii) An excess of demand over supply was also
experienced because of the agricultural character of the
country, which is always susceptible to weather conditions,
In the second half of the 1950's there had been marked
fluctuations in the production of agriculture because of
bad weather. (especially in cereals, cotton and tobacco)(B)
B - Agricultural price policy: After 1950 the
government followed a high price policy for the agricultural
sector. The main reasons for that policy was explained
as to increase the income of the farmers and peasant
population, and to provide a much higher standard of living,
and to enable them to increase their investment undertakings.(4)
Yet the rise in their incomes was ensured at the expense
of other groups which later pushed up the prices of their

manufactures and services and which gave an additional twist

to the inflationary spiral.

(1) Dr. Serin, N.op.cit. pP.29

(2) OEEC, Turkey, op.cit. p.l1l-12,
(3) See, Chp.4.

(4) See, Dr. Serin. N. op.cit. p.30.



97.

Although exports of the country rose by 50.3 per
cent between 1950 and 1953, they declined after 1953 because
of the poor harvest in 1954, and the reaching of the limits
of cultivable land which was now lackiﬁg intensive methods
to increase its productivity. On the other hand changes
in the structure of production, rising incomes and an
overvalued currency forced an even more rapid increase in

imports.

However, some measures of restriction were put into
force after 1952, but even so imports exceeded foreign
exchange made available from exports and from U.S. public
loans and grants. The foreign commercial debt in 1956,

(1)

was estimated to be about $ 200 million.,

The large investments and increasing public
expenditures were met through deficit financing. The
expansion in the money supply was reflected in prices, while
real national income was not growing at the same pace. As
a result the external value of Turkish lira began to fall
and the Government tried to prevent a further drop by
setting two restrictions: First, it introduced price
controls and legal sanctions to stop the rise in prices;
and second, the state Economic Enterprises were forced to
sell their commodities at prices below their costs, and

these losses put further burden upon the funds of the

(1) Alexander, A.P., Turkey, in Econ, Developmént, Pepalasis,
Mears and Adelman, N.York, 1961, p.479.
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Government and consequently led the Government to additional

deficit financing which resulted in an inflationary spiral.

By 1958 the economy was in complete imbalance and
could only survive by day to day measures.(l) As the
situation deteriorated a stabilization programme was
adopted in August 1958, The aims of this programme were to
end deficit financing and to stop the expansion in money

supply and to set import restrictions on foreign imports.

For these purposes, the stabilisation programme
imposed limits on the is sue of the CentralvBank and the
credit expansion of other banks, Second, the external
value of the Turkish lira was de facto devalued by a system
of premiums., Third, substantial foreign aid was provided

to remove bottlenecks and shortages.

Despite the measures taken within the framework of
the stabilization programme, the‘ﬁricés continued to rise
for a while after 1958, but after the end of 1959 the price
level was relatively stable as can be seén in Table 2,

But the new ad justments in the exchange raté in 1958 did
not help to avoid the foreign trade inbalance., Little
or no perogress was being made towards raising receipts-

from Turkey's traditional exports or creating new sources

(1) First Five-Year Dev.t plan, 1963-67, p.ll,
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of export revenues., Because of the import programmes which
set up global import quotas in 1953, the productive
capacity of the economy was under-utilized and it was not
until 1559 that the first step was taken towards a return
to trade liberalisation, when a number of spare parts and

raw materials were put on a liberalised list,

Now, I shall sum up the consequences of the deficit
financing, which gave rise to strong inflationary
pressures in the economy and hampered economic development

efforts.,

Although there were some arguments that deficit
financing increased investment and business activity and
also encouraged private enterprise, it must be borne in

mind that inflation damaged the economy from various points.

First of all inflation created an unjust income
distribution in which middle class and civil servants had
to carry the burden of inflationary finance. As a result
real incomes of fixed income receipients declined in

favour of wealthier people.

Second, normal markets and the price mechanism were
unable to function properly and this caused mis-allocation
of resources toward speculative channels. These non-
productive forms included investments in foreign assets,

inventories and real estate. Most noticeable was the
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construction boom which has showed a rapid increase since 1953,

Third, inflation contributed a great deal to balance
of payments difficulties, Imports of capital goods
necessary for the productive utilization of domestic savings
became more difficult. Because money declined in value
while the exchange rate waé maintained artifically at a
high level, exports fell, imports increased and the shortage
of foreign exchange led to the imposition of physical

controls over all foreign trade.

Fourth, foreign exchange shortage, which was created
partly by the inflationary conditions, posed the most immediate
and serious threat to the investment effort. The groups
adversely affected by the inflation resisted the reduction

in their consumption.,

Fifth, uncertainties and inétability created by
inflationary pressures discouraged private foreign
investment and this situation finally gave rise to capital

flight from the country.

All these strains imposed on the economy led to a
strong belief in the country that“they were inescapeable
consequences of an '"unplanned economy' approach to ecohomic
development problems. With the end of the hMarshall plan
in 1952 and the decline of the U.S. Mission's influence on

Economic policy the pressure on the Government to formulate
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"a sound and rational programme ebbed., Several years after
this, no effort at economnic plaining was made. Annual
plans were submitted to OEEC but they were more or less a
picture of the expected changes in the national accounts.
A rapid increase in the national income during the period
1350-53 and favourable weather and good markets during the
same period, which gave ?ise to a high level of economic
activity, convinced many people, as much as the political
leaders in power, that the road to self-sustained growth
had been reached. Given a sound fiscal policy and the
necessary soéial over head investments 511 other problems
would gradually be solved. As the fa?ourable effeét;{of
this period subsided and the economy slowed-down after

1953, the need for a more positive policy rose again,

At the beginning of 1960, it was evident that no
substantial improvements had taken place in the fundamental
weakness of the economy; i.e. unemployment, deficits in trade
and balance of payments, inelasticities of supply, etc.

There was a definite néed for a policy of planned
Development in order to systematize the country's economic

effort.

It was not until the Revolution which took place
on May 27, 1960 that Turkey entered such an era of planned

development. For this purpose, a government agency, the
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State rlanning Crganisation, was established according
to the provisions stated in the new Turkish Constitution of

1960, Article 129, states that:

“Economic, social and cultural development is based
on a plan., Development is carried out according t© this

(1)

plan,"

The State {’lanning Crganisation which was formed
by Law No.gl on i;eptember 30th, 1960, is attached to the
Prime Ministry and has the duty to assist and act on an
advisory body to the Government in determining economic and
social policies and objectives; and in formulating long and
short term plans for the realisation of the objectives adonted

(2)

by the Government,

This Organisation was entrusted with the task of
formulating the Development plans on a five year basis and
consisted of a High Planning Council and Central Planning
Organisation, the latter being composed of the "Economic
Planning, the Social Plénning, and fhe Co~ordination
Departments and a SYecretary-General's Cffice.,”" In addition
to these, Sector Committees were set up to prepare the
statistical information in the various sectors that would

be used in putting together the programnme,

(1) Introducing Turkey's 5.P,0. Ankara, 1963,p.5.

(2) Ibid. P.6.




TABLE 1 - FOREIGN TRADE SITUATION,
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(Million #)

Years 'Imports Exports Deficit
1950 285.7 263.4 22.3
1951 402 .1 314.1 88.0
1952 555.9 362.9 193.0
1953 532.5 396.1 136.4
1954 478 .4 334.9 143,5
1955 497.6 313.3 184.3
1956 407.3 305.0 102.3
1957 397.1 345.2 51.9
1958 315.1 247.3 67.8
1959 470,0 353.8 116 .2
1960 468,.2 320.7 147.5
1961 509.5 346 .7 162.8
Source: S.P.0O. First Five-Year Dev.t plan, 1963-67, p.21.
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11 - FIFTEEN=YSAR DEVELOPMENT PLAN - 1963-1977

THE GOALS.

Like other programmes in mény underdeveloped
countries, the Turkish Fifteen-Year Development plan is not
exclusively production orientated. The plan which is
viewed in a fifteen-year perspective seeks to promote a
high rate of growth with a high level of employment;
to achieve a balance in external payments; to train
sufficient members of hign level scientific and technical
personnel in every field as required for Turkey's
development; and to realise all those targets according

to the principles of equity and justice.

However, the most direct strategy that has been
adopted for the Development Plan is aimed at the following

goals:

1., RATE OF GROWTH,

Turkey proposes to achieve a rate of growth of 7
per cent (at 1961 prices)with G.N.P. rising from TL.52-7
billion in 1962 to 145,3 billion at the end of 1977.

In fact, this means that a 175 per cent rise in national

income has been envisaged.
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Since the country during the last decade has sustained
a rate of growth approximated to this rate (almost 6.p.c.),
a 7 per cent rate of growth has been regarded as a sufficient
realisation. As an alternative, an 8 per cent rate of
growth has also been proposed during the debate which took

place on the "Objectives and strategy of the plan”.(l)

Given a 3 per cent growth in population, a 7 per cent
rate of growth will provide a 4 per cent net increase in the
per capita income. It is also pointed out that this 4
per cent net growth would double the standard of living
of the country within a single generation. It is believed
that this rate would create a self-sustained economic
development in the same period, by assuring the steady
expansion of the net investment, technical skills,

management and other input flows that growth requires.

Therefore, it is clear that the allocation of resources
should be conductive fo their best utilization. This point

will be closely examined in the 4th Chapter.

The Investment target which is assigned to this rate
of growth has a great importance from the point of view

of chronic disequilibrium, inherent in the structure of the

(1) It was pointed out by the experts of S.P,0, during the
conference held in Ankara, in May 1962, which was
attended by many members of the S,P.,0. and other inhternat-

ional organisations.
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Turkish economy, It is calculated that investment needed
for this rate of growth would be 18.3 per cent of the GNP
for the First Five-Year Ylan and 21 per cent for the next -
ten years.,

As a result of an effort to increase investments
from its low level of 16.3 per cent in 1962 to 19.4 per cent
in 1967, the share of private consumption expenditures in
the G.N.P, would decline from 73.2 per cent in 1962 to
67.9 per cent in 1967 and finally for 63 per cent in 1977.(1)
An increase in the. volume of real savings would be brought
about by restricting consumption and thus rechannelling
those released'resources into other objectives. This is a
feasible method of inducing capital accumulation. A
strong financial institution would also be needed in order
to mobilize savings for productive investment. But the mere
existence of channels of finance does not guarantee an

(2)

increase in the level of capital formation.

The rate of growth of private consumption would have
to be kept well below the rate of growth of the G.N.P.
(the former 2.4 per cent per head, as against 4 per cent for
the G.N.”.). The drop in private consumption will be

brought about by some effective fiscal and monetary measures,

(1) €.P.0. planning in Turkey, Special issue, Sum, of the
first five-year plan, No.l. Ankara, 1963,p.17.
(2) R.W.Goldsmith, A.study of saving in the U.5. 1955
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such as raising revenues from taxes through higher tax rates
and through the introduction of new taxes, and by
encouraging private savings proportionally to disposable

incomes. .

The average increase in private consumption would
be 5.4 per cent during the First Five-Year plan and 3.3
per cent per annum in subsequent years. Given the rate
of growth in population, this means that per capita
consumption would rise annually by 2.4 per cent. The slow
growth of private consumption during the fifteen-year
perspective would be alleviated by measures aimed at
improving the living standards of the poorest groups. These
are; fiscal measures for a fair re~distribution of income;
an extension of the social security system; and cheap

housing schemes.

Since consumption requirements of the increasing
population are one of the main factors limiting resources
to be allocated to investment, it is quite reasonable to see
that planners have tried to keep consumption expenditures

within certain limits,

TUnder the impulse of expenditure linked to development,
current public expenditure will show some rise and
therefore it is estimated that it would be 15.4 per cent of

G.N.P, in 1967, compared with 14.4 per cent in 1962, and
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eventually would reach an '"optimal" proportion of 16
per cent at the end of the fifteen-year period. The
increase projected is due to high expenditures on

education, health and research.

11 = EMPLOWENT,

The second major goal of the Development ©lan is to
ensure the highest possible level of employment at

satisfactory income levels,

The total additional employment that the investment
and production targets will provide is 6,8 millions,’
Whereas it will be necessary to create jobs for 7.5 million
people plus the 1 million known disguised unemployed in
agriculture. Therefore it is apparent that a fifteen-year
perspective would not be able to solve the employﬁent
problem. It is our opinion that the rate of growth and
investment should be projected at much higher rates so
that unemployment and disguised unemployed .in agriculture

can be eliminated.

Disguised unemployment in agriculture was due to
rapid population increase in the last decade and inadequate
employment opportunities created in agriculture and
other sectors. Therefore, it is suggested that there
should be a balanced develorment between agriculture,

industry and services. Great hope has been put upon the
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industrial sector to absorb thiz large unemployed labour
force, because an annual rate of growth of 11 per cent was
calculated for this sector. As can be seen from Table 4,
the share of the active population in industry would rise
from 9.8 per cent in 1962 to 11,9 per cent in 1967 and to
15,6 per cent at the end of 1977. It can also be observed
that in the First Five-Year plan, non agricultural
employment should increase by 14 per cent on average so that

this surplus can be absorbed.

Population policy designed for this purpose would

" not exert any effect on the issue of employment during

fhe First Five-Year period or by the end of the fifteen
year period. Moreover, it must be taken into account that
the adverse effeccts of the spectacular improvements in the
productive techniques could aggravate the situation due to

their labour-saving nature.

111 - BALANCE IN EXTERNAL PAYMENTS.

The Fifteen-Year Development plan is aimed at
restoring the deficit in the balance of payments. Therefore
both the First and Second Five-Year plans will include measures

to reduce trade and payments deficit.

It is stated in the First Five-Year plan that

imports will be restricted while exports will receive

great encouragement. This can be seen in the .projection



111,

of imports and exports in the First plan, where imports
as a percentage of GNP will drop from 9.4 per cent in
1963 to Bfé)per cent in 1967, Also from the figures
presented in chapter 4, we can find that imports will
record a 24 per cent increase against 31.4 per cent in
exports, Such a course of action is surely acceptable,
but its recalisation will depend upon the foreign trade

policy of the country and the changes which will occur in

the '/Jorld Market.

Exports policy will be in the direction of
diversifying export goods which, up to now, have been
confined to a few traditional items. It is also expected to
promote the export of manufactured goods, Turkey has a
comparative advantage in producing labour intensive goods.
However, exports will be dependent on the elasticities of
foreign demand for our exportable goods. e have not seen

any calculation made by the €PO, in this respect.

The feasibility of import substitution is
indisputable while the Turkish economy is large and so
are the potential sizes of its markets, Also Turkey is
blessed with various kinds of natural resources for

servicing material and energy needs for the projected

(1) The projection of Imports is discussed in the Chp.4.
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development plan., This is the case with respect to the
country's resource base for iron and steel making,

petroleum and so on.

Balance in external payments will not be achieved
only by promotion and diversification of exports or by
import substitution, but by devoting some attention to
increasing revenue from invisible items and especially

from tourism,

Howgver, the planners! expectation that the current
external deficit which constituted 4 per cent of the GNP
in 1962 would be down to 2.8 per cent in 1967 and
completely eradicated at the end of the Second Five-Year

plan is a rather difficult task to achieve.

1V - BALANCED GROU/TH.

The most important application of the '""Balanced
development strategy is Turkey's attempt to promote
agriculture and heavy industrial expansion. It is
Proposed to continue the strategy's twin emphasis upon

agriculture and industry.

A high level of investment in agriculture has been
projected not because this sector has been so far
neglected, but because; in view of rapid industrialisation
envisaged, there will be an essential need for surplus of

farm output.
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This doctrine may be justified because development
of either sector by raising incomes, creates demand for

the products of the other.

According to the Fifteen-Year Development plan,
agriculture would lose its large share in the GNP decreasing
from 43,8 per cent in 1962 to 29.4 per cent in 1977 (see,
Table,3). The share of industry,(l)on the other hand, would
show a noticeable increase by rising from 16.8 per cent of
GNP in 1962 to 21.4 per cent at the end of the First Five-
(2)

Year plan.

(1) Including Manufacturing, mining and energy.

(2) See, First Five~-Year nlan, p.125,
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CHAPTER 1V.

THE FIRST FIVE-YTAR PLAN

1963-1967.
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THS FIRST FIVE=YEAR PLAN 1963-1967,

I.
The Iirst Five~Year Development plan approved by the
Grand National Assembly in the Summer of 1§62, tries to give
systematic anéwers to all problems of the economy which
we mentioned in the last chapters. The plap became
operative as from lst January, 1963, for a period of five-

(1) It is the first

years ending on 3lst December 1967.
Development ?lan which is comprehensive in the sense that
it deals with the economy from various aspects within a

Macro Growth Model,.

The following sections limit themselves only to the
analyses of the targets and criteria of the First Five-

Year plan,

II.

OBJECTIVES COF THE FIRST FIVE-YEAR PLAN,

The objectives of the first Five-Year plan can be

(2)

summed up as follows:

1) An increase of 7 per cent per annum in National
Income the pattern of investment being designed to attain

this target.

(1) Planning in Turkey, special Issue, Summary of the First
Five-Year plan, SPO. Ankara, 1963, p.S8.
(2) First Five-Year Development plan 1963-1967,SPO.Ankara
p.31,107
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2) To raise agricultural production with a view to
expanding exports and meeting the growing industrial needs
for raw materials and as a result foétering industrialisation,

3} A full utilization of manpower resources and a
substantial expansion of employment opportunities and a
rational distribution of manpower among various sectors.

4) Reducing the deficit in the balance of payments
and trade, and finally,

5) Realising all these goals according to principles

of social justice and equality.

I - THE RATE OF INCOME GROWTH.

The first objective of the plan is to maintain "a
sufficiently high rate of income growth", Thérefore the
rate is set at 7 per cent per annum. In a country where
40 per cent of GNP comes from agriculture, however, yearly
rates of growth in the national incomne may vary as a result
of weather conditions. This is why it is stated in the
plan strategy that this is an average rate of growth during
the I'ive-Year period. The purpose for adopting this rate
is that levels of activity in many sectors in Turkey are so
low that considerable margins exist for rapid increases.

What this target means is fhat ""the country is willing
to do all necessary sacrifice in order to achieve it'" Of

course, the planners seem to pay great attention to the past
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development in the rate of growth, FIrom 1950-1960, the
GNP increased at a rate of 5.6 per cent per year, and this
was partly due to the cultivation of new land of increasingly

poor quality.

In a simple Growth Model, an equilibrium betwcen the
expenditure to be made in the five-year period and the
regources required for these expenditures was established,
The relation between GNP and various macro-economic values
are shown in Table 16 and 17. As can be secen from the
fables, GNP will rise from 52.7 billion Turkish Liras in
1963 to 73.9 billion in 1967. This is a 40 per cent .

cumulative increzse by 1967.

It is stated that the creation of a number of basic
industries will be necessary before the growth of the
manufacturing sector can be accelerated. Most of these
industries are in the design and construction stage and the
ones started in the past are unfinished. Therefore it is
improbable that their impact will be felt before another

five-years.

The marginal investment/income ratio in agriculture is

very high calculated to be 23,1 for the 1963-1967 nlan
(1)

Dveriod. This high ratio is due to large and expensive

land improvement works which will be undertaken for

(1) The calculation of the marginal propensity to invest in

Agriculture is presented in page. 120, - -.
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substantial increases in agricultural output. Actually
agricultural investments will rise from 1.213.2 million
liras in 1963 to 2.851.0 million in 1967 (a 134 percent
increase over 5 years.) The increase in agricultural
investments, however, will be largely in the form of
extensive investments rather than intensive where 45.3
per cent of the total investments will be dévoted to
irrigation works, and 6.1 per cent to land improvement.(l)

One may think that the impact of the extensive investments

will not be felt in the first Five-Years,

Is the Turkish target rate of growth of GNP adequate
one? One may object to the feasibility of this rate of
growth for tlhree reasons: (i) First, one is tempted to
think that this rate was adopted mainly because it has
roughly been the average for the last decade. The
rationality behind this decision is rather weak taking
int6 account the urgeng and pressing needs of the Turkish
economy and the very rapid rise in population. The
Turkish rate of growth of population is currently
around 3 per cent per annum, It may even increase if the
death rate comes down as elsewhere under the impact of
increasing medical facilities and health programmes.

Population control is being seriously attempted but cannot

(1) First Five-Year Development plan 1963-1967.p.145,
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be expected to yield quick results. A 4 per cent growth
of per capita income is thus not enough target especially
when one bears in mind the fact that there is an urgency
of creating more jobs to alleviate both existing and
potential unemployment and under employment. (ii)Secondly,
there is a strong evidence(l) that in the 1650's a
substantial part of investments were directed into
unproductive sectors like transportation, construction,
housing and health etc., whereas if they had been used

in productive ones (agriculture, industry and manufacturing)
the economy would have experienced a rather high rate of
growth., It is clear that the economy has a vast potential
to attain a higher rate of growth should the investment
resources be allocated on efficient criteria., (iii) Also
this target seems to be a moderate one when one compares

it with the growth rates aimed at by some other

developing countries.,

(1) See, OECD, Turkey, May 1963, paris,p. Also, see, Dr. Serin.N,
[ §]
Tarkiyede Istikrar politikasi, AU,SBF Dergisi,
Analik 1959, No.4.
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Table 1 - AGRICULTURAL INVESTMENTS AND PRODUCTION.
(Million T.L.)

1963 1967
Gross Investments 1.,213,2 2.851;0
Production (1) 36.470,0 43,560,0

Source: First five-Year Plan 1963-1967,pp.122, 124 ,From Table
50/1 and 52/1
Note: (1) Assuming that production in Agriculture
is equal to agricultural income

Marginal propensity to Invest in Agriculture

= Al

_A-?— x 100

=.1.637.8 x 100

7.090,0

= 23,1
Table 2 = Rate of Growth Plan Periods.
Turkey 7T (1963-67)
Israel 9.5 1962-66
Japan 7.8 1958=-1970
Yugoslavia 11.3 1962-65
Egypt 7 1961-66

Source: Prof. Bhagwati -J. (OECD. Consultant in Turkey) '"Some
Reflections on the Critques of the Turkish Plan"
4th May, 1964 (confidential)
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It is stated in the Plan that in order to make the
best use of the country's economic resources, certain public
services must be given greater emphasis and priority than
in the past. Tﬁese services include the traditional public
services such as transportation, power, irrigation. The
investments in irrigation will be made by the Central
Authorities while private enterprises will undertake some
complementary investments to secure full benefits from the
execution of irrigation works, i.e. the construction and

maintenance of field channels, bunds, etc.

No doubt these basic services =- infrastructure - require
large capital and organisations and because they need a long
"gestation'" period, they cannot be productive within a short
period. It is said that these are prerequisities for
the investments to be made in productive sectors. But if
maximising output is a criterion for allocating resources
the specific recommendations of the plan give some reason for

WOTTY.,

In the First Five-Year Plan the share of investment
in GNP is expected to rise from 14 per cent in 1961 to 17
per cent in 1963 and 19.4 per cent in 1967. The average
rate of investment for the plan period will be 18 per cent
of GNP. In channelling the necessary resources to achieve
the set target, capital/output ratio is used as a‘yardstick

in the Growth Model.
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a) CAPITAL=-OUTPUT RATIO.

The dapital-output ratio whichh is the reciprocal of
marginal productivity of capital was accepted as 2.6:1 for
the First Five-Year Plan. In calculating this ratio the
planners took into account the capital - output ratio which
was experienced in the last decade., The reason why this ratio
has been a rather low compared with many other underdeveloped
countries can be attributed to the past performance of the
investment expenditure and their impact on the capacity of

the overall economy.

The social overhead investments and infrastructure
undertaken in the period, 1950-1960 wer e quite high and
were especially in the field of transportation, hydroelectric
power stations, education and health. It is believed that
these will contribute more to the economy's productivity
in the First Five-Year period because they will now be
entering the production stage.

Secondly, the explanétion of this low capital-output
ratio is the presence of some excess capacity in the
industrial sector at the beginning of the plan. These are
textile, sugar and cement industries and particularly the
ones operated by the State Economic Enterprise.(l)

Thirdly, it is hoped that better techniques, better

organisation and management and, more efficient utilization

(1) First Five-Year Development plan, 1963-1967,SPO.p.126.
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of productive capacity would be used in the plan period.
Another consideration which made theplanners select this
capital/output ratio was the usage of this rate in Countries

(1)

which have similar economic and social natures.

The capital-output ratio is expected to rise in the
second Five~Year plan with a further economic expansion

which will be continued in that period,

It would be absolutely wrong to assume capital/output
ratio as a rigid one and the relation between these two
aggregates as automatic, Some authors have opposed such
dogmatism and suggested the '""diminishing importance of capitarJz)
It is true that not only capital itself, but other factors
as well sucﬁ as improvement in labour skill, choice of
techniques (labour or capital intensive technique), better
organisation and management play a large part in
productivity increase., Thus we feel that it would be feasible
to think of capital-output ratio as covering the effects of

all of these factors as well,

b) DOMESTIC SAVINGS.

Against the increase in investment target, the ratio
of domestic savings to income is expected to rise from
12,9 per cent in 1963 to 16.5 per cent in 1967. (See Table 4 a)

The increase in domestic savings is related to the increase in

(1) 1bid,p. a9d|also see, Prof.Yalsin,A."Bes Yillik planin
11 1

Genel GBrunusu, SBFD.p.
(2) See, Clark,C. The Diminishing Importance of Capital, The

Listener, 1945,
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per capita income and to the possibilities of restraining
the increase in consumptibn out of additional incomes. The
realisation of the increase in domestic savings would imply
a marginal savings/income ratio of 26.5$1) a ratio which is

much higher than the one in the past., (Marginal domestic

saving, on average, was 16.5 for the period 1957~1960).

The average increase in the ratio of domestic savings
to GNP is 2.6 while the actual increase between 1962 and
1967 is 4.3. Therefore one may say that this is not a
modest target in térms of the sacrifice required from a
nation with a low standard of living and a high rate of
population increase, But this is a target which could be
achieved without putting undue strain on the people if
implemented with proper economic and social policies.

As can be seen from the table, private consumption
has been projected to be reduced from 71.8 per cent of GNP
in 1963 to 67.9 per cent in 1967, Though the feasibility
of this attitude could not be questioned, there remains
the fact of what sort of measures have been directed
toward this target and whether they will indeed be sufficient

to restrict this very high rate in private consumption.,

(1) Marginal Savings/Income ratio is presented in Table 4.a.
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In order to maintain 2.4 per cent increase per head in
private consumption against 4 per cent net increase in GNP
the planners have suggested the following measures:(l)

a) Fiscal revenues from taxes would be raised. These
would be through higher tax rates and through introduction
of new taxes (i.,e. agricultural income tax)

b) Other public revenues would increase more rapidly
than the GNP. Average rate of increase 7.3 per cent
is mostly due to the full utilization of excess capacity and
re-organisation of the State lconomic Enterprises. (see table 17

'c) Finally, some incentives for private savings would
be created in order to absorb the increases in disposable
incomes.

According to our calculations private savings(z) which
constitute 8.3 per cent of gross private income in 1962 will
increase to 10.5 per cent in 1967. (See, Table below). This
means that private savings will rise by 26.5 per cent over
six-year period (1962-67). It is clear that voluntary
savings can be expected to rise if there is a greater
propensity to save. Our findings which are based on the
figures collected from Tahle 17 and 18, indicate that
marginal private savings will be 16.9 (on average) for the
period 1962-1967. It is difficult to find propensity for the

last decade owing to the lack of data.

(1) See, OERCD, Turkey, May 1963,P.15 and, also see First Five-
Year plan 1963-1967, p.435,

(2) Private savings are derived by deducting private consumption
from total private income,
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One may fcel that 16.9 per cent marginal private
savings is fairly good rate to contribute to capital
accumulation but it will be very necessary to restrict the
very high private consumption.

Table 5- PRIVATE INCGHE, CONSUMPTION AND SAVING(Average and

Marginal)

(Billion T.L.)

. s s ‘
R oo ST i e g
Income )

1962 42,1 - 38.6 = 3.5 8.3 =

1963 44,3 - 40.5 = 3.8 8.5 13.6
1964 47.2 - 43,0 = 4.2 8.8 13,7
1965 50,1 - 45,7 = 4.7 9.3 17.2
1966 52.9 - 47,6 = 5.3 10 21.4
1967 56 .1 - 50,2 = 5,9 10,5 18,7

Note: This Table is arranged according to the figures given
in table 17 and 18. Disposable private income 1is
found by deducting taxes plus public revenue from
the GNP and by adding current account deficit. Then
private saving is derived by deducting private consumption
from disposable private income. The marginal private

saving, on average, is 16.9 for the period 1963-1967.
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Again according to our findings per capita savings
deposits (private) will increase from $ 14 in 1963 to $19.6

in 1967.(1)

This is not very high figure compared with some
underdeveloped countries. (i.e. in Greece it was $17 in 1957

and $46.8 in 1960)

In order to accelerate private savings the Government
should raise interest rate paid to savings and time deposits
as well. Greece received a spectacular increase in
private household savings due to raising interest rates paid
both to savings and time deposits in 1956.(2) At the same

time it will be necessary to issue development bonds and

to float them in the market as over=-subscribed.

It is stated in the plan tﬁat measures will be taken
to form a capital market but, this would not be easy if
confidence in economic and political life cannot be ensured.
Also, an increased faith in Turkish lira is an important
issue and the Authorities should try to sustain confidence in

the curréncy by avoiding inflationary conditions.

One may cohclude that the housing market will persist
to be the largest single competitor to private household

savings in the absence of a really active stock-market.

(1) Population is assumed to be 30.000,000 in 1963 and
33,200,000 in 1967 (given 800,000 net increase in population
per annum, on this point, see,OECD,Turkey May,1963,p.9.)

(2) Interest rates paid to time deposits was 10 per cent in
1956, See Statistical Yearbook of Greece,1958,59.Bank of
Greece,
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1I-EIPANSION IN AGRICULIURAL PRODUCTION AND HIGH PRODUCTIVITY
IN INDUSTRY.

The second target is the achievement of self-sufficiency
in food grains and an increase in other agricultural production
with a view to expanding exports and the requirements of

industry for raw ma terials. Thus fostering industrialisation.

Experience in many underdeveloped countries has shown
that food forms one of the strategic elements in the growth
process., In an economy where marginal propensity to consume
is high, and where a good proportion of additional incomes
is spent on food, the generation of new incomes as a result
of stepping up investment places a strain on food supplies
over and above the expansionary impact of a rising population.

The present population increase would require an increase
in agricultural output of 3 @er cent per annum at least to
keep pace with the number of people to feed and abviously
more if nutritional leyels are to be improved and exports
to be increased.

According to the Plan projecfion, annual rate of growth
of agriculture will be 4.7 per cent,of industry (including
mining, manufacturing and energy) 11 per cent, and of transport

and communication 9.6 per cent.(see,Table 6)
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(\iillion T.L.at 1961

prices)

Sectors. 1962 1963 1967 1967 index Annual rate

l962:100 of Growth.
Agricul ture 34690.,0 36470.0 43560,0 125,.6 4,7
Mining &
Qluarry. 2341 .4 2583.9 3577.4 152.8 8.7
Manufacturing.18203.5 20867.1 31462,1 172.8 11.5
Bnergy 643 .0 729.1 1187,7 183.3 12.8
Transport and o
Communications.3378.2 3744.9 5340.2 158.,1 9.6
Total - 59261.1 64395,0 85127.4 143,7 7.5

Source: Birst Five-Year Develooment

#lan 1963-1967,p.124,

" OQutput per man year and yields per hectare in cereals

and others have been véry low and have shown little progress

since the 1950's. Although some progress in agricultural

technique was taking place during the last decade,

agriculture in many parts of the country remained backward.

Therefore, agriculture in the First Five-Year I’lan

has received adequate attention in order to increase the

productivity in it and to meet industry's requirements of

raw materials, Planned total investment in agriculture

will rise from 1.2 billion T.liras in 1963 to 2.8 billion

liras in 1967. The iargest part of this steep rise in

investment is accounted for by irrigation works.

It is
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quite encouraging to see that investment in new irrigation
scheme will increase from 340.7 million liras to 1.503.6
million liras over the plan period (a 341 per cent iﬁcrease).
However investment in land improvement will rise from 50.0
million T.L. to 120.0 million in the same.period.(l) The
projection of the latter does not seem satisfactory to obtain

higher yields from agriculture,

The composition of agricultural production in the
First Five-Year Plan is presented in Table 7.
Table 7 - Composition of Agricultural Production {percentage

share of major groups of prodﬁcts within Gross Total

production,

Groups of Products. 1962 1967 production Index
1962=100
Cereals 23,1 21.3 115
Pulses 2.0 2.8 175
Animal Food 15.1 13.7 114
Fruit & Vegetables 19.7 19,5 125
Industrial Crops 10.6 11.6 132
Livestock Products 26.5 27.7 131
Forestry Products 2.4 2.6 138
Fishery Products 0.6 1.3 280
Total 100.0 100.0 125.6

Source: First Five-Year Development Plan 1963-1967,p.132
(1) Ibid. p.147. Table.59,
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The highest share in the gross total agricultural
production is by livestock products, cereals, and fruit and

vegetabies at 26.5 per cent, 23.1 per cent and 19.7 per cent

respectively.,

But during the plan period the highest production
increase is expected to be in fishery products which has
previously been grossly neglected. Production from fishing
will be tripled.between 1963 and 1967. 7Taking into account
that Turkey has much richer fish reserves in coastal and
inland waters than her neighbours (Greece, Syria, Lebanon,...)},

this sector must receive due encouragement.,

According to the plan ' investment in fishery will be
more than double increasiﬁg from 37.0 million T.liras in
1963 to 84,3 million in 1967. If this invéstment can be
rationally directed into the right fields like fishing vessels
and equipment, storage facilities, distribution, and research
and training, much can be expected from this sector. It has
been made clear in the plan that large credit facilities

will be created for fishing.

Cereals and Livestock products which both represent the
highest share in the total agricultural production, will
show a small change over the plan period.(See,Table 7). It
seems to us that the country will be forced to import food

grains from zbroad as it did in 1961 (%53 million)fl) if

(1) See, OECD, Turkey, paris, May, 1963,p.34.
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- necessary measures are not taken to increase agricultural

productivity per hectare and per labour.

The importance of keeping food prices in check through
adequate food supplies is well recognised by the Turkish
Authorities, in fact it has been felt that the levels of
investment can be stepped up only iﬁ relation to the

availability of food.

The primary agricultural objective is not merely the
provision of adequate food supplies to obtain self-sufficiency;
equally important is.the provision of adequate supplies from
non-food agricultural production. As Turkey's industrial
growth progresses its demand for industrial raw materials will
also expand. For a long time to come Turkey will have to
depend on its traditional exworts of tobacco, fruits, cotton
and ores as well as other minor agricultural products; it will
be essential for its textile and sugar industiries to be

adequately supplied with domestic raw materials.

Industrial crops will show a rise of 32 per cent’
between 1962 and 1967 which is indeed unsatisfactory.- Cotton
production is estimated to increase by 31.2 per cent during
the plan period, due to the expansion of irrigated areas and

1)

other investments and measures.( By 1967, 57 per cent of

the area sown to cotton will be irrigated and fertilized. At

(1) First Five-Year ?lan 1963-67, p.l4l.
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present, 38 per cent of the total area devoted to cotton is
being irrigated, and in order to reach the target set,

complementary irrigation investment, must be undertaken by

the farmers concerned,

On the other hand sugar beet production will im rease
from 2,666 thousand tons in 1963 to 3,266 thousand tons in

1967 (a 22 per cent increase) See, Table 8.
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Table 8. Production Projection for Main Agricultural Products

(Thousand tons)

Products. 1962 (1) 1963 1967
Wheat 8, 0302 8,200 9,000
Barley 3,4442) 3,576 3,988
Maize 960(2) 1,037 1,454
Rice 115 149 230
Sugar Beet 2,700 2,666 3,266
Tobacco 135 135 150
Cotton 200 205 269
Potatoes 1,400(2) 1,750 2,000
Tea 32 32 63
Pulses 400 416 495
Oranges - 264 355
Peaches 86 93 120
Figs 52 55 64
Apples 249 261 309
Hazelnuts 86 95 130
Grapes 2,972 3,061 3,417
Vegetables 3,240 3,410 4,092
Olives 465 486 570
Milk 3,045 3,210 3,857
Eggs 611 777 1,037
Industrial Timber. 2,800 3,000 4,400
Wood for fuel (1000 %) 10,500 10,500 10,500

Source: &,P.0. First Five-Year ¥lan, p.137.

(1) 1962 Production -

(2) 1956-1960 average

ectimates.
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The problem in agriculture is not only to raise
agricultural production but, also of releasing adequate
supplies from the rural sector to the rest of the economy.

The problem here takes the character of saving and capital
accumulation, No doubt the mobilization of sufficient
surpluses from the agricultural sector is basic to the problem

of economic development.

Turkish agricultural policy which exempted the farmers
from tax payments in the last 14 years and the Government
Price Supporting Programme for‘cereals, has encouraged them
to extend their cultivable land through big reductions in
grazing land and through deforestation; where as intensive
farming was extremely neglecfed. Therefore productivity
increase in agriculture is essential for Turkey because a
rapid expansion of agricultural production provides a firm base
for a greater growth in the rest of the economy. There is a
great need to correct the structural weakness of the economy

which relys too heavily on agriculture.

PRODUCTIVITY.

There is no projection of the productivity increase
expected in the First Five-Year Plan in agriculture and
industry. However from Table 9 and 10, we can find out

productivity for 1962 and for the end of the plan period.
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Changes in productivity are measured by per capita
income by dividing output in each sector by the‘labour force
in the same sector. According to our calculations based on
these tables, productivity increase in agriculture over the
period 1962-1967 will be 15 per cent or in other words it

will be 1.1 times the level in 1962,

Induétry, on the other haﬁd, will show a 26 per cent
increase in productivity during the same period which
nearly twice the increase in agriculture. But this implies
that per annum (on average) productivity in industry is

4.3, per cent while .in agriculture is 2.5 per ceht.

WWe can conclude from our findings that productivity
in industry will still remain 3.3 times the productivity in

agriculture.(See, Table 11).
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Table 11 = froductivity in Agriculture and Industry.

(T.Liras)
Sectors 1962 1967
Agriculture 2342.7 2694.1
Industry. 7115 8966

Note: Table 11, is based according to our findings from Table
' 9 and 10,

This low lével of productivity in both sectors is due
to the high level of unemployment in agriculture (disguised
unemployment included) and to the large absorbtion of unemp-
loyed labour by industry from agriculture.

Therefore, the First Five-Year plan does not seem to
visualise a high rate of productivity because of the
unemployment problem pressing  hard on the economy. The
criteria of maximizing output cannot be assumed to be applied.

It may be said that this method of finding productivity
is unsatisfactory taking into account the large pockets of
unemployment and disguised unemployed in each sector.
Nevertheless, it can serve our pufpose by giving a rough

idea about the productivity expected during the plan period,

117 - EMPLOYMENT AND THE ACTIVATIUY OF IDLE MANPOUER.

The aims of the First Five-Year plan as regards employment
can be summarized thus, an effective solution must be found

to the problem of unemployment, and the imbalance in the
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distribution of the active population among various sectors

(1)

must be rectified.

The discrepancy between the volume of employment to be
created and the manpower supply leads to disguised
unemployment in agriculture and open unemployment in other

sectors.,

As can be seen from Table 13, unemployed people were
1.2 million in 1963 and this number is expected to decrease
to 0.9 million at the end of the First Plan, There is no
data for disguised unemployment in each sector except for
agriculture it is stated that disguised unemployment is

(2)

around 1 million even at peak season. Even in agriculture
disguised unemployment gives way to open unemployment beyond
a certain saturation point. (See Table,12.)

Table 12 - Distribution of Surplus Population in Agriculture

(by months of peak and lowest activities)
(In Thousands)

Years July January.
1955 400 7.400
1960 800 8.300
Source: First Five Year pnlan, p.400.

(1) First Five-Year plan, op.cit.p.397.

(2) Ibid, p.33.
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Given the assumption that the rate of growth of the
agricultural population will remain unchanged, unemployment

in the next 15 years is expected to be as shown in Table,13.

Since the net annual increase of the labour

force is 260.000(1)

and current unemployment at the beginning
of the plan is 1.300,000, the expected employment creation

of 340,000 per annum (or in other words 13 per cent increase
in employment to be created over 5 years against 9.3 per cent
increase in the total labour supply), will not be able to
solve the problem of underemployment. And at the end of

the Plan period, 1967, the unemployment figure will stand

as 0,9 million, Furthermore, it is not likely that

unemployment will be avoided until the end of the Fifteen

Year Development Flan.

It is stated in the First Plan that the solution to the
question of agricultural labour surplus is to raise the
volume of employment outside the agricultural sector. In
the sector of services the plan finds the most important
margins for labour absorbtion by 41 per cent increase over
the plan period, while industry stands as a second by 32
per cent and agriculture by 5.6 per cent over the ‘same period.

(See, Table 10.)

(1) This figure is calculated from Table 13.
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But as can be observed from the gbove table, the
employment opportunitieé to be created in industry and services
by a 7 per cent rate of growth are not enough to ensure the
absorption of labour surplus which exists in agriculture and
the required distribution of manpower among the sectors.
Therefore, Turkey should aim at a much higher rate of growth

in order to solve its unemployment problem.

The measures suggested by the planners in this respect

(1)

can be outlined in this way:

1) --A large-scale increase in the non-agricultural
activities in rural areas of the country. Tor this purrose,
a better utilisation of rural labour and the prevention of
excessive migration to cities have been proposed. This is
said to be the main objective in the Community Development

Programme,

2) The second measure of the plan is to give priority
to employment creating projects and sectors. During the plan
formulation priority is given to pmjects and sectors where
labour~intensity results in the desired timing and quality
of production without affecting costs.(z) But it'is‘not
explained how costs will not be affected while relying on

labour-intensive projects. Also they have projected the

higher employment into services in which they assume that

(1) First Five-Year *lan, pp.403,409.
(2) 1bid, p.409
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productivity will rise slowly. This means that productivity

increase has been sacrificed for the sake of employment.

3) Another measure included in the employment policy
is to exﬁort the surplus manpower to West European Countries
where manpower is needed.(l)

It is clear that the Government Authorities must be
very careful not to allow the skilled manpower to be

exported otherwise this will reduce the productivity expected

from various sectors.

4) Finally the planners have stressed the impartance
of having a long-term population bolicy in which population
growth should be reduced in order to achieve a balance between
the increase of the labour force and employment created in
different sectors. They also intend to set a higﬁer rate of
growth for the next plan periods, if the adopted measures
do not bring about a satisfactory solution to the unemployment

problem of the country.

The question is how far employment becomes a criterion
in the resource allocation and how it can be reconciled in
the allocation process with other important criteria.

In the Community Development FProgramme, it is statéd

that public works will be undertaken in the countryside for

(1) The workers sent abroad during 1961-1964 have reached
109.165 in total. Most of the manpower .went to.
Germany and Netherlands (90.839 and 12.256 respectively)
See, Economic Report, 1965. The Union of Chambers of
Commerce,D.26
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the purpose of reducing the underemployment in the
agriculture and prevention of migration to cities, It is
not made clear whether in this case other criteria of output
and productivity will be sacrificed and what part of the
resources will be devoted to this purpose.

One thing which does not seem to worry the planners
at all is the employment in services in relation to the
amount of employment in the !''commodity'" sectors of
agriculture and industry. several activities in the sector
of services are very important to the Turkish economy, such
as shipping and tourism. Moreover, there is another tendency
to swell employment in middlemen's activities. While this
sort of employment has gopd safety value for population
pressures; it does not effectively raise the standard of living
because it does not increase the production of géods. Nor
is it likely to contribute very much to the long-term efficiency
of an economy whose goal is a rapid industrial progress.

One ﬁay think that the planﬁers should have tried to
place available manpower where it can largely increase the

flow of production of commodities rather than services.

IV - BALANCE OF PAYMENTS.

It is stated in the plan that '""the aim of the Fifteen-
Year Development plan is to move progressively towards

balance in external payments and trade. Therefore, the
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measures to ve taken and investment to be made in the
First Five~Year plan will only try to bring Turkey closer

to this target”(l)

Itis also believed by the planners that if the projections
made for the First and Jecond Five-Year Plans are once
realised, the country's development efforts can be fulfilled

without resorting to any exceptional foreign aid.

One thing clear from the above information is that
the First Five-Year plan will only be the first effort to
reduce balance of payments deficit and promote exports in

order to fill the gap, between exports and imports,

As stated in the plan the external deficit it would
reach 2.3 and 2.5 billion T.liras in 1963 and 1964 and
then decline to 2.1 billion liras by 1967. (a drop from 4.1
per cent of GNP to 2.8 per cent of GNP). See, Table 4 and 16.
Obviously this implies that a higher proportion of
investment will Be financed through domestic savings.
Actually, 15 per cent of GNP will come from domestic sources
while 3 per cent from foreign sources (it was 2 per cent of
GNP in the period 1950-59), It is apparent that the planners
have put more weight on the foreign sources than in the
last 10 years, As a result of this, foreign sources' share
in the gross investmént‘dll increase from 15 per cent in the

period 1950-59 to 17 per cent during the First Five-Year plan.

(1) First Five-Year Plan, p.459.



149

The First Five-Year plan takes some measures with a
view to promote exports, increase import substitution and to

(1)

creating favourable moves in invisible items,

A = IMPORTS.

According to the First Plan imports will rise from
$567 million in 1962 to 704 million in 1967 - a 24 per cent
increase. However, given the 40 per cent increase in GNP
(2)

during the plan period and high propensity to import,

the projection of imports seems to be underestimated,

The GNP and imports rose almost at the same rate during
the period 1948-1960, but this period contained two
different stages., While there was an investment boom from

(3)

1948-1954 imports rcse 4 times as rapidly as GNP, due to
the increased imports of capital goods. In the second part
of the 1950's when inflationary conditions prevailed in the
country and there was a large drop in the foreign exchange
reserves, the Government made some substantial import
restrictions in accordance with the stabilization programme
of August 1959. As a result of these measures, imports did

not show any rise despite the fact that the GN2 showed a

40 per cent increase.

(1) First Five-Year Plan, p.460.
(2) On this point,see, Chapter I.
(3) OECD, Turkey, May, 1963,p.23.



Therefore, taking into account past experience in the

relation of imports and national product,

it seems to us

that the growth of imports will essentially depend uponthe

foreign trade policy followed during the plan period.

The projections of imports hpve been based upon

the estimates of the required inputs of investment goods,

raw materials and consumer goods.

In all of these,

import

substitution has been taken into account and is expected to

show 315 per cent increase over the plan period.

Yet this
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expectation seems an unrealistic one in view of the fact that

enormous imports are needed to create these import

substitution industries.

Table 14 - Import Projections.

(Million % )

Imports 1963

1964 1965 1966 1967
Investment goods 241,1 274.1 296.0 332.5 363.0
Raw Materials 234.5 261,5 299.5 325.,0 363.5
Consumer Goods 71.4 76 .4 84.5 87.4 93.5
TOTAL 547,.0 612.0 630.0 744,9 820.0
U.S.Agricultural
Surpluses 60.0 60.0 60.0 60.0 50.0
TOTAL 607.0 672.0  740.0 804.9  870,0
Import Substitution. 40.0 -45,0 -110.0 =-130.0 =166.0
Total Import :
Requirements.’ 567.0 627.0 530.0 674.9 704.0

Source: S5.P.0O, The First Five-Year Plan, p.468.
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7

Import projections were examined under three main groups,
capital goods, raw materials and consumer goods. After
gross import requirements were calculated, the import

replacement values were deducted from it.

During the Five-Year Plan, investment goods are
expected to rise by 50.5 per cent, while raw materials and
consumer goods by 55 per cent and 30.9 per cent respectively,
The projections of investment goods and raw materials have
been underestimated considering the fact that the country
is trying to expand and accord a rapid industrialisation,

On the other hand, one can easily object to the projection
of consumer goods on the groundé that it is high for
consumption goods industries are highly progressed in the
country. Besides, the inclusion of luxury goods can not be

favoured.

The planners have been very optimistic and ambitious
in seeing a large scope in import substitution goods which
are expected to increase from $40 million in 1963 to 166.0

million in 1967.

Our doubt stems from whether in so short a space of time
Turkey will be able to achieve the projected substitution of

domestic products for imports.

B = EXYORTS. : .

In regard to export projections the planners have

j_gxpected'exPorts to increase from $347.8 million in 1963 to



$457.2 million in 1967. See Table,15. This amounts to
saying that exports will rise by 31.4 per cent against 24

Per cent rise in imports over the plan period.

This rate of growth in exports may not seem to be an
extraordinary figure by itself, but the question which remains
is whether Turkey will be able to get over the obstacles

which were against its exports during the last decade.

The items which are expected to show most rapid increases
are livestock products (including hunting and fishery), and
industrial products, the former being increased by 72 per cent
and the latter approximately by 47 per cent from 1963 to 1967.
Agricultural products in generallwhich represent 77 per cent

of the total exports in 1963, will drop to 76 per cent.

While the targets for livestock products and industrial
products may appear to be optimistic, the absoclute magnitude

of the increase in both groups is rather modest.

Achievement of the plan will require a very large
exports effort and it is encouraging to see that the
Authorities have given greater consideration to the
promotion and diversification of exports items. The measures
indicated in the plan, are the standardisation of export
commodities, the creation of storage and packing facilities,

(1)

market research, sales organisation and foreign publicity.

(1) O©OECD. Turkey, May, 1963, paris, p.24.
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In addition to these, fiscal incentives for exporters have

been covered in the plan.

Table 15 - EX.ORTS PROJECTICNS,

Million #
1963 1964 1965 1966 1967
Agricultural Products. 269.8 291,2 293.0 329.5 348.5
a) Cereals, pulses and
food crops 17.8 18.2 18.6 19.0 19.4
b) Fruit & Vegetables. 84,2 93.7 @ 86.5 103.5 105.4
c) Industrial crops and
forestry products. 131.0 133,2 146.1 152.9 160.7
d) Livestock,hunting &
fishery. 36.8 41,1 46.8 54,1 63.4
Industrial Products. 56 .0 60.9 71.5 73.4  82.3
Mine & Quarry Products, 22.0 22,2 24,0 24,3 26.0
TOTAL. 347.8 374.3 393.5 427 .2 457 ,2

Source: S.P.0. First Five-Year Plan, p.469.

An export policy which composes all of these measures

may be welcomed, if they can ensure full exploitation of

Turkish exworts, But one thing which is not clear is whether

the Authorities have taken into account the small elasticity

of foreign demand for exportable goods.

Under that condition,

a noticeable improvement in the balance of payments will depend

-essentially on the development of new export

industries.
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Relying on exports of agricultural and mining products
will not increase foreign exchange earnings of the country,
because the former will be largely dependent on unpredictable
weather conditions and the latter on the changes in the |

economic situation in industrialised countries,

Balance of payments projections show that neither the
trade nor the current deficit will record any significant
change from 1963 to 1967. Because imports as a proportion
of GNP will decline from 9.4 per cent in 1963 to 8.5 per cent
in 1967, this may imply that the First Five-Year plan is
directed towards protected development of national industrv.
However, in Turkey's conditions, a policy to protect and
encourage internal industry is the only way open to her

industrial growth,

One may also add that many efforts to improve and
expand exports are needed particularly through establishment
of new export industries.i.e. textile, sugar, fishing,

petroleum and olive o0il.......

C - . INVISIBLES.

Tourism, among the invisible. items, has received the
largest attention in the plan. The projected receipt
from tourism will rise from @ 13 million to $ 48 million
at the end of the plan (a 269 percent increase over 5 years).

The rate of growth of tourist receipts (53 per cent per annum]
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is quite excessive, but as the experience of other countries

1,

has already shown, this sector can be extremely dynamic.

Actually, it is surprising to notice net invisibles
(other than interest payments) showed a deficit of $13 million
and $25 million in 1963 and 1964. In Turkey there is a large
unexploited potential given the marked growth of European
tourism. In 1963, noticeable progress was made in the

(1)

construction of hotel accomodation but, this Qas not
satisfactory to exploit this industry which shows very
promising prospects in the plan period.

Tourism expenditures according to the plan will rise
from $20 million in 1963 to %28 million in 1967(22 But the
level of investment in tourism is not kept at a level to
achieve the projected revenue from it. A much higher level

of investments in tourism and publicity campaigns abroad’

would be needed.

Also the number of workers gone to Europe has

(3)

reached a significant level. Some measures were taken to
attract their remittances, but these measures have not shown
a significant effect so far. One may think that existing
regulations are not of the kind to attract these foreign
currency earnings to official channels. Bearing in mind the

critical position of the balance of payments it is quite

necessary to review these regulations.

(1) OECD, Turkey, August, 1964,p.35.
(2) See, First Five-Year Plan, p.469.
(3) The number of liorkers in Europe in 1964 was 109.165...
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D - FOREIGN DEBT.

The Turkey's debt in foreign currencies is about
$1billioélgf which $567 million will fall to the First Five
Year ¥lan, But, if the interest payments on debt ($99 million)
be added to this figure, Turkeys foreign debt obligations
amount to 666 million dollars., (See, Table 16) The foreign

debt to be repaid, including principal and interest, amounted

to $114 million in 1963 and to %110 million in 1964.(2)

The terms and conditions of foreign aid have great
importance in the case of Turkey. Firstly, a great proportion
of aid are tied to deliveries from the donor country which,
beyond a certain point, this results in distortions of the

(3)

pattern of imports,axdinhigher costs. Also given the fact
that a large parf of foreign aid are tied to specific
projects this creates a difficulty in programming imports of
raw materials, spare parts and etc... Thirdly, some of the
foreign aid received from Internatiaml economic organisations

(i.e. the Ruropean Fund, IMF.) are rather short term which

are not appropriate for financing economic development.

Therefore, high rates of interest and unfavourable
repayment periods of these aids would naturally exert a
heavy burden on the economy if Tufkeyls current balance of

payments is not improved substantially.

(1) OECD,Turkey,May 1963,p.25,.

(2) See.OECD,Turkey,August 1964,p.24.Table 8,The figure for 1964
is a forecact.

(3) CECD.Ibid,p.40.



According to the figures of 1963 the deficit in the
trade balance exceeded its revised estimated by $50 million
due to increase in imports (revised estimate as $269 million

)(1) But the deficit in the

and actual figure as $319.5
"invisibles" showed a marked decrease compared with its
1963 projection. The deficit in the invisibles dropped from
$67 million to $9 million which resul ted partly from a
decrease in the transfer of profits of the private foreign
capital and partly from the item called "other invisibles”(z)
However there has not been any significant change in the
tourism revenues in 1963 as compared with the previous year.
While Turkey will be in need of substantial inflow of

3)

foreign aid( during the plan period to increase productive
investment and to keep it at a sufficient level, and to
reduce the balance of pavments deficit, it must however, be

realised that unfavourable inflow of foreign aid (with

deficiences we have mentioned above) must be avoided.

V - SOCIAL TARGETS OF THE DEVELOPMENT PLAN

The plan states, ''the economic development of Turkey,
as stated in the plan strategy, will follow a course compatible
with the principles of social justice. The most important
principles governing development targets are the attainment

of an adequate standard of living for the people, social

(1) Planning in Turkey, SPO,No.2,Ankara 1964,pp.17,18.
(2) Ibid,p.l18.

(3) The grants and credits received from the consortium in 19043
reached $176.9 million. Ibid,p.l17.
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security and fair distribution of income and equality of
opportunity in the widest sense of the tecrm. In other words
the basic concept of development is to provide as large a
proportion of the population as possible with higher standards

(1)

of living and with social security"

Therefore it is well recognised that the First Five-
Years will be a base for the achievement of long-term social

objectives,.

(1) F'irst Five-Year Development ¥lan, p.43.
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CHAPTER V.

THE PATTERN OF INVESTMENTS AND RESCOURCE

ALLOCATION,
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I - GENERAL APSROACH,

It is stated in the First Five-Year plan thét
"The Turkish Economy is a mixed economy where public and
private sectors function side by side'. The main objective
of the development policy is to attain a balanced rate of
growth of 7 per cent and to achieve a just distribution of
benefits resulting from the sacrifices required for
development. It is also said that the public and private
sectors have been taken into consideration as the two
component parts of a whole, and not as two separate sectors

with clashing interests.

In formulating total investment projects, special
attention has been paid to indicate the investments to be
madé in each sector by both the state and private enterprise.
The investment targets and projects will be shown in the
annual programmes. In the technique of planning the minimum
volume of private investment required in each sector has been
specified accordingly. It is clear that this will enable the
planners to reajust the public sector in the light of the

investments to be made by the private sector.

In order to avoid the collapse of the plan's
targets, the state or public enterprises will correct their
investment programmes to ensure the fulfillment of those

targets, if the private sector does not invest in a field
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which is necessary from the standpoint of planning., Public

enterprise has played a dominant role in this resnect.

The establishment of mixed enterprises has been
ruled out because they are assumed to be a wasteful and
uneconomic use of public resources. Ilowever the only
exceptions to this are the mobilizing private savings and the

(1)

encouragement of foreign capital,

The mixed economy approach has been regarded as
the main principles and its "rules of the game' will be

(2)

observed, Given the weak character of private initiative,
more than half of total investments will be undertaken by

the public sector which is believed to be justifiable, But
it must be borne in mind that an extreme expansion of this
sector might discourage private initiative and disort the

economic structure of the country., This point will be

dealt with in the relevant section of this chapter.

IT - MIXED ECCNOMY

Larlier in this chapter we have said that the
Turkish economy consists of public and private enterprises

with both functioning side by side.

The share of public investment in total investment

has shown a considerable change compared with 1950. The

(1) First Five-Year plan 1963-1667,5.P.0, pp.55~56

(2) OECD, Turkey, May, 1963, paris,p.l3.
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percentage of public to total investment was 36 per cent in

1950 and it rose to 55 per cent in 1960.(1)

The main reason
for such a sharp rise was an increase of investment in

public and basic services. The share of productive

investment, in fact, was negligible.

Investment devoted to the general and annexed
budgets and the S.E.E. and private enterprise can be seen
in the Table 1. The general budget constituted 66 per
cent of total public investment (on the average) while the
5.E.E., amounted to 34 per cent during the period 1950-1960.
The private sector, on the other hand, lost its share in the
total of investments and declined from 64 per cent in 1950
to 45 per cent in 19540,

Table 1 - The Percentage Distribution of Total Investment
Between 1959-1961.

1959 1960 1961
General and Annexed
Budgets. 27.9 29.5 37.1
"State Economic
Enterprises 19,5 20.3 16.9
Local Administrations 3.3 4.9 5,3
Private Sector 49.3 45,3 40,7
100,0 : 100.0 100,0

Source: First Five-Year rlan, SPO,p.65.

(1) First Five-Year #lan, p.65.
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The investment made by the S.E.E. is rather low
compared with other investment groups and compared with some
Yestern European countries. The share of $,K.E. investment
in the total rose by 4.1 per cent from 1959 to 1960, while
it dropped by 20 per cent in 1961. The average percentage
of investment by the S.E.Z, stood at 18.9 (19) per cent for
the three years prior to the First.Plan. In 1957 this ratio
was 32 per cent in the U.K, 25 per cent in France, and

27 per cent in Italy.(l)

If we exclude the State Railways

and the P.T.T. from the status of 5.8£.E, (whose activities

are in general considered as public services) the ratio of the
productive investment of the osublic enterprises is still
strikingly lower.

The main fields in which S.E.XZ. are engaged are
manufacturing, mining, energy and.banking.(z) Wwhile the
private sector predominates in the traditional {fields,
public enterprise has the leading role in activities which

require large amount of capital and .odern administration

techniques.

In agriculture private enterprise has the
largest scope in the form of small holdings, while only
1 per cent of agricultural income is created by the state

fams and other public enterprises.,

(1) First Five-Year ?lan,p.65
(2) Ibid, pp. 66,67



166

In industry the private sector produces 51 per cent
of the net output.(value added)(l) The cement industry is
more or less in the hads of private and mixed enterprises,
while the paper industry is mainly attached to the State.
Mining contributes 2 per cent of the National Income, and that
part of mining which is under the control of the State
enterprises accounts for three fourths of total mining produc-
tion. ¥Private enterprises predominate in the textile industry,

while energy and hydro-electric establishments are almost all

in the hands of the State.

The largest proportion in the sphere of commercial
activity and construction is devoted to private sector, and
its share in botﬁ sectors amounts to 90 per cent. This
figure stems from the fact that in most cases, state projects
are undertaken by private enterprise. The trade operation
of public sector is left to a few big state enterprises
such as the Soil Products Office, Aggricultural Supplies,

the Petroleum Office and Sumerbank.(z)

The area of industry in which private enterprise
is most active is textiles. The value added in this field
constituted 35 oer cent of the income created by private
manufacturing industry in 1960, Other fields in which the
private sector is active, are food, chemical products, and

earthenware industries.In the same year these four sectors

(1) First Five-Year :lan, p.b66
(2) 1Ibid,p.66.
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provided 72 per cent of the income created by private

(1)

industrial enterprises.

III - INVESTMENT POLICY.

In order to achieve a 7 per cent rate of growth in
the national‘income, 18 per cent of the Gross National product
has to be invested. The annual rate of growth is an
average figure dnd can naturally move above or below
7 per cent. Similarly investment which is 18 per cent of
the Gross National product is an average for the First Five-
Year plan and will increase to 19,3 per cent in 1967 and to

21 per cent in 1977.¢%)

During the last decade on average, 13.7 per cent
of the GNP was devoted to investment. The planners have
decided to increase this rate up to 18 per cent in the
First Five-Year plan and tried to provide the necessary
resources to finance it through domestic and external means.
It is estimated that 15 per cent of the GNP will come from
domestic sources with the remaining 3 per cent fraom foreign

(3)

sources. This latter figure was 2 per cent over the last
decade. XAs a result of this, foreign sources' share in gross
investment will increase from 15 per cent in the period 1950~

59 to 17 per cent in the plan period.

(1) 1bid, p.67

(2) First Five~Year plan, p.33,.

(3) The execution of the plan will require external financing
to the extent of $1.8 billion during the 1963-1967 period,
OECD, Turkey, May, 1963,paris,p.50,.
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Considering the recorded trend in investment
rate after 1958 (See Table 2), it is possible to see that
the target set for it by the planners shows no large
deviation from past experience. dActually, after 1958
capital accumulation rose considerably, and investments,
which constituted 14 per cent of the GNP in 1958Vincreased
to 15.6 per cent in 1959 and 16 per cent in 1960. Therefore,
one can conclude that the planners have been influenced by
the recent increases in the rate of investment instead of
taking into account tiie fact that the country's domestic
resources could achieve a real increase through a reform in

financial policy which is considerably neglected at present.

A comparison with some other underdeveloped countries
will indicate that the rate of investment in Turkey is lower

than in many of them. (See Table 3)
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A rather low level of investment in the past has been
due not only to the paucity of investment opportunities,
but also to the lack of an entrepreneurial spirit and to
the absence of appropriate institutions for a capital
market. A related difficulty in savings has not only
been that savings were low, but that this was owing to the
traditional preference among the wealthier groups for
spending their income in unproductive investments (or
luxury consumption) which did not add too much to output.
Like mbst underdeveloped countries, Turkey was lacking'in
a capital goods industry of any significant size, and there-
fore, heavily dependent upon imported supplies. The
capacity to import capital goods for investment purposes
was hindered by the acute foreign exchange difficulties
which the country experienced after 1954. The strongest
inflation the country faced in the subsequent years
aggravated the foreign exchange situation even more. As
a result of this, it appeared that investment requiring
imported capital goods were substantially reduced. This
position led the country to investments in constructiqn
and housing which were permitted to expand due to the
‘domestic production of cement.

However, the First Five-Year plan has found a
remedy to the foreign exchange difficulties and the issue

of direcdting investments to mostly productive fields. The
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first problem will be solved by foreign aid ensured through
the consortium, and the latter by the measures necessary

to curtail investment in coustruction and luxury housing
(i.e. through tax and credit policies - introduction of
investment tax allowances, and abolition of the present

10 year tax holiday for new buildings)(l)

The scope of the private sector which received 79.564
per cent of the Gross National;roduct in 1962, will
grédually decline toward the end of the plan period. The
plan has been based on the assumption that 75.7 per cent
of total resources will be in the hands of the private

sector in 1967.

(i) What is meznt by this is that during the plan
period priﬁate enterprise and individuals will be entitled
to a smaller share of the GNP either through consumption
or investment expenditures. This is the result of an
effort to increase the rate of capital accumulation ;nd,
as is stressed in the plan, it is felt that this can best
be achieved by the public sector's direction of the use
of national resources.

(ii) The state will impose direct and indirect taxes
upon taxpayers and, through its S.,E.E, it will force
consumers to pay much higher prices than before for the

products of the S.E.E and, thus, by this action it will

(1) See, OXCD, Turkey, May, 1963,pp.22 & 41.
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‘be able to collect the required resources for financing

economic development.

The main idea behind all of these is that the public
sector is strong enough in allocating these resources for
productive investment purposes rather than other expenditures
which are not directly linked to economic development,
Consequently the State will proQide a large volume of

(1)

investments through domestic savings.

However, this policy will obviously invite some
serious problems; that of whether the total volume of
investments will rise faster than before by this transfer
of sources from the private to the public sector. The
question which arises here is that of how far the capital
accumulation proceés would he accelerated by limiting

the s cope of the srivate sector's investments.

IV - INVESTMENT DISTRIBUTION AND SECTORAL ANALYSIS,

It will be appropriate to examine investments from
the points of view of those various sectors and agencies

which undertake these investments,

The total public and private investments in the
IF'irst Five-Year plan would amount to 59,65 million Turkish

liras in order to achieve an average rate of growth of

(1) In other words the State will pursue an "Etatist policy"
in the sphere of capital accumulation and economic growth.
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1)
7 per cent and a balanced growth of sectors.( ‘

The distribution of total investments by main sectors

is presented in Table 4,

1 - AGRICULTURE.

Prior to the planning era, agriculture developed
mainly through extension of the area under cultivation

and did not receive enough investments.

Actually, agriculture has been neglected in the past
and excess population and disguised unemployment have
become very pressing on the development of this sector,
?herefore, in the plan due attention has been given to
investments leading to intensive farming. Also it is
realised by the planners that it will be necessary to raise
agricultural production in order to meet the demands of
other sectors for raw materials and to expand exports.(z)

In order to achieve these targets the planned invest-
ment in this sector will rise from 1,213.,2 million liras
in 1963 to 2.851,0 million in 1967. (See Table 5.) This
implies that the share of agricultural investments in the

total will rise substantially; from 12.8 per cent to 20,2

per cent over the plan period - 57 per cent increase,

(1) First Five-Year ?lan, p.l21.

(2) Ibid, p.129.
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It seems that very little is to be invested in
agriculture in relation to output. Yet this small figure is
because investments in agricultural training are included
in education investments and that irrigation investments are

(1)

partly included in the energy sector. f:1so the value
added to agricultural investments by the farmers own
individual undertaking (irrigation systems, barns and
ware houses) are not included.

The production targets of the agricultural sectors
were determined according to the development expected in
the demands of other sectors (i.e. industries processing
food and other agricultural products) and, to the rate
of population growth and per capita consumption.(z)

Because, in a developing country consumption
expenditures have a strong propensity to rise (due to the
rise in incomes and employment, and steady growth in other
sectors), some necessary measures have been envisaged to
avoid a shortage of food and other agricultural products,
The fear of inflation is well understood by the planners and,
to this effect, they have projected the importafion of

3)

wheat, rice and sugar-beet to provide a balance between

demand and supply for these goods,.

(1) First Five-Year plan, p.123.

(2) First Five-Year Plan, pp.123,133

(3) “heat will be imported from the U.3.A. according to the
agreement on agricultural surpluses. In case of
insufficient output of wheat Turkey will continue to
import wheat even after 1965, Ibid.p.153.
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It is estimated that in the ¥irst three years of the
plan period (1963-1965) 500.000 tons of wheat will be
(1)

imported to fill the stocks of the Soil Products Office.

Turkey will be able to import more of the investment
goods and raw materials which are necessary for rapid
industrialisation if agriculture can provide a surplus for

export.

Although the rate of growth in agricultural production
reached 7.4(%ér cent in 1963, which was greatly in excess
of its planned target (4.2 p.c.), this rate may fluctuate
from year to year depending on weather conditions. Therefore

2 higher productivity in agriculture is indispensable.

(1) Ibid, P.152.

(2) OECD, Turkey, August, 1964, paris, pp.6,8
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Table 4 -~ Sector Investments in Relation to Total Annual
Investments.

(As percentages)

1963 1964 1965 1966 1967 Total.

Agricul ture 12.8 15.8 18.1 19,7 20.2 17.7
Mining and
Quarrying 4.8 6.8 6.6 6.1 3.1 5.4
Manufacturing. 22.8 21.8 18.9 = 13.1 11.1 16.9
Energy 7.4 7.9 8.8 9.4 9.1 8.6
Transport and
Communications.13.7 12.5 12.3 14,1 15 .4 13,7
Services 6.1 3.9 5.3 7.9 9.2 6.6
Housing 21.9 20.6 19.8 19.7 20.0 20.3
Education 6.9 7.2 6.6 6.4 8.2 7.1
Health 2.1 2.1 2.3 2.4 2.3 2.3
Tourism 1.5 1.4 1.3 1.3 1.4 1.4
100.0 100.0 100.0 100.0 100.0 100.0

Source: SPO. First Five Year Development Plan, 1963-67,
Ankara, 1963, p.123,
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Table 5 - Gross Investments, 1963-1967
(Million T.L.at 1961

prices)
1963 1964 1965 1966 1967 Total.
Agricﬁlture 1213,2 1712,2 2182.,0 2590.0 2851.0 10.548.
Mining and :
Quarrying 457.8 735.2 794 .6 809.9 435,5 3.233.
Manufacturing. 2166.3 2359,9 2276.9 1726.4 1559.7 10.089.
Energy 706 .4 850.0 1057.9 1233.5 1286.2 5.134.

Transport &
Communication, 1298.0 1355,9 1482.,3 1851.9 2171.3 8.15G .

mervices 531.,0 426 .1 637.0 1030.,0 1291.8 2.965
Hous ing 2085,0 2229,0 2390.0 2594.,0 2818.0 12,1164
Kducation 660.0 783.0 795.0 836.0 1153,0. 4,227,
Health 200.5 230,1 278.2 320.2 317.9 1.346 .
Tourism. 145.5 148.,2 164 .7 175.6 193.0 827
TCOTAL 9513.,7 10829.6 12058.6 13167.5 14.,07.4 59646.8

Source: SPO. First Five Year, Development Plan, 1963-1967,
Ankara, 1963, p.l22,.
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The possibilities of extending the area under
cultivation in Turkey, are rather limited and primary
emphasis has to be placed on improving yields as a result
of more intensive cultivation and on increasing the area
undgr double cropping through the provision of adequate
water and other supplies. More intensive farming is the
inescapable solution to Turkish yields which, on the

(1)

average, are poor by Vorld Standards,

Actually, the size of land holdings and land owner-
ship have been main impediements to an increase in
agricultural productivity. Land holdings in agriculture,
as we stated in chapter 1, are mostly in the nature of
very small holdings which are not suited to intensive
farming practices. Land holdings over 500 acres constitute
14 per cent of the total cultivated land, while the rest

(86 p.c.) are small holdingssz)

Also if we take into
account the farming enterprises we still notice that 75.2
per cent of the cultivatedland is in the form of units

(2) The

under 500 decar and 24.8 per cent over 500 decar
average size of farming units is 77 acres which implies a
considerable fragmentation of holdings. Again these small

units are scattered at some distance from each other,

(1) Productivity per hectare in wheat production, on average
is 1000 kg, while it is 2000-3000 kg in the Common
market Countries. See, Aktan.R.misterek razar,SBFD.

Sayi 24, 1960
(2) See, Cillov.H. Turkiye: Ekonomisi,op.cit.p.164.
(2) Ibid, p.l170. .
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which creates a substantial wastage of resources (capital

and labour)(ly

The main reasons for these excessive small land

holdings are ©f an economic, social and legal character.

I'irst, a rapidly increasing population in agriculture has

caused great pressures on land, and peonle who cannot find

employment possibilities elsewhere are forced to remain

in agriculture. Secondly, the Law for Inheritance heas

resulted in a tremendous distribution of inherited land

among heirs.

(2) It is also added that the agricultural

credits policy may have encouraged further fragmentation of

land holdings.

Because of the factors we have just mentioned there

is no tendency toward large farm units. Adnally, the small

number (it dropped from 413 to 235 between 1946-1951) of

big farms, has tended to become smaller and has resulted

in medium-sized farms (between 500-5000 acres

)(3)

As an

exception, small farm units which practiced mechanization

have shown a tendency to grow into medium size farms. Yet

the

the

speed of fragmentation into small farms was more than

(4)

rate of expansion into large farms.

(1)

Berzeg.K,”Tﬁrkiye Gerceklerinde Toprak Reformu,lorum,

1 Mayis 1964, Sayi 242 & 15 Mayis 1964.5ayi 243.This sort
of farm constitutes 7 per cent on average.

Ibid.p.12.

Zither because of the Law for inheritance or because of th

fear of nationalisation.See.Berzeg.K.op.cit,.
Ibid, p.13. :
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The First Five-Year Plan has recognised the importance
of land reform in the sense that the size of holdings will
be increased within mwaximum limits and that land
consolidation will be imposed, expecially where irrigation
and soil improvement projects will be implemented.(l)
Although the redistribution of land is also ufged, this
does not imply the distribution of land in the smaller
forms but redistribution of State and privately owned
lands which exceed the maximum limits. This limit is not
specified, but there are reasons to believe that the limit
will be determined as 5000acres.(2) It is also expected
that small and medium farmers will be able to form

co-operatives if the necessary encouragement is given

(due to production and marketing advantages).

Contracts between landowners, tenants and share-
cronpers are to be arranged in order to protect the rights
of the latter. This point is important from the standpoint
of enabling the tenants to improve their agricﬁltﬁral

yields.(3)

To achieve a productivity increase, agricultural
credits will be used more effectively than before to raise

investments (on fertilizers, seeds etc) rather than

First Five-Year rlan, op.cit.p.l68,

Berzeg.K, op.cit,

73 per cent of the famming units are run by their own

landlords, while 22 per cent are operated by semi-land-

lords and tenant farmers. reople who run others' farms

constitute 3.5 per cent of the total, See.Cillov.,H.op.cit.
p.172,

(1
(2
(3

— e ot
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consumption. It is a known fact that credits granted by
the Agriculfural Bank in the past did not receive sufficient

control and were mostly directed to consumption purposes.

That unfortunate experience has been well recognised
in the First Five-Year rPlan which recommends the Agricultural

(1) (i)} the fields which

Bank to follow a credit policy as:
are convenient for higher productivity will receive
preference (selective credits), (ii) the use of credits
granted will be effectively contr&lled, (iii) a distinction
is to be made between credits of an operational character

and those which are for investments; (iv) contrary to past

experience medium and long-term credits will be extended.

For adll of these objectives the Agricultural Bank, during
the plan period, will receive 1 per cent of the budget

(2)

each year as an addition to its own capital,

It is stressed in the First Five~Year plan that full
utilization of idle and surplus manpower in the rural areas
will be provided, Therefore, special programmes are to be
prepared for utilizing the excess labour. Actually it is
thought that a Communityv Development Programme may prevent
wastage of manpower and resources, and may also increase
the knowledge of the peasants for improving their production

(3)

techniques and co-operative movements.

(1) First Five-Year pslan.p.l66.
(2) 1bid. p. 167.
(3) Ibid. p.93.
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It is rather regretable to see that the issue of land
reform, which embraces the consolidation of sma 1 holdings
and the redistribution of lands which are in excess of
maximum limits and which are owned by the private and

public sectors, has been delayed for almost three years.

As a conclusion we may say that a solution of the
land holdings problem comes before the schemes for the
rehabilition of pasture, the improvement of livestocks and,

the extension of irrigation.

2~ INDUSTRY - Manufacturing, Energy and Mining.

Despite the development projected for agriculture,
the share of this sector in the GNP will fall gradually as
shown in Table 6, This is due to the rapid expansion fore-

seen in the other sectors particularly in industry.

In 1961,42 per cent of income came from agriculture,
23 per cent from industry and 35 per cent from services.
If we include manufacturing, mining and energy in the
industrial sector, we can see that the total investments
devoted to industry as a whole in the plan, are 30.9 per
cent of total investments, Irom this, one can assume that
the First Five-Year plan is a kind of industrialisation
plan., WNevertheless, agriculture has also received a large
share of 17.7 per cent of the total investments, which is

far above the level attained in the past.
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The investments allocated to industry amount to
18.456.2 million T.liras with the inclusion of mining,
manufacturing and energy. (See Table 5) The highest
share in industrial investments goes to manufacturing with
54 per cent followed by energy with 27 per cent and mining

with 12 per cent.

A large part of investment in manufacturing industry

is concentrated in the first three years of the plan. This
is because investment in the Eregli Iron and Steel Vorks

are scheduled for the first three years of the plan and,
secondly,lbecause of the large volume of unfinished projects
of the S.E.E. completion of which is expected during the

(1)

first years of the plan. Investments in manufacturing
industry constitutes 16,9 per cent of total investments and
will reach 10.089.2 million T.liras during the whole plan

period,

Table 6 - Percentage Share of Sectors in GNP,

1962 1963 - 1967
Agriculture 43.8 43,0 38.3
Mining & Quarry 3.2 3.3 3.6
Manufacturing 12.8 13.5 16.7
Energy. 0.8 0.9 1.1
Transport &
Communications. 3.9 4.1 4,6

Source: First FFive-Year i"lan, op.cit.p.1l25,

(1) OrCcD, Turkey, May 1963, p.l9.
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It is said that importént changes will take place
in many branches of manufacturing‘industry. While
investment which will allow the previously established
industries to develop in line with the growth in the
national output can be reasonable, investment which has been
projected for some industries;(l)given the fact that they
have idle capacify, can be questioned. However, in case
these investments are directed to the better utilization of
idle capacity with the result of lower costs of production,
this attempt can be justified. Of oourse, this may also
create favourable export possibilities only if they can

be allocated in such a way as to induce lower costs.

Investment allocated to mining is over 3 billion
T.lLiras amounting to 5.4 per cent of gross investments.
During the first four years of the plan period (1963-1966),
investments in mining will increase almost by double which
looks as a satisfactory figure. Yet we may add that we
did not find any explanation of the drop in investments in
1967.

Stress has been laid on investment in energy as
well so that economic growth can proceed without interruptions
Investments devoted to this sector amount to 5,.134.0
millions during the plan period - an increase of over 80

per cent., It will be right to assume that the devélopment

(1) For instance, textiles, sugar, industries, etc.
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of power will be channelled to manufacturing uses rather

than consumers.

3 = HOUSING AND, TRANS<S,ORT AND CQMMUNICATIONS.

Despite the fact that the share of housing in
gross total investment seems to be highest (20.3 p.c.),
it appears to be heaviiy reduced in the plan seriod compared
with its 30.9 per cent shnare in the period 1950-1959.(1)
Private gross investment in 1962 stood at 3.5(2)
billion T.liras and, more than half of this (around 2 billion
T.L.) was in housing and a large proportion of it in
"luxury'' housing. Therefore, it is decided in the plan to
restrict luxury building in general and to direct private
savings towards more directly productive investments.
It is the purpose of the plan that investments shall be
diverted from luxury to low cost housing, and as a result,
a greater number of dwelling units will be builtvin the
country.

The me asures taken to channel private funds into
the desired types of investment (esp.manufacturing rather

(3) .

than house-building) are: (i) more favourable credit

LAALAD
(1) Sece, Yalcin,A.Bes Yillik Planin Genel Gorunidsi, inall
SBF Yayinlari,No.163-159.3evinc Matbaasi,Ank,1963

(2) OECD, Turkey May 1963,p.22
(3) OECD, Turkey May 1963.p.41
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facilities and tax reduction are to be provided to the
entrepreneurs who invest into the reguired fields;(l)
(ii) the present 10 year tax holiday for new buildings,

which makes investment in this field particularly attractive,
will be reduced and only be maintained for new hotels and

cheap dwellings. Also the development of a broader capital

market is envisaged.

Obviously in order to direct private savings to
productive sectors such as manufacturing and agriculture,
the country requires a rather brisk and active capital
- market tégether with highly developed banking and financial
institutions. But the creation of a capital market is a
long-term process and may require the formation of large
joint-stock corporations as an effective mechanism for
attracting small money holdings. This attempt will also
recguire radical reforms in the existing laws and administ-
ration.

A rather large volume of investment has been projected
for transport and communications which, in the plan period,
will amount to 8,159.4 million T.liras - 13.7 per cent of

total investment. This projection may not be justified,

(1) Both accelerated depreciation allowances and a scheme to
exempt certain proportions of re-invested funds from
income and corporation taxes have been approved under the
1963 income tax bill., Ibid.40
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(1)

given the heavy and excessive investment made in the 1950's.,

4- EDUCATICN AND HEALTH.

Out of a total of 59,6 billion T.liras 4.227 billions
will be directed into education. The main principle here
is to raise the general level of education and increase the
amount of skilled labour required for economic development.
The plan has devoted almost 10 per cent of total investment
to both health and education. (See Table 4)

The planners have decided to reduce the growth of
current expenditure which is not directly linked to
development. Therefore it is expected that the high rate
of curreﬁt expenditures will fall from 6.3 per cent in

1963(2) to 4 per cent in the next years of the plan period.

Contrary to these expenditures health and education
(including agricultural extension services) have been
assumed to be linked to development and, therefore, both

are projected to grow by 15 per cent per annum in the

1962-1967 period.(3)

(1) The investment in transport formed, on average, 24.2
prer cent of the total investment in the period 1948~
1955, This is the second largest proportion after the
investment in housing (28.3 p.c.) Source. Dr.Kenan Gurtan,
"Turkiyede Yatirimlar,! Istenbul, 1959.p.148.Table :IX.

(2) The high per-centage in 1963 is due to a promised increase
in the salaries of the public sector.

(3) OoCD, Turkey, May, 1963, paris.p.l6.
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Investment in the public health sector constitutes
2.2 per cent of the total which is much over the level
attained in the past. An efiicient use of health services
has been included in the health programme. However the
shortage of personnel may obstruct the large application

of this programme,

5 - TCURISM,

Investment in tourism, will amount to 827 million
T.liras. As can be seen from Table 4, the share of tourism
investment in total investment will show a fall from 1.5
per cent to l.4 per cent over the five years. The amount of
investments devoted to tourism will increase from 145.,5
million in 1963 to 193.0 million T.liras in 1967 - an

increase of 33 per cent.

' One would have some doubt about the low projection
of investments in this sector, given a very high potential
for improvement which can give rise to large tourism
receipts. The success of this sector has beeﬁ tested in a
neighbouring country Greece, as well as in some other
Mediterranean countries which obtain a large amount of
foreign reserves through the growth in this very sector,

In order to increase foreign exchange reserves Turkey,
should tend to devote much more investment than has been

projected in the plan. One feels that this sector has not
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received due importance in allocation of investments.

V = THZ RATICNAL DISTRIBUTION COF INVESTMENTS.

One of the arguments relating to the distribution of
investments in a developing economy is that if, in the initial
stages, it devotes its resources primarily to the building
up of an "infrastructure'" of roads, railroads, power etc.,
the external economies created by these will bring

about an acceleration of its rate of development.

However, it is questionable whether either practice
or experience is such as to give the argument the strength
of wide-spread applicability., Some references to certain

developing countries will be useful in this respect.

In India, over-investment and over-capacity in many
"infrastructure' sectors have considerably slowed down the
country's rate of growth, 1In 1960, the use of water from
major and medium irrigation projects was only at 65
per cent of capacity. In the ehergy and power projects

(1)

too, there was a small degree of over-capacity.

One may ask how these investments slowed down the
rate of growth of India. It is obvious that precious funds
were spent on projects which do little to increase the
stream of output. Less output will mean fewer resources

to finance a sustained investment effort and the economy

(1) See, Bellikoth, R, Shenoy, The Right Road to Indian
Progress, Fortune,, April 1960, p.246.
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becomes forced to stop. The volume of investments
can be increased proportionally to national income if
investments can be allocated to productive sectors rather

than to the infrastructure.

Because of this experience, the Indian economy has
been called '"progressing but stagnant' which is distinct

(1)

from a developing economy,

In the First Five-Year plan, an increase of little
more than $2billions in gross investment yielded an
annual increase of $Llbillion gross output. Over $billions
of investment yielded an annual increase of $lbillion,

(2)

again in the first two years of the Second Five-Year plan.

It was only after the second Five-Year plan and so
in the Third Plan (1962-1966) that India has decided to
squeeze social services,‘transport and communications and
housing. The planning Authorifies have cut down their
investment design toward sectors that promise relatively
direct, quick and predictable pay offs in additional

(3)

output,

(1) See, Higgins, B, iiconomic Development, The Case Study of
India, ¥.W. Norton & Co., New York,1959.

(2) Shenoy, op.cit.

(3) See, John.P.Lewis., India, in "planning Economic Development"
Hagen, E.E, Richard D.Irwin Inc. Homewood, Illinois,
1963, p.86.
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In Italy, the govermnment spent a total of ¢ 2500
millions in Southern Italy for infrastructure Works like
transport, power, tourist facilities, etc, in the period
1950-1958.(1) To promote industries, some measures were
also taken such as tax reliefs, incentives and preferential

.credit facilities,

But the results of this approach to economic
development were far from being satisfactory. Between 1956
and 1957 the number of unemployed had increased from
690,000 to 976.000 despite the fact that part of the annual
population surplus migrated to the more developed areas of

Italy such as North or Overseas countries.

The share of Southern italy's income in the total

national income between 1950-1957 was as follows:

THE INCOME OF SOUTHERN ITALY AS A PERCENTAGE OF ITALJIAN
NATICNAL INCOME.

1951 1952 1953 1954 1955 1956 1957

20.2 20 20.7 21 20.6 20.8 20.8

Pespite the tremendous push received, the share of
Southern Italy in the country's welfare remained unchanged.
Also industrial income showed a very small increase during

the same period; it was 17.3 per cent in 1950 and rose to

(1) ©See, Casa per il Mezogiorno, Bilanzio, 1951-1958,p.144.
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18,5 per cent in 1957. However, annual investments in
Southern Italy remained throughout this period at the

initial level of 15 per cent of the total investments,

INDUSTRIAL INCOME IN SCOUTHERN ITALY AS % OF TOTAL INDUSTRIAL
INCOME,

1950 1951 1952 1953 1954 1955 1956 1957

17.3° 17 17.3 17.1 17.9 18.2 18.5 18.5

In the case of all communist countries the main
policy has been to neglect, on purpose, all sectors other
fhan heavy industry. For instance, in Russia the policy
followed by the economic planners was to stress on the
development of heavy industry rather than the construction

(1)

of "infrastructure'" and '"social overhead capital"

As can be seen from the table presented below, (7)
transport and communications in oﬁly one case (Russia)
reach 15 per cent of investmenté, but in most cases are
not over 10 per cent. AAs commodity sectors, industry
and agriculture constitute two-thirds or three-fourths of

the total investments, with more emphasis on industry.

Again from Table 8, we notice that, with the
exception of Czeckoslovakia, none of the communist countries

invest an extreme part of their resources in fixed capitezl

(1) Hollzman, Franklin, D, The Soviet-Kuznets Combine: A
Study in Investment Criteria and Industrialisation
Policies, N.J.E. Aug. 1957.
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formation., Besides, if their capital=-output ratio seems
to be lower than in non-communist countries, the main reason
should lie entirely with the distribution of investment

resources,

Now, we may turn to Turkey and sce whether she
can follow an investment policy to establish heavy
ihdustry, and whether the resources in the country will

permit such an approach,
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Heavy industry will obviously requirg the main
factors like an abundance of raw materials and large markets
for its products. Turkey, in contrast to Greece and other
neigbhbour countries, is endowed with large mineral
resources; and the size of its ponulation can justify the
establishment of medium and heavy industries. Bﬁt one must
not forget the fact that there are quite deiinite
limitations in respect to markets, given present standard
of living, per cawita income and unbalanced growth in other
sectors., Domestic demand must be sufficient to meet their

products and keep pace with their growth,

Turkey, in the first Five-Year industrialisation
programme of 1935 tried to establish both medium and some
heavy industries at the same time., These establishments
were forced to operate under full capacity due to
inconsistent development in other sectors together with
domestic demand., Because balanced growth was ignored,
the consequences of that attempt did not provide a rapid

development of the over-all economy.

With countries like China, Russia and India whose
size and populations are of ''continental!" dimensions, even
if their present market is limited, it can be argued that
their eventual needs will necessitate all types of heavy

industries., However, one cannot say that this is the
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quickest way to economic development and this seems to be

another problem.

The planners in Turkey should be very careful in
projecting these heavy industries that they create cost
advantages for the users of their output. Otherwise,
importation of such investment goods would appear to be a

much wiser and more rational policy.

Actually, exponents of the "heavy-industry-first"
argument rely a great deal on Russian policy and the
Chinese imitation. But, one could ask quite rightly, how
much of this policy is due to the need for self-sufficiency
forced upon these two large countries by the Vestern
trade embargo adopted in the early stages of their
development, ardd how much was it due to basically
strategic as distinct from economic reasons? Further, it
is well recognised fact that in the developed countries the
growth of heavy and light industries marched hand in bhand
and that a light industry such as textiles, was often the

vanguard of industrial development.

According to some evidence, there is a positive
correlation between the value of output reguired for a
minimum efficient plant and the volume of investment
expenditure required for that purpose. The larger the output

’

the larger the investment to be allocated. This process
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can also fit to the movement from consumer commodities to

1)

intermediate and primary ones. Generally speaking, it
can be said that the closer we are to the final consumer in
the manufacturing industry the smaller the capital intensity.

The more we move up to the intermediate and primary

commodities, the higher the capital intensity, the lower

(2

the turnover rate and the larger the minimum efficient plant,

A preper conclusion from the above information will
be that a2 country witn a shortage of capital, which starts
with limited markets, should concentrate more on the
production of consumer goods and follow this policy as a
principle. But the consumer goods industry may eventually
give impetus to the establishment of other industries

which require a high capital intensity.

All this discussion does not imply that
"infrastructure'!" works are not necessary, and should not,
in some circumstances, precede other industries. Yet their
importance may be easily overstressed. For example social
overhead capital investment (transnort and communications,
power, irrigation and etc) should not be permitted to be the

basis of development policy, if they cannot attract

(1) See, Leontief,W.¥W, Studies in the Structure of the

American Xconomy, part II1I, Chp.6, Oxford Univ.press,1953

(2) See, Creamer, D, Capital-Output trends in Manufacturing
Industries, 1830-1943, Nat. Bureau of Econ. Research,
Occassional paper 41, 1954.

)
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Directly Productive Activities (i.e. industry, manufacturing,

(1)

agriculture..) to come in. One also may add the fact
that to put ones faith in the country's development on

50C is rather a risky decision and may well provide no

satisfactory solution to the problem.

thile we cannot object to the significance of
external economies created by such a policy, particularly
in the,development of largely backward regions, there is
sound evidence that many advanced countries of today (i.e.
Japaﬁ, Soviet Russia) have developed by resorting first
to industrial and agricultural activity which then gave

(2)

way to social overhead capital investments.

VI - THE CPUBLIC AND PRIVATE SECTORS.

The share of public investment in the GNP 1is
projected to grow at an annual rate of 10.6 per cent in the
plan period. In other words they will rise to 11.4 per cent
in 1967 compared to 10.3 per cent in 1963, On the other
hand, private investment will increase by 11 per cent per
annum and rise from 6.7 per cent to 7.9 per cent of the

(3)

GNP in the same period.

(1) There may be a wastage of resources if such infrastructure
activities are not fully utilized, For example, in
Turkey the utilized capacity of highways is 63 per cent
and railways 20 per cent. Same thing can be said for
energy and power, See,chp.l.

(2) On this point, see, Hirschman,A.D, The Strategy of Economic
Development, pp.94/95.

(3) See, Chp.3 and 4.
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Total investments is expected to rise from 17.0 per cent
of GNP in 1963 to 19.4 per cent in 1967. This implies that

total investments will rise gradually over the plan period.

Private enterprise has played a considerable part in
investment efforts of the country. A brief examination of
the past experience will be appropriate. Table 9, illustrates
the position of private sector's investments in the total
investments and GNP during the period 1950-1962, One
thing is clear from the table, that private investments and
their relative share in the total have fluctuated from

year to year due to the fluctuations in the whole economy.

During the first half of the last decade (1950-1955),
when economic life was rather stable and far from the
effiects of inflation, private investments constituted
between 51 and 67 per cent of the total investments. The
averagze percentage for thece six years was 57.9 per cent.
But while the strongest inflationary conditions
prevailed in the country (1956-1958), this rate dropped to
40 per cent. After 1958, owing to the stabilization
programme, private investments showed some increase and
to-this effect; it rose again to 49.3 per cent in 1959

and to 52.3 per cent in 1960.

In the unplanned economy period (1950-1961), with the
exception of severe inflationary years, the investment

capacity of the private sector has never fallen below
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7 per cent, and contrary to this even it rose to 8 per cent

in 1959 and 1960,

However, in the First Five-Year plan the share of the
private investments in the GNP has always been kept below
8 per cent. It would have been more realistic to project
an investment potential for the private enterprise equal
to the 1959-1960 level which was almost 8 per cent of the
GNP even without any essential measures to encourage it.(l)

It seems that the level of private investments in 1961

has been accepted as a base for their projection.

In the plan period private investments will record a
higher increase than public investments. (55 per cent and

2)

44 per cent respectively) Yet in order to attain the
development objectives set for the plan period, housing
investments which averaged 57 per cent of the total in the
last three years prior to the plan will have to be kept
within certain limits. The planners have stated that the
ratio of private housing investment to total private.
investments will fall from an average of 52 per cent in

(3)

the plan years to 47 per cent at the end of this period,

(1) It is suggested by some authors that the volume of
private investments has been”uﬂdﬁr;valued. See.Yalecin,
A, Bes Yillik lanin Genel Gorunusu.op.cit.p.l5.

(2) See, Table 16, in Chp.4.

(3) First Five-Year ’lan, op.cit. p.109,
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Table 9 - GNP and the Rate of Private Investments.

Years Total Private Private Private
Investment, Investment Investment Investment as
As % of % of Total
GNP Investments.
1950 1.000 6.5 673 (67.3
1951 1.260 6.3 772 (61.3
1952 1.836 7.6 1.088 777 (59,2
1953 2.088 6.4 1.078 - 551.1
1954 2.518 8.5 1.462 (58.1
1955 3.006 7.6 1.519 {50.5
1956 3.260 5.9 1,423 (43.6
1957 4.017 5.6 1.718 40.2 £42.8
1958 5,043 5.7 2.005 (40.0
1959 6.989 7.7 3.446 49.3
1960 7.613 8.1 3.981 52.3
1961 7.024 5.5 2.714 38.6
1962 8.436 6.6 3.450 40.9

Source: Yalcin,A., Bes Yillik Ylanin Genel Ggrunusﬂ,SBF

Dergisi. op.cit. quoted from table 3.
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This can be achieved only if the monetary and
financial policy can stimulate private entrepreneurs to
invest in more productive fields. A higher increase in
productive investments will mean diverting a higher proportion
of private savings to industrial fields. Measures to be
taken in regard to housing credits will, it is hoped,
make luxury dwellings less profitable than before. The
other measures have been pointed out earlier in the

chapter.

It seems that the Turkish Authorities did not
want to sSet specific targets for private investment,
because the general policy of the plan is to encourage

maximum development of private initiative.

But one feels that the pattern andvvolume of private
investments in each sector must be set beforehand in order
to ensure a consistency between various targets and
variables. No doubt, a correction of private investments
would necessitate a corresponding correction in the over-all
plan, otherwise this would result in an imbalance in the
distribution of annual resources. If the actual rate of
increase in private investments exceeds the targets set
in the plan and if the Jublic sector insists in realizing

its current expenditure and investments, the total

demand will esxceed the supply of resources and this would
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clearly bring about an inflationary pressure over the

whole economy.

Therefore it will be imperative for the govérnment to
revise its expenditure targets each year and readjust them
according to the investments undertaken by the private
sector. As an alternative, the government must evaluate
the whole range of investment possibilities, give priorities
of production and be ready to make the production decisions
itself, if private enterprise fails in realising its

targets which might endanger the whole situaticen.

What is usually done in economic development plans
is that, first, alarge number of activities to be
undertaken by public authorities are specifieé to the
exclusion of the private sector and that the balance is
preferably left to private entrepreneurs. Vhile the latter
must point out the projects and investment decisions they
are ‘going to take, the former also must disclose the
incentives, encouragement and assistance which the

government is willing to give the private sector in order

to carry out their projects.

The pattern of investment planning is well-known.
Plans consist of a number of investments, usually of an
"infrastructure" or "Social overhead'" nature, and list

possibly a number of heavy industries. The rest of the



programme is lumped together and left to the private

sector with the vaguest encouragements; Contrary to this,
public projects enjoy the advantage of experienced

foreign consultants and advisers employed by the state,

and have priority in the use of all factors and resources,
as well as finance. The private sector is given targets to
achieve, but usually fails to recalise these targets for

one reason or another.

In the Turkish Five-Year lan, at least, there is
évidence that in each well-studied project the government
is determined to implement, and willing to offer, the
necessary safeguards and incentives to which private

enterprise will respond.

The plan will encourage the private sector by
specifying the long-term targets of economic growth and the
expected develooments in various activities; by introducing
the general economic policy (fiscal and credit) to be
implemented by thé government and, most importantly,

by undertaking large scale developmental investments.

(2)

where non-inflationary develonment will be the
policy the private sector very specifically will receive

these incentives from the govermment: 1) government

(1) First Five-Year plan, p.443.
(2) Inflationary pressures will be avoided by fiscal and credit
-measures as well as if necessary, by reducing
governmental expenditures.OECD., Turkey, 1963
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ggencies will provide the Union (Chambers of Comnmerce and
Industry) with systematic and continuous information on

the development of each sector (and over=-all growth) and
the new measures to be taken, 2) investmeﬁt in productive
fields will receive the necessary inducement by the

cutting of investment in luxury housing (through tax
measures and taxes on speculative profits stem from real
estate), 3) long term investment credits and medium-term
credits (which weve difficult to obtain in the past and
were met by short-term commercial credits) will be

extended by establishing Investment Bankssl) 4) also newly
established industries will receive selective tariff
protection which will eventually be lifted. Importation of
raw materials will be facilitated and, to promote exports,
the procduction tax and other taxes on export goods will be
refunded, 5) finally, to help the private sector to realise
its targets, foreign investment will be attracted by
ensuring foreign investors the right to engage in the

same fields of activities as Turkish corporations, and by

(2)

providing strong guarantees in transfer and payments.

As we have noted elsewhere, the public sector has
been given a dominant role in undertaking investment

decisions and projects. One may ask why the planners see

(1) Also the credit sources of the peopkfs Bank & the
People's Fund, which provides credits to small enterprises,
will be increased. Five-Year ’lan.p.446.

(2) Ibid, p.447.



more investment opportunities than private entrepreneurs.

Firstly, a proper knowledge of markets and technology
may be mentioned here. Market surveys, in general, are
expensive procedures and may present considerable
difficulties while their absence may prevent the establishment
of otherwise profitable enterprises, The scarcity and
expense of technical personnel constitutes a real
handicap in grasping a knowlecge of current technology. It
can, therefore, be said that the difference between the
individual and the planners' reaction is one of time. This
is the time between each‘of them becoming aware of new
opportunities, Secondly, there is a difference between
social and private costs and benefits. The payoff period
is usually longer and the risks greater when a large fixed
investment is undertaken. The entregreneur would then
super impose a risk premium on his turnover and profit
estimates that might make the project uneconomic. ‘'hen
foreign currency is under-valued the economics of
producing domestically a commodity whose import was
hitherto unrestricted may not be the same for the plannef
and the entrepreneur. Another point which may be added
to this is that the profitability of a project to an
entrevreneur depends on his profit ahd the turnover to
capital invested while the planner evaluates investment

opportunity by the '""value added" from all factors of
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production including labour as weil. In the former case,
wages are considered as 2 cost to be deducted from profits,
while to the latter it constitutes ''value added", Finally,
the magnitude of the @arket and the co-ordination of
projects may be different to entrepreneurs and to planners.
The entrepreneurs, as a rule, consider the marginal
productivity of a single investment according to the current

(1)

demand or visible demand for it.

Actually, the fulfillment of more than one
investment using each other's output and the resulting
expenditure, may lead into the investment projects which
otherwise would still be uneconomic. In planning for
co-ordinated investments, one or more of the projects must
be economic, given the existence of others. If all of these
investment projects are uneconomic, co-ordination itself will
not make them economic. As soon as one of the investment
decisions is made the other becomes economic more rapidly.
We see again that the divergence between the individual and

(2)

the planners' decision. is one of timing.

Measures to be takenby the Government must stand on
a careful and large evaluation of each case. There must

not be too much intervention and protection by the State

(1) See, Aubrey.G.Henry, Investment Decisions in Under-developed
Countries, in '""Capital Formation and Economic Growth,"
Nat. Bureau of Zcon.Research, 1955,pp.397=-440

(2) Chenery,H.B, the Interdependence of Investment Desisions,
in "Abramovitz M,"Allocation of Econom, Resources"
S5tanford, 1959.



210

because this might lead to self~-complacency and stagnation .
On the other hand, one}must not forget the fact that the
private sector cannot be expected to overcome its inertia
without necessary and special incentives and assistaﬁce
from the govermment.

VII - THE SPLIT OF INVESTMENT BETWEEN PUBLIC AND PRIVATE
SECTORS,

rPublic investments will be divided among Cehtral and
Local Authorities and, the S.E.E. From Table 10, one can
see that 37.9 billions liras of total public investments will
be shared by the Central and Local Authorities and, the

S.E.E. as 28.1 billion liras and 9.8 billion respectively.

In the plan period one-fifth of the investment in
agriculture will be made by the private sector, while the
remainder will be undertaken by the State in the form of
infrastructures, A large part of investment in
manufacturing and mining will be undertaken by the S.E.E
while 1/3 of the manufacturing investments will be from the
private sector. About BO(l)per cent of total investments
in the energy sector will be made by the consolidated
budget and the S.E.E. Investments in the housing sector

will mostly be realized by the private sector which amounts

to 12,180 miklion T.liras.

A point which must be questioned here is that of

(1) OECD, Turkey, May 1963,p.39.
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whether infrastructure investments by fhe State and
investments by the $.E,E the former'constituting half and the
latter one-fifth of total public investment, will achieve

the capital-output ratio of 2.6 which is projected by the
planners? In other words can this structure of investment
which has a rather long '"gestation' period, produce the
expected and necessary commodities which are projected for

the whole plan period?

The S.i£.E which depended a great deal upon outside
sources in the past and were unable to realize their
investment nrojects without resorting to such funds, will
hardly show a satisfaétory performance during the plan
period. As can be seen from Table 11, the S5.E.E. in 1962, ,
were noét in a position to finance even a small part of their
gross investment expenditure and the latest estimates were
that this will continue to be the case in 1963 and 19¢4.
The''net profits" of the S.Z.% despite a doubling from 1962
to 1967 will bear no relation to the capital worth of
these firms which is probably of the order of 50 billion

(1

T.liras. More can be said against the projections of
decreasing ''"debt servicing'' which is expected to drop from

493 million T.liras in 1963 to 360 million in 1967.

(1) OECh.op.cit. p.21.,
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Table 10 - The Structure of Total Investments According to
Sectors and Agencies. (In the First Five-Year lan)

Million T.L,

Sectors Total Infrastructures 5.5.E. PTivate
Agriculture 10.548 7.897 666 1.985
Mining 3.232 - 1,350 1.882
Manufacturing 10.08¢ - 6.901 3.188
Energy 5.134 5,134 - -
Transport =~ .. 8.007 5.498 827 1.483
Services 4.041 4.041 - -
Housing 12.180 - - 12.180
Education 4,218 4,218 - Co.
Health 1.359 1.359 . - -
Tourism 327 - - 827

TOTAL 59.635 28.147 9.744 21,736

Source: Yalein, A, Bes Yillik planin GenelfGBrﬁnﬂsﬁ, SBER,

Dergisi, 1963, p.43.

The investments of the ©.5.E during the plan period
will be financed through the budget, Insurance and Fension
Funds, the special "Amortization and Credit Fund", and
foreign.assistance. (direct investment from abroad or by the
more indirect way of coﬁnterﬁart funds). For instance, it was
projected in 1963 that these enterprises would obtain 275
million T.liras from the budget, 600 million from counterpart

funds and 1.000 miliioh from Insurance and Pension Funds.
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(including the special Amortization and Credit Fund); These
funds were to be directed toward the operational deficit
(150 million) and to investments (1,730 million)fl)
Lccording to this projection, investments of the S,E.Z were
accorded a 23 per cent increase in 1963 compared with the

(2)

level in 1962, In 1964 this was forecast to rise by

almost 60 per cent to 2.654 million T.liras.

The main reasons for the inefficiency and low
productivity in the S.E.E can be summérized as follows:
i) the.pricing policies followed by the g0vernmenf have,
in most cases, imposed on enterprises the burden of
subsidizing consumption goods, ii) there has been a2 misuse
of resources through misdirected, unfinished or, in some
cases, excessive investments, iii) Also there is no proper
cost-accounting because fixed assets are not adequately valued,
and a considerable part of investment has been finaﬁced by
short-term banking credits which constitutes a heavy‘burdeh
on them, iv) their organization has defects in relation to
the comﬁand within and between them; and, also to the

(3)

government,

(1) OECD, op.cit.p.45.

(Z)IThe level of S.E.E. investments in 1962 was 1.400 miilion.

Ibid. p.44.

(3) Ibid. p.21.
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I'urther, relations between parliament and these enterprises
are not well-organised and the High Control Board, which is
a parliamentary body and has considerable power over these
enterprises; has been unsuccessful in promoting their

productivity.

Therefore in 1961 a group of foreign experts was
invited to examine their operatiocns, and submit a report
about their studies. The conclusions of these experts
were taken into account in the drafting of the law on
5.E.E. which was submitted to parliament in 1963, and

(1,

approved in March 1964, "State Investment Bank"

that will replace the present "Amortization and Credit Fund'
was also prepared in 1963 in line with the‘Five-Year plan.
This was approved by Farliament at the same year. This bank

has responsibility for coordinating the investment finance

of the S.T.E,

Given their 40 per cent share in total industrial
production and their coverage of wost of the country's big
industrial and mining units, it is apparent that the economic
development of the country can be achieved if these enterprises
can function more efficiently and economically, Their idle
capacity must be removed and their competitiveness against
nrivate enterprises should be encouraged so that they can

improve their productivity. Also, the government authorities

(1) Ibid. p.21. Also see,ORCD, Turkey August, 1964, p.18.



should rule out the excessive priviliges given to
the financing of their investment projects. This

be a disincentive for improving their efficiency.

Table 11 - PROFIT AND INVESTMENT ACCCUGNT OF THE S.
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them in

seems to

E.E.
Million T.L.

1962 1963 1965 1967
1 - NET PROFITS. 91 159 279 348
2- Depreciation Allowances 476 609 721 808
3-Total own funds(=Gross
Profits) 567 766 1.000 1.156
4-Taxes 224 218 261 299
5-Debt Servicing (Net) 544 493 429 360
6-Dividends - 30 34 41
7- Total 4 through 6 768 741 724 700
8-Cwn Resources (=2-7) -201 =25 +276 +456
9- Continuation and ,
Completion of Investments
already started. - 1363 1.531 647 600

Source: OECD, Turkey, May 1963, paris, p.20.




CHAPTER V1.

INVESTMENT CRITERIA.




216

This chapter will contain discussion on the planning
methodology, the balanced growth and the investment criteria
adopted in the formulation of the First Five~Year Plan.

Also the most suitable investment formula for future

developmental programming will be elaborated,

1 - THE PLANNING METHODOLOGY IN THE FIRST FIVE-YEAR PLAN,

The main weakness in the Turkish economic
programming in the past has been the lack of devices by
which over-all ob jectives could be brought to bear in
the evaluation of specific projects and measures. The
procedure adopted in the last decade was that first
objectives such as improvement in employment, balance of
payments and productivity were set, and then technically
feasible projects were selected as they came along. In
Turkey, as in many underdeveloped countries, the
"Sectoral" approach which was based upon the collection of
projects from various sectors failed to provide a rational
allocation of resources as well as consistency among sector
programmes. Resource allocation in the past was
dependent upon subjective and unquantitative value

judgements which was rather a disappointing practice.

A - INPUT-CUTPUT ANALYSIS.

Therefore, the recognition of this fact has led the

planners to conduct their projections in two stages. First,

“



217

input-output analysis was performed according to a
fifteen-by-fifteen input-output table where the data of 1952
were used. The data collected were evaluated according to

(1)

1959 buyers' prices. The production projections were made
in relation to the increase in final demand which stems

from the 7 per cent rate of growth in the national income.

The total demand was divided into 7 groups. These
groups consisted of private consumption, public consumpgtion,
exports, competitive imports, private investments, public
investments, and changes in stocks., Private consumption
was estimated on the basis of the income elasticity of
consumer demand in the last 10 years.‘z) Public consumption,
on the other hand, was taken as the demand on sectors
arising from general and annexed budget expenditures.
Further studies were carried out on external markets and
on the production possibilities of expor table goods. Final
demand estimates were accompanied by the demand estimates
of intermediate goods. Inter-industry demand, therefore
was based on the estimated growth of each sectors in order

to prevent bottlenecks of basic goods during the plan

period,

(1) Planning in Turkey, Summary of the First Five-Year Plan,
Ankara, 1963, p.13.

(2) First Five-Year Development plan, op.cit. p.l18 Income
elasticity of demand was compared to income elasticities
in countries with similar per capita levels.
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B - SECTCOR CROGRAMMEDS .

Secondly a balance between sectors was ensured by a
set of modifications and adjustments based on the
statistical information obtained from a large number of
reports. (almost 50 reports on private business). The
demand projections for each sector included sub-sectors and in
its formulation the regional demand was taken intc account

(1)

as well,

In determining production targets of the sectors,
final inter-industry and foreign demand were taken into
consideration, The existing capacity of sectors was
examined and the surplus capacity was sorted out. How and
to what extent this idel capacity can be utilized was also
estimated, The additional capacity was then calculated in
order to meet the demand which the actual and utilized part
of capacity are not able to meet. The optimum capacity
of production reached in this manner was broken down by »lan
years to meet the demand of each year and to achieve
consistency between demand and production. After reaching
the capacity reguirements according to the total demand of
the economy, investment ngeded for this purpose was

(2)

adjusted correspondingly.

(1) This was done particularly in electrical power,
transport and communications,

(2) ¥lanning, Sr0, Geptember 1963, Ankara, 2.30. It should

also be noted that productive capacity was distributed
among regions in order to utilize it.



For the realisation of production targets of each
sector, raw materials and capifal goods to be imported from
abroad were also calculated. On the other hand exports
to be generated by each sector were estimated according
to the foreign market conditions. Because an improvement
in the balance of payments was set up as one of the main
objectives of the Development Plan, the planners have
given priotity to the requirements of import substituting

industries.

In this approach a comparison of the marginal
projects within sectors and among sectors has been the
main principle in project evaluations. In the first atége
items which cannot be produced technically and physically
are dropped fram the programme. Also products for which
demand is not large enough to justify a minimum efficient
unit of production are excluded. The remaining scope will
represent a set of "investment possibilities" which are
suitable technically and market wise. Year by year the
increased demand generated by previous investment will
bring about ''mew investment possibilities'., Therefore the
change in.demand for a product is estimated so that the
time-path of investments can be established over the whole

plan veriod.

VVhen we take into account the foreign transactions,

most commQdities and services will have a considerable



220

effect on the balance of payments. It is generally accepted
that the balance of payments is the most important source

of investment possibilities in the absence of detailed
knowledge of demand patterns. This is conducted in the
follqwing manner: if the rate of growth in national income
is known, import demands can be projected correspondingly.
Similarly, exvort expansion possibilities can be based on
income and price elasticities of the exportable goods plus
domestic cost structure. Following this, domestic

substitution and export expansion are then evaluated.

The balance of payments is used as a cevice to
control the consistency of investment allocations because
any neglect of the interdependence of investment desisions

will show an immediate effect on the balance of payments.

This procedure which is adopted by the Turkish
Planners is superior to the "sectoral' approach in many
respects. [irst it gives a very clear picture of the
economy's needs toproducer services, Investment in these
sectors is highly capital consuming and, its role in
increasing the output of commodities is decisive. Yet over-
investment in these services ma? easily lead to
inflationary pressures without ensuring further growth,
unless a proper study of markets and resources which this

(1)

investment will serve has been carried out.

(1) See, Higgins.B, Economic Development, principles, problems
and policies,'"The Case Study in India', W.W.Norton &
Co. New York, 1959,
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This method will also avoid the establishment of
independent programmes like "highways'' or "power
programmes and lepds to the creation of those infrastructure
projects which are mostly connected with increased commodity

production.

As a result one may say that if product demands and
possibilities of production can be evaluated by uniform criteria
and the results found detected against the supply of factors
of production, a degrece of consistency and an efficient

.allocation can be achieved. 1f notAperfect this at least

(1)

minimizes inpérfectiOns as far as circumstances allow.
\
I1 - THE BALANCED GROWTH AND RESOURCE ALLOCATION,

In the "Objectives and the strategy of the plan "it
has been stated that "in the long=-run development in Tﬁrkey
will materialise as a result of investing in the most
productive fields. In a country like Turkey where nearly
half of the national income is generated in agriculture and
where three-fourths of the population live in villages,
it is appropriate to think in terms of marginal adjustments
rather than in terms of all or nothing when considering the

1
choice between agricultureal and industrial investments -(2)

(1) Chenery H.B. Development pélicies and programmes,
Leconomic Bulletin for Latin America, Vol.I1JI, No.l.March,
. 1958,
(2) See, Introducing Turkey's 3tate “lanning organisation,
Ankara, 1963, p.l7.
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One can conclude from the statement above that the
first Five-Year plan has chosen the '"Balanced growth'" doctrine
for its economic development path, DBut it has not defined
properly what is meant by the concept of balanced growth,

though it is mentioned very frequently.

The main considerztion behind the choice of Balanced
Growth has been the resolution to maintain a balance and avoid
bottlenecks among sectors, and, further, to lay the

(1)

foundations of sustained development.

For this purpose it is said that natural resources,
capital and manpower would be allocated in the most economic
way to increase factors of prpduction. Also as we have
noted earlier, inter~sectoral relations are maintained to
prevent inbalances and bottlenecks. In order to ensure
sustained development production of goods and services will
be on a scale to meet long-term demand. Accordingly
investments will be channelled toward the output of those
goods and services for which demand is likely to increase

with rising incomes,

A balanced growth of industry and agriculture has been
stated to be the main principle in sustained growth.
Therefore, the expaﬁsion of industry is closely related to the
development in agricultgre since in the latter per capita

income increases will be needed to create new markets for

(1) First Five-Year Development plan, op.cit. p.117.
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non~-agricultural products. Similarly industrial growth
is urged to absorb the surplus of labour living at
subsistence level and exerting great pressure on the peasant

economy.

An appropriate distribution of productive investment
between industry and agriculture, is, however, not suificient
in itself to provide a steady growth in total output.

Both industrial and agricultural development may be hindered
by the shortage and inadequacy of basic facilities, such

as transport and power.(l) Therefore, in the first plan,
due attention was also given tosuch services where both

(2)

receive a 23.3 per cent share in total investment.

It is generally assumed that an adequate supply of basic
facilities is a prerequisite for future expansion of
commodity production, yet excessive investment in such

basic sevrvices may cause inflationary pressures in the e conomy.

There are sound reasons to believe that the balanced
growth approach to economic development of Turkey is

justifiable.

(1) For instance in Argentina, owing to neglible investment
or even disinvestment in these sectors during the 1940's
and early 1950's acute shortages of these services have
been experienced in recent years and production in other
sectors was adversely affected. See.UN,vorld Economic
Survey,1959. Investment Trends and Policies in the
Underdeveloped Countries, p.78.

(2) First Five-Year plan. p.123.



i) Turkey's unbalanced growth experience which goes

far back to 1935 and‘was initiated with the ¥First Five-Year
Industrialisation Programme did not ensure a sustained
growth in the economy despite the fact that it was exercised
for almost 20 years. (See Chapter 2) Many of the industries
were forcedvto operate below full capacity owing to the lack
of markets and unbalanced growth in other sectors.

Industrialisation cannot be accelerated without
creating new markets for non-agricultural products and this
can only be achieved by increasing income of the agricultural
population which constitutes two-thirds of the total
nopulation. Also it must be remembered that the rate at
which any industry grows is conditioned by the rate at which
other industries grow. One may believe that diversified
home market industries growing together and supplying each
other with expanding markets are essential eleﬁents of the
dynamics of technological progress.(l)

ii) Actually Turkey, as we said in Chapter 5, has

concentrated excessively on social overhead investments

(1) "The doctrine of balanced growth solves the agricultural
marketihg which is limited by the absence of employment
opportunities in industry which forces agriculture to feed too
many people on the farms. Also industry cannot expand by
itself because it needs expanded markets in agriculture.
Therefore the way to rule out this marketing deadlock is to
compose a range of new plants in such a way that full advantage
is taken of complementarities and external economies on the
supply side, and of the complementarities of markets on the
demand side'" See. Singer H.V., Balanced Growth in Economic
Development, the MMalayan Econ.Review, Octob.1958.pp.5-6.



and basic services during the period 1945-1960 which
created a sound base for the application of '"Balanced
Growth'". Also large scale investment in agriculture has
been projected to make the new system self-contained and

meet the demand of other sectors accordingly.

iii) According to the planners' projection the
marginal rates of savings (27 p.c.) and taxation have been
sufficiently hiph to secure the expost identity of savings
and investment without inflation., Turkey has taken necessary
measures to increase its domestic financial resources by
adopting a new agricultural income tax, higher rate of
progressive taxation (on income and corporation tax), and
by visualising the 5.T,% to generate their own funds
without any burden on the general budget. Turkey has also
been enabled to overcome her acute shortage of capital and
foreign exchange needed for the implementation of the
First Five~-Year plan through the consortium established for
a2id to Turkey. Therefore one of the main conditions of
balanced growth (financial recuirements) was then at least

previded.

One tends to believe that a failure in ensuring a
balanced growth among various sectors and particularly
between industry and agriculture has been one of the main

reawons why Turkey has not acquired sustained economic growth.




226

Ve feel that the "Balanced Growth'approach of the planners
is a plausible choice.

ITI - INVESTMENT CRITFRIA.

It is generally agreed that shortage of capital,
though by no means the only obstacle, is one of the main
obstacles to rapid economic development in underdeveloped
countries. Great importance therefore, attaches to the
question of how these countries can make the best use of the

capital they can command.

The principle, in traditional economic analysis, has
been ﬁamely that capital (like other rescurces) should be
so allocated between and within different sectors of the
economy that the return from, or net productivity of the
last or marginal unit employed in each of the different

(1) Accordingly

uses shall be as nearly as possible equal,
this principle favours spreading capital rather widely
and thinly throughout the economy and using labour-intensive

rather than capital-intensive methods of production.

Some others, however, have taken the view that if
unde rdeveloped countries spread their capital widely and use
labour~-intensive technicues, new investments will not make

a sufficient impact in any one sector of the economy to bring

(1) International Labour Review, Internati®nal Labour CQffice,
""Some aspects of Investment rolicy in Undendeveloped
Countries', Jan-June, 1953.
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about any radical transformation in the economic structure
or to achieve a '"take-off" into self-sustained growth.(l)
According to the capital-intensive investment school, it will
be wiser to concentrate a large proportion of hewly

available capital on the establishment of industrial nuclei
evanat the cost of leaving the rest of the economy starved

of capital in the hope that these industrial neclei (or
development blocks) will constitute strategic growing points

from which .the impulse towards growth will spread to the

rest of the economy.

Yet an appeal to history lends very doubtful support
to this approach. There have been many cases in which the
establisiment of capital-intensive nuclei has not brought
about a process of growth in the rest of the economy. i.e.

oil installations in the Middle Tast Countries.

In the First Five-Year plan, as can be seen from the
statement above ( in objectives and the strategy of the
plan) resources will be channelled accordingvto the
'""marginal adjustment' criterion. It is hot explained
what is meant by this definition, yet it appears that the

marginal productivity of investments has been pointed out.

The projects have been divided into two broad

categories. The first group included the projects of an

(1) International Labour Review, op.cit. And also, see,
Galenson, V. & Leibenstein H. "Investment Criteria,
Productivity and Economic Development, QIZ, Feb.1955,
No.l, Vol. LXIX. ‘
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economic nature and for them the criterion of marginal
productivity has beeﬁ applied. In the second group
projects of a social nature were examined and regional
development possibilities and comparative needs were

(1)

considered the most suitable criteria.

In giving priorities to projects the following
(2)

criteria have been taken into account:

(1) the value added by the project to the national
income,

(2) the effect of each project on the balance of
payments,

(3) the employment effect of each project,
(4) the economic profitability of the projects within
their specified periods,

(5) comparative cost.

But it has not been possible to find the marginal
productivity formula adopted by the planners in selecting
investment projects. The real problem here is to find a
careful balance between these objectives and avoid anything

that could upset this balance,.

Once we have a method of estimating product demands
and investment possibilities we must find a formal criterion
which could be used to evaluzte projects and determine

priorities. An investment criterion should reflect the

(1) First Five-Year plan, op.cit.1963-1967,p.121
(2) First Five-Year plan.p.l21,.
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relative availability of scarce resources in evaluating
each project and also should result in an investment
combinations which optimize results in the plan pneriod as

well as in each investment year.

. . . (1

There are a set of investment crxterla( )can be used
in resource allocation, but the most important ones have
been the social marginal productivity of investment and

the cost: benefit ratio.

According to A.F.Kahn, and H.B.Chenery the correct
criterion for obtaining the maximum return from limited
resources is marginal pnroductivity or, from the point of

view of the society as a whole, social marginal productivity

oMP, taking into account the total net contribution of
the marginal unit to national product, and not that
portion of the contribution which may accrue to the private
sector.(z)
The social marginal productivity criterion has been

mos tly used in underdeveloped countries while the cost:

benefit ratio has been used more often in advanced countries.

(1) According to Murray.D.Bryce, there are a large number of
investment criteria can be anplied in project selection such as,
factor intensity, the plant size and complexity criterion, the
foreign exchange benefits, the commercial profitability, and
national economic profitability criteria. M.D.Bryce,Industrial
Development, A Guide for Accelerating Zconomic Growth, McGraw-
Hill Book Comp. Inc.New York,1960,p.23.

(2) See, Kahn,A.F. Investment Criteria in Development.QJE,1951.
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Given the objectives of the First Five-Year Development
plan which are to maximise national income, to increase
employment and to obtain the highest foreign currency
earnings per unit of investment, it may be suggested that
the social marginal productivity is the best criterion to

be applied in resource allocation.

The social product of a given investment unit in
terms of the plan objectives consists not only of the total
value added but of the employment added and the net
effect on the balance of payments. This statement can be

(1)

represented in the following formula:

U = U(Y,B,7¥,e..) (1) ihere,

Y = effect on national income

B = net effect on the balance of payments,
W = effect on the wage flow,

U = index of social welfare,

Here, employment includes the manpower used in the
operation of a certain project and is represented by the
annual wage flow. Wages, during the construction period of
the project is assumed to be a pért of the investment. Income
includes the increased market value of output after .deduction:
of the costs of raw materials and services which cane from

abroad as well as the deduction of the rate of interest on

(1) See, Chenery,H.B, The Application of Investment Criteria,
NJE, 1953, Volume LXMVIII.
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capital., (Costs of servicing capital). <The product of the
investment represents a constant net addition to the annual
flow of'output and differences in physical durability do not
effect the comparapility of projects because they are
reflected in the provision for amortization, interest and
obsolescence.

The increment in U corresponding to a given increment

in investment may be written;

du du dau i
rcmc—— D D7 2
DU TG DY + 5 B *“é??' DY (2)

If we measure U in national income units and divide

By-%%%n = 1, we obtain;

dy ay
= oy e DwW
DU=DY - DB 4= (3)

As can be scen from the formula the marginal change
in social welfare (DU) is equal to the social marginal product

of a given investment,

"%%; and %%~ then becomes the marginal rates of

substitution between income and foreign currency and income
and wages, These two ratios indicate the number of units

of output which the planner is willing to sacrifice in ovder
to obtain a unit increase in foreign curvency earnings and

in wages (employment).



232

some corrections will be necessary if there is a
gap in the balance of payments and a problem of unemployment
where some have tne burden of supporting the unemployed
workers, Because the balance of payments deficit is
large and the marginal propensity to import is 1.16(1),
we may note that the value of every marginal unit of
foreign exchange earned is worth 16% more than the current
foreign exchange rate would determine,

‘Yhen we turn to the employment situation in the
country we can say that one worker in ten is unemployed and
therefore every 9 workers will share the burden of supporting

a tenth one at a minimum standard of living,

1f we call the first ratio ry and the second one r,

?

again we can write:

dyY = Ty
db
dy = T

The formula 3 then takes the form:

ENPo—im + DT

1 ot 2 aq.
K K (4)

In this last formula all variables represent annual
flows with the exception of K which is in terms of stock

increments to capital.

(1) This figure is found for 1959



Under the assumptions of a minimum of efficient
plant and technologica.ly suitable investment, these rates
serve as a ranking device in the selection of investment
projects., A change in scarcity or surplus of foreign currency
and labour will result in a change in these ratios and the
priorities of projects will be affected, yet inclusion or
exclusion of the projects will be out of the question in the

formulation of investment programme,

Should uneconomic projects which afe technically
suitable but lack a large mgrket to pemmit of
competitiveness,(l)be rejected given that there is extensive
unemployment in the ecconomy? Or in other words, is there any
limiting factor in the selection of such projects? To answer
this question we have to look at the gap in the balance of
payments. The balance of payments deficit, in the long-run'
will be determined by a) the rate of growth in the national
income and the marginal propensity to imports, and, b) the
rate of growth of the foreign countries and their elasﬁicity
of demand for our country's exports goods.

This gap shows the extent to which the country would

have to sacrifice her real consumption or the extent to

which the terms of trade would have to deteriorate in order

to bring about an equilibrium in the balance of payments

(2)

through a currency devaluation.

(1) Ve are relaxing our assumption of minimum efficient plant.
(2) see, Johnson.H.G. Economic fxpansion and International
Trade, Manchester School, May.1955.
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If the ratio of the cost of domestic product as

against the costs of imports is equal or less than 1, investment
pProjects in domestic product will be taken up. However, we
must add that the domestic substitution of impbrts whiéh
looks uneconomic now might become economic and profitable

'if the real value of foreign currency were adopted.

Therefore an adjustment in the foreign exchange rate will
affect our choice regardiﬁg import replacing projects.
Moreover, the nature of the investment programme will have
some effect on the balance of payments deficit. It is
generally agfeed that large investment in social overheads
will tend to enlargé the gap while investment in the
"commodity'" sector will reduce this gap. The former's adverse
efiect on the balance of payments is due to its high impart
good consuming character and its small addition to real
output. A large deficit, according to the formula we set

out above, will give priority to '"commodity' investment
projects because it will increase the protection rate and

also the real output of the economy.

The s ocial marginal product formula may present some
‘problems when we move away from commodity production into
producer services. Improvements and replacements in the
road network can bring about some reductions in the cost

per ton mile or cost per passanger mile through increased

speeds and reduced distances. Then the effect of these
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factors on the balance of payments can be cakulated according
to the "import coefficient! per ton or per passanger mile.

This analysis will be very necessary, taking into account

the rather high import coefficient of transportation in

the underdeveloped countries. However if a project is
concerned with the establishment of new roads, its contribution
to the economy must inciude the increased producti on and
marketing of the area which has been created by that very

project.

Investment projects which are connected with producer
services cannot be e valuated in isolation without taking
into account their influence on the production and

distribution of commodity output.

In the field of power and energy selection between
a thermal power station which can run only with the
importation of the necessary fuel (we assume there is an
inelastic supply of fuel or a shortage of petroleum), and a
hydro-electric power station consideration should be given
to the effect of these projects on the balance of payments
particularly if the country is experiencing a large
deficit in the balance of payments. The latter may r&;uire
large expenditure on the importation of capital goods and
equiyment at the beginning but later it can be justified

because it will operate on local resources. But against this
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it may be said that if foreign expenditure on fuel presents
no problem, in terns of output per unit of investment the former

project would be more suited to hydro-electric power.,

There are also some other f ields such as education,
health and housing where benefit cannot be estimated on a
quantitative basis., Therefore, the formula presented
above may not be applied usefully., The investments in these
fields are conditioned by the d irection of consumer demand which
they generate and the resource endowment and the rate of

growth in the economy.

In case the country's productive capacity is not
sufficient to meet the consumer demand geneiated by these
inves tments either the monetary or the foreign trade
balance or both will be distorted. Therefore, the inflétionary
effect of such investments must always be borne in mind.
In the rapidly developing economies where consumption propen-
sities are growing faster than production and where a foreign
balance is guite sensitive, heavy investment expenditure must

be limited to a point where it will neither impede nor

endanger the over all development of the economy.,

In order to create a balance between commodity and
social services, investments in the latter must be tied to
the rate of development in the ''deflaticnary'" sectors of

primary and secondary production or to improvement in the



balance of payments. Since social services are connected
with the productivity and efficiency of manpower, allocation
of resources to these sectors as a whole must a2lso be linked

to the rate of growth in productive employment.

Very briefly something can also be said on selection
of long-term or short=-term projects., To determine the most
productive project future yeilds of capitaf assets must be
discounted to their present values, and these discounted
valued compared with their present costs. Therefore fhe
length of investment projects will play great effect on the
choice between projects. If a project is not profitable
for a cértain period losses occurring up to the break-zven
éoint can be capitalized and the net results obtained when it
reaches the optimum point can be discounted to the present.
If the net re.ults compared with losses are positive and if
this is favourable compared with an alternative pro;ject which
results in net addition to the annual flow of outout in

a short time, the former one will be chosen.

The significance of this choice is in relation to the
resource allocation in the investment programme. The
larger additions to the net constant fiow of output in the
short run the more resources will be available for reinvestment

in projects which increase output in the long-run.

However, some writers seem to fear that a marginal

productivity approach will lead toneglect of the infrastructure
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of transwort and power needed for economic development and the
effects of the external economies which can give rapid

growth to other industries. &4s we noted elsewhere, the same
formula cannot be applied usefully where the benefits cannot
be estimated on a gquantitative base, i.e. health, housing and
education.,.

Also it may be said that it does not measure the
effect of one project on the other projects operating under
conditions of inconstant returns.’

Despite fhe fact that a series of objections can be
raised against this formula it is generally accepted to be
a workable instrument in underdeveloped countrieé})where
the market price mechanism is incapable of securing rational
allocation of resources.

Because of imperfect markets and uncertainties in
the underdeveloped countries it is rather difficult to
calculate capital turnover as well as SMP. Yet it is agreed
that the social marginal productivity criterion is superior
to the former in the following respects: first it avoids the
heavy reliance on the indirect and social benefits of a
gifen project which may Dbe used to justify the capital-

heavy investment, and secondly the capital-turnover criterion

(1) The SMP criterion is very appropriate under the conditions
that, i) the inflationary financing of any additional home
market sales has been avoided and,ii) there is a sufficient
concentration on '"commodity' output.



239

because of heavier utilisation of capital may lead to
1 .
enrecoverable expenditure(o% resources which cannot hold for

the SMP,

The capital-turnover criterion can be used on a
more selective basis. 1t is particularly useful in choosing
(2)

among projects within a given sector. i.e. in agriculture

a choice among roads, irrigation or flood protection.

However, where a bottleneck involves capital-intensive
investments it is generally agreed that capital=-turnover

(3)

criterion may be applied. It may be entirely compatible
with the marginal productivity rule to develop certain capital-
intensive sectors if the country cannot overcome the

""obstacle'' without resorting to heavy capital investments.
Again it may possess natural resources that can only be

exploited by capital-intensive methods. (0il in the Middle

Zast Countries and iron and coal in Turkey)

Therefore, it would be wrong to conclude that the
marginal productivity approach is incompatible with the

development of strategic growth points (or development blocks)

The balance of payments is one of the most widely used

investment criteria., sspecially in countries where there is

(1) For instance investment in railroad electrification provides
a small gsavings in imports at the expense of a very low
turnover rate.

(2) Chenery.H.B. The Application of Investment Criteria,Q.J.E.
1953,
(3) See, International Labour Review. op.cit.
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a chronic balance of payments deficit, investments' effect

on the country's foreign trade and payments must receive due
attention, Any investment project will have an investment
effect with both direct and indirect operating effects on the
balance of payments. The efiects during the investment period
of a project are alwavs negati§e, while operating effects

(1)

could be either positive or negative.

Therefore the amount of investment in '"commodity"
sectors (type l)must be sufficient to offset the negative
balance of payments effects of investments of type III and

(2)

of the investment phase of all sorts of projects.

The balance of payments effect can be used effectively
in the preliminary ranking of projects within groups and in
detemining the size of tie investment programme. Any
increase in total demand resulting from investiment can be
satisfied partly from domestic production (under the
assumption that there is under-utilized plant and labour),

and partly'from increased imports. It is clear that the size

(1) Purchases of machinery and equipment abroad and multiplier
effects of investment on income or imports are negative
(investment period). An example for direct operating effects

is output of a commodity which increases exports or a substitute
for imports or imports for preduction of the given commodity.
Gee. Chenery. H.B. op.cit.

(2) Type I investment includes exports and substitutes for
imports (commodity output), while Type I1 replacement for
goods presently consumed, and Type II1 home=-market goods

sold in excess of the increase in real incomes (inflationary
consumption goods)See,Polak.J.J.Balance of Payments Froblems
of Countries Qleconstructing with the Help of Foreign Loans, in
""leading in International Trade'
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of the investment programme will be dependent on the balance

of payments effect.

Though it is a useful criterion in checking the whole
programme, it is not a very operational method when applied
to individual projects., Also, by itself, it cannot be
regarded as conclusive and may lead to serious waste of

resourcese.

It may be concluded that any term in the SMP formula
by itself may be misleading and can result in irrational

allocation of resources.
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CONCLUSION.,

-]~
The present Turkish Five-Year lan is probably the
first conprehensive planning attempt to deal with the various

economic problems of the Turkish economy.

Actually fhe rate of income growth in the last decade
has been at unsatisfactory levels and it showed great
fluctuation from one year to another., While the effect of
weather conditions on agriculture was a major reason for
such oscillation one should not neglect the fact that
resources available for investments have been misallocated
on inefficient criteria which did not increase the vroductive
capacity of the economy. The inflation faced during 1954-58
was a consequence of the social overhead bias resource
allocation which stemmed from deficit financing and remained
the basic policy at the time. it was believed that over
investments in social overhead capital (transport. and ..
coumunications, electric power stations, dams, hospitals etc.)
would result in self-sustained economic growth., But this

policy has proved to be a failure.

Indeed, towards the end of the last decade (1958-60), the
rate of growth dropped to even 2 and 2.5 per cent per annum
which was far below the rate of population growth. There was
a pressing need to increase the rate of growth of the economy

and to raise the standard of living of the people. The rise



in per capita income cannot be accepted as the sole measure
denoting a rise in the standard of living. For clearly,

the distribution of incremental income arising from econouic
development determines to a large extent the degree of rise
in the general living standard. Also, as a corallary of this
population explosion and low growth in non-agricultural
industries, a tremendous unemployment problem arose and the
number of péople unemployed rose to 1.5 million in 1962 plus
the huge disguised unemployment in agriculture (1 million).
ife have no data on the disguised unemployed in 6ther
sectors, but there are reasons to believe that it exists

there as well,

Productivity has always remained low in the economy
because it has consistently not received due attention in
economic development efiorts. The lowest productiviy has
been experienced in agriculture when cosipared with industry,
transportation and services, Of course this, as we stated
elsewhere, was due to overwhelming pressure from excess
population in agriculture and the small amount of intensive
farming practices (land improvements, conservation,
fertilizers, seed improvement etc.) to raise the productivity
per labour or per acre, Also the small holdings nature of the

farming system was a further drawback for productivity increase.
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The most important problem which cdnfronted the
Turkish economy was the balance of payments deficit which
put Turkey under a great burden of debt to the rest of the
world., Turkey's foreign debt obligations rose to almost
$1 billion dollars of which $#666 million fell into the

First Five-Year plan period.

Trade deficit has also bteen another setback for eccnomic
growth as Turkey's export structure remained more or less
static over 15 years. Almost 77 per cent of the total
exports derive from agricultural products which are subject
to fluctuations in foreign demand. For a long time it was
felt that the structure of exports should be changed by

including the exportation of manufactured goods as well,
-11-

All these problems we have just cited above found their
systematic treatment in the formulation of the First Five-
Year plan 1963-1967. However, we may ask: how far may this

plan be likely to succeed in solving these problems?

a) Much emphasis in literature has been assigned
to overall rates of income growth as a measure of economic
development, Yet the significance of rates of growth as
compared with other indicators of development can easily be

exaggerated.
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The 7 per cent rate of growth may seem to be a high
one but this rate may contribute only a little towards
Turkey's long-term problems if the rate of population growth
has not been reduced considerably. in the case where
population growth is not very high, a lower rate of growth
may mean more than a higher one. Anyway, a high rate may
be partially or completely absorbed by the rapid rise in
population so that does not result in a better standard of
living.

The figures available for 1963 and 1964 (partly)
indicate that the rate of income growth at constant prices

(1)

reached 7.5 and 4 per cent respectively. While the
first year of the plan period has been enéouraging and has
even exceeded its formal rate set in the plan, the

performance in 1964 was rather disappointing due to delays in

the foreign aid promised from Consortium and to bad weather

as well astoquite slack markets resulting from the Cyprus
problem which caused uncertainty in private and public
investment activities., The GNP rose to 55,990,9 million
liras in 1963 which is fairly near to its projection in the
plan (56.4 million liras). This result was largely due to
the rise in agricultural output (net product of agriculture
increased in real terms by 7.4 per cent compared to the

plan target of an average growth of 4.2 per cent.)

(1) See, Turkey.CECD, fug,1964, Paris,p.7. and also, Planning
in Turkey, No.2, $.?,0., Ankara 1964, p.4.
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But the real increase in industrial production was 8 per

cent while the plan forecast for it was 14 per cent.

Although during the plan period per capita income(l)
will rise gradually this would not provide a just distribution
of income unless the measures necessary for new taxation are
introduced and a higher rate of progressive taxation is
adopted effectively (i.e. a rise in the rate of income

tax and highertax rates in Agricultural income tax)

Even a rising '"'per capita' income may have little
meaning if its distribution is such that the majority of the
peodle experience no improvement in their standard of
living. We think that development would mean not only that
per capita incomes rise bﬁt that no group of people within
an economy is worse off, and preferably that all groups are

better off than before.

The year to year.changes will.be fluctuating from as
high as over 7 per cent to as low as 4 per cent mostly owing
to great changes in the agricultural output. To increase
agricultural investments (in 1963, 1964 and subsequent years)
has been very reasonable while the low level of projection
of intensive investments might be questioned since these
sort of investments could lead to higher productivity. The

First Five-Year plan has brought little progress in

(1) In 1963 per capita income rose to 1718 liras (=$£190.8)
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productivity for where industry will show a 26 per cent
increase over the 5 year period, agriculture will only show
a 15 per cent increase. Yet the productivity in industry
will still remain 3.3 times greater than in agriculture
(See Chp.4) Obviocusly this is due to the high level of

unemployment in agriculture,

b) The highest absorption of unemployed labourers would
be in services (41 per cent) followed by industry (32 per cent)
and agriculture (5.6 per cent). Unemployment stood at
1,330,000 at the beginning of the plan period and the
expected creation of jobs for 340,000 per annum still would
notsolve the problem. (According to our findings in chp.4.,

the unemployment figure would still remain at 0.9 million).

Employment in services and industry would not ensure
any solution to the problem of absorbing the labour surplus
which exists in agriculture. Besides, one may be right in
thinking that to swell employment in services and
middlemen's activities would not raise the standard of living
because this does not result in sﬁfficient production of
goods. Therefore the available manpower should be
allocated to sectors where the production of commoditie s

could be increased.

It seems apparent that the economic planners have

preferred solving the unemployment problem &t the expense
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of productivity and outiput,

Even considering the 15 yvear perspective, only a
substantial alleviation, but no complete solution, of this
problem can be foreseen. This stems from the fact that a
considerable increase in the labour force is certain to
take place over the next 15 year period, whatever the

population policy will be in the long run.

A great number of jobs may be created if more labour-
intensive industries are encouraged. But still one should
not expect much from this given the fact that it is rather

difficult to eliminate high cost of production.

c) The Turkish First Five-Year Plan will have little
effect on the chronic balance of payments problem from which
Turkey has been sufiering for a long time. The payments
deficit.on current external account is expected to remain
aluios t constant until 1967 and gradually decline thereafter.
But this expectation seems to be optimistic because the
development of the country will necessitate a larpge and rapid
increase of the share of manufactured goods. (capital/
producer goods) in the total imports. Therefore an
exceﬁtional rate of growth in exporits would be needed to

compensate for these expenditures and to reduce the current

account deficit.
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While the restriction of imports is a justifiable policy
at the moment, there is a large need to encourage tiae
establishment of import-substitution industﬁes. But the
projection of the products of these industries in the plan
period seem to be unrealistic given the fact that initially
they will depend largely upon producer goods from abroad.

Aléo it must be borne in mind that the protection of the

home market in this manner may not encourage exports,

There is a tremendous need to increase both commercial
exports and invisible earnings. As far as exports are
concerned, new export industries will be needed i.e. petroleum,
sugar, textiles, fishery products...... New markets for
these incustries musf be explored and their development
must be intensified by the necessary subsidy from the

General Budget.

As we pointed out elsewhere there is a large potential
for increasing tourism ecarnings (invisible earnings). The
plan has emphasized the importance of this sector by devoting
large invecstments but if the past experience in this field
is noted, one may doubt whether the planned earnings from
tourism could be achieved.(from #13 million to %48 miilion

over the plan period.)

‘The workers'emigration to Western furope which has
recently become large scale may also provide significant
foreign exchange earnings if necessary incentives are given to

them,
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e may conclude that the balance of payments problem
will he persistent whatever optimistic assumptions are
laid down about exports because of the burden of repayment
and interest on the foreign debt. The First Five-Year plan's
requirement of external aid will amount to $1.6 billiion
and the grester part of it will be borrowed. After long
experience in this sphere Turkey should aim at borrowing
on suitable terms with very long repayment periods and low

interest rates.
-I1I-

Almost 71 per cent of the population would still be
dependent on agriculture while 23.9 per cent on industry
and services., In output too(l)primary production will
account for almost a third 2t the end of the planvperiod.
Also primary commodities seem to dominate exports being 77
per cent of the total., With the exception of some items
(sugar, textiles, petroleum...) very little substantial
change has been brought to the structure of exports.

(Actually the share of industrial exports in the total rose

from 18,0 to 19.9 per cent between 1962 and 1963.(2))

The explanation of all this may largely be found in the

structure of investments. Over 50 per cent of the total

(1) Only agricultural output.

(2) Planning in Turkey op.cit. No.2, Ankara 1964, p.l1l5.
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investments in the plan period goes to social overhead

(1)

capital whose secondary effects would be rather limited in
respect df productive capacity. On the other hand investment
in primary products (agriculture and mining) would comprise
23.1 per cent of the total, while secondary prcducts a

fourth of the total (25.5 per cent). Agriculture and
manufacturing will absorb only a third (34.6 per cent) of
which the larger proportion would go into traditional
activities. Therefore one feels there haw been little
coordination in the investment effort, resulting ih severe
imbalance. Although transport developed much faster than
either industry or agriculture in the past, it is still to

receive a very high percentage which is difficult to

understand.

It is obvious that if developed economies grow at an
annual rate of between 3-4 per cent, a developing economy
has to move at a considerably faster pace if it is even to
draw alongside. Therefore one may suggest that Turkey should
aim at a higher rate of growth if she wants to increase

output, employment and per capita income.

Exogenous factors aside, there are two ways by which

the rate of growth might be increased:

(1) This includes tramsport and communications, services,
housing, education, tourism and health.
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a) Re-allocation of investments to achieve a more
favourable capital=-output ratio and

b) expansion of investments.

In the long run the availability of low capitaloutput
investments largely depends on a corresponding expansion
of transport, power and communications, all of which have a
very high capital-output ratio. As Turkey heavily concentrated
on these introstructures in the lgst decade and created a
sufficient base for further expansion in primary and
secondary industnes, one might rightly conclude that
resources devoted to SOC should be channelled to the former
industries which are the ones to increase productive

capacity.

It remains to be seen whether investments can be
substantially increased, In practice, given the limitations
‘in "commodity investment'! opportunities, a large part of the
investments have to be directed toward '"'social overhead"
investmgnts. Yet if expenditures on these expensive projects
grew faster than the economies capacity to satisfy the
consumer demand generated by such expenditures there will
'be either a balance of payménts collapse or inflation or
both. As a result one should expect the planners to have
allocated the investments, mostly to primary plus secondary
products (they are 25.5 + 23.1 per cent = 48.6 per cent)

rather than social overhead capital.
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Summing up:

l. If Turkey can maintain a rate of investment
of 18 per cent of the national income and distributesvinvestment
so as to attain an overall marginal investment/output ratio
of 2,6:1 an annual rate of income growth of 7 per cent is
a reasonable objective. However there is large scope for
increasing the investment resources above its present
proportion in relation to GNP and this we think, might be
achieved by a substantial increase of public savings.

(a) This implies that a limitation on the growth of
current public expeﬁditure is necessary.

(b) It also requires a rapid increase in tax
revenue. In Turkey, further increase in tax revenue could
be achieved from those groups which have incomes far above
average and which at present escape normal taxation.(l)
Also greater yields might be obtained from agricultural
income by adopting higher rates. (Agricultural incomes were
not subject to tax before 1963)

(c) The financial position of S.E.Z. might be
improved to secure additional finance for economic development
(self supporting)

II - Provided productivity requirements are not

sacrificed some priority will have to be given to projects

(1) OECD =~ August 1964, Turkey, p.38.
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with comparatively higher labour per unit of output,

I11 - Given the severe deficit in balance of payments,
the best starting point for selection of projects is the

balance of payments effect.

IV - A high priority must also be attached to investment
in agriculture and efficient use of land resources should
be achieved for agriculture plays a great part in a

balanced development.

V -~ The development effort could take place under
conditions of reasonable consumer sovereignty and individual

time vpreference.

The point here is that these objectives and limitations
are hot easy to reconcile and their application will
require continuous and painstaking efforts. The real
problem for the policy makers and planners lies exactly
in this‘need to find a careful balance between them and
avoid anything that could upset this balance. It seems that
the social marginal productivity formula we stated in chp.6

is the adequate answer to such balance among objectives.

&lso the policy maker should be prepared to revise
his objectives in the course of implementation of policy
either because;

1) actual factor supply is different from his

estimates and his criteria, should be revised or,
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2) because product demands may change and his
allocations become inconsistent with his overall objectives
and therefore a revaluation of investment decisions 1is
necessary,

Finally, one may conclude that the First ?ive-Year
plan has been a remarkable step towards solving economic
and social problems in a planned mannecr, Therefore there is
a need for continuity of plans. These plans must also grow
through necessary research and constant readjustments. The
number of people who prepare and formulate them must

grow alongside.

I1f Turkey wants to develop and solve her problems
she must pursue a planned development method after having
large experience in unplanned economy in the last decade

&

which ended in economic chaos,

The plans must have sufficient theoretical basis
and framework for it is not tine targets which are of
primary importance but the analyses behind them which

prevent the policy-makers from repeating former mistakes,



APCENDIY A,

CAPITAL = INTANGITY CRITEAION:

As an alternative to social marginal productivity,
capital-intensive investment has been suggested as a
criterion to be used in reéource allocation.

The capital-intensity criterion has received its
best interpretation by Galenson and Leibenstein(l) who
claim that the aim of economic develomment is to attain a
level of economic capacity which maximizes output per
capita at a determined future time. ‘“Therefore, the
correct criterion for allocating investiment resources is to
choose for each unit of investment that alternative that will
give each worker greater productive power than any other

alternative.

In order to achieve this, according to them the

(2)

[\Y)

amount of capital per worker and the quality of labour
must be maximised. The criterion to be applied is that
which leads to the maximum capital-labour ratio, This is
so because it is the capital-labour ratio that determines
.output ver capita. The volume of capital per worker in the
long run, will be determined by 1) the amount of investment
year by year stemming from the product of the initial
investment, and 2) the increase in the size of the labour

force.

(1) Galenson W & Leibenstein H. Investment Criteria,productivity
and Economic Develovment.?J% 1955 No.p.

(2) Its skill, knowledge, energy and adaptability.



Galenson and Leibeﬁstein do not reject the marginal
productivity approach entirely, but they suggest that
the policy-makersor planners should try to eguate not the
marginal productivity of capitél in all investment uses, but

the "marginal per capita re-investment guotient'!' which

represents the net productivity per worker minus consumption
per worker. “Then the larger the disrepancy, the more
investment resources will be available for re-investment.
This argument advocates the advéntages of capital-intensive
policy on some groundé such as its re-investment and

employment effect, its population and modernization effects.

1 - It is argued that investment in copital-intensive
projects will creste a more rapid rate of investment because
it will not be necessary to distribute so much income to
labour as under a more labour-intensive approach. ‘hat
emerges from this i§ that profit margin will be greater in
the capital-intensive establishments than in the labour-
intensive ones. The G-L re-investments quotient can be

(1)

gtated as in the following formula:

(1) r X = WN , where X is the output from investment
- I

I, ¥ the prevailing wage rate, and N employment to go with I.
Actually, it can be said that G-L investment criterion will
dictate a choice of technique which maximises the

re-investment quotient. The numerator of the re-investment

(1) Xoji Taira, A note on the Analytical properties of Galenson-
Leibenstein Investment Criteria. Bull.Oxford Univ.Institute
of Economics and Statistics.Volume 27,May.1965,p.151,



quotient is an annual profit stems from investment

projects., ©One interpretation of the G-L criterion is that the
capital-intensive technique results in higher profits than

the labour-intensive technicue. It is this high profit
margin that increases the reinvestment quotient for

future investment.

It is also suggegted that, if labour-intensive methods
are adopted, more workers will immediately be brought into
employment from the pool of surplus labour and as a result
their consumption and not their gaving will go up when they
are vaid out in additional wages; given the condition that
they are living at subsistence level., Therefore, they
believe that the capital-intensive method will genefate
more re-investment fund out of income obtained, and more

(1)

jobs will be provided within a few years.

" Their analysis, based upon the Indian cotton textile
industry, indicatesthat 1,200 rupees will, under labour=-intensiwve
technique, create employment for 35 people as it was
initially, while the capital-intensive technique will provide
jobs for 5 workers at first, and by wvirtue of a large margin
of re-investment, the addttional employment will exceed 1,200

(2)

after 25 years.

(1) Internationall.abour Review., International Labour Office.1958,

12) The assumptions which are used here, are:(l) every penny
paid in wages is spent on consumption and that(2)every penny not
paid to labour went for reinvestment;{(3) No allowance is made
for capital depreciation. See.Galenson & Leibenstein.op.cit.



For any year the employment stemming from any
combination of men and machines is represented in the
formula below:

(2) Ei. 2. (1 %,lligJﬂi" )t, where E

1 1 t+1 represents
employment in the t+l year, £y employment in the initial
year, p the output per machine, e the number of workers wer
machine, w the wage rate, and ¢ the cost per machine. 1In

case & D and e are assumed to be parameters, then the

.41’

value of Et will depend upon the relationship of ¢ and w.

+1

The conclusion de;ived from above formula is that,
""the larger the proportion of the output of an industry, or
a society, which is reinvestéd rather than consumed, the
more rapid will be the process of capital accumulation and,
pari passu, the growth of emnloyment opportunities in

(1)

industry. Conversely, the greater tiie share of output
that is consumed, the slower will be the rate of expansion
of capital and employment.

II - On their explanation on the population effect of the
capital-intensive technique, they resort to Mathusian views.
They do not think there is a choice before underdeveloped
countries between slow and comfortable economic growth and
rapid investment and restricted consumption. The only rational
way, according to them is to chose the latter view.

Population growth must be reduced and the labour-intensive

technigque which results in this population growth should be

(1) Galenson & Leibenstein.op.cit. 354.



eliminated and, instead, the capital-intensive method should
be adopted which induces falling iertility growth. Their
rejection of the former method rests on the belief that
self-sustained growth can be accelerated if there is an
increase in the ratio of capital/iabour, the per capita
output potential and ''per capita reinvestment quotient',
éhe importance of population growth is because of this
ratio between capital and the lasbour force. Population
growth reduces the capital/labour ratio and, through

its adverse effect on per capita output and savings, tends
to reduce the rate of reinvestment as a consequence of any
initial investment. They conclude that: !'""the lower the rate
of population growth, or the earlier the decline in the
rate of population growth sets in, the greater the per

capita reinvestment quotient',

III - The same authors have advocated that modernization

in the later stages of industrialisation will be rather

difficult if, initially, a labour-intensive technique has

been pursued in investment policy. They argue that a

labour force, once called into existence on the basis of

labour-intensive'techniques, may stronély resist subsequent
(1)

labour-saving modernization, Another point they rest on

is that a certain number of modern=-capital-intensive plants

(1) See Galenson & Leibenstein, op.cit. This holds especially
in democratic countries.



may also be a means of ensuring training and experience
for management and labour in modern technologies. odern
technology promotes the skill of workers and the quality

of the management.

The cgpital-intensive investment criterion, hovever,

has been criticised from various aspects,

It is said that, if the government can find a way
under the marginal productivity approach of keeping
consumption down to the maximum that would be permitted
under a capital-intensive approach, it may realise an
even more rapid rate of investment.(l) A government
has the power to infiuence the rate of consumntion and of
saving. Actually, it has a large number of instruments
at its disposal such as - in a private enterprise or mixed
economy = fiscal (taxation) and monetary policy, the price
policy of the state enterprises, variations in the level
of public services provided and variations in its foreign
trade policy and so on. Therefore, a government can feel
that it is in the interests of gconomic development to
impose a rate of saving that might exceed the maximum rate
that can be provided by any other alternatives. And secondly,
one can ask, very rightly, why should people tolerate

hunger and disease ( a rather low standard of living) more

under capital-intensive criterion than any other alternative.

(1) International Labour Review. op.cit,.



The aﬁplicability of the capital-intensive criterion
has been tested by some authors in some underdeveloped
countries., For instance, Prof.G.Ranis, has pointed out
that, in Pakistan the rate of profit tends to be higher
in labour-intensive than in capital-intensive undertakings.
This result is contradictory to the G-L criterion that
the capital-intensive technique is associated with higher

(1)

profit rétes. However, in Japan, among manufacturing
establishments employing more than 30 workers, the rate
of profit on fixed assets was inversely associated with the
capital-labour ratio during the 1950'5.(2)
VVhat emerges from the information above is that
the capital-intensive technique has not an absolute value
in claiming that the rate of profit is always lower inylabour-
intensive techniques., The test can vary from country to
country.
On the employment effect of the capital-intensive
technique, one can say that, underdeveloped countries,
under the conditions of a serious unemployment problem have
no choice other than resorting to a labour-intensive technicue
which is capable of absorbing a great number of unemployed

workers., Zspecially where there is a pool of surplus

labour, it seems urgent to employ more workers in as short

(1) Ranis G, ¥Yroduction Functions, Market Imperfections, and
Economic Development .E.J.June,1962,p.354=-54,

(2) Taira K "Japanese Enterprise Unionism & Inter Firm wage
Structure, Indus trial and Labour Relations Rev.vol.l5.
October 1961, p.33-51,



a period as possible, so that the burden on the economy may
be lessened. However, investment projects which favour
labour-intensive techniques must not ignore the impor tance
of a productivity increase. In other words the productivity
of labour should not be sacrificed for the sake of employing

an unemployed labour surplus.

In Turkey, at the beginning of the plan period, there
were about 1.5 million unemployed, and the labour force is
estimated to grow at the very high rate of 2.3 per cent per
annum during the Five-Year ’lan., Therefore, under these
conditions, we believe that the labour-intensive technigue
associated with the marginal productivity approach is a

right decision,

Against the last point, it has been said that small -
scale enterprises will be more favourable for wider training
in entrepreneurship and management and wider diffusion

1)

of employment opportunities.,

e are of the opinion that a large undertaking is
much more difficult to operate than of a small undertaking
and, considering the scarcity of efficient managers, it will
be plausible to concentrate more on small-scale businesses.
It is true that the dispersal of savings and of

entrepreneurship are important aspects of economic development,

(1) Belshaw -H.'"'population growth and Levels of Consumption
with special Reference to Countries in Asia, London,
George Allen & Unvin, 1956.



even in countries in which the state has played an
important part as provider of capital or as manager of

(1)

business enterprises.

The Turkish planners have intended to provide the
dispersal of savings and investments more widely and
thinly, and that is why, they very correctly, have adopted

the marginal productivity criterion.

However, we are convinced that there may be certain
industries which have a '""process-dominated!" nature and these
industries, necessarily, will require the adoption of a
capital-intensive technology. Therefore, we may conclude,
that the marginal productivity criterion is compatible with
the usage of the capital-intensive technique in some
exceptional cases. It can also be added that the labour-
intensive technigue goes hand in hand with the capital

intensive technique.

(l.)NSee, Bauerlp.r $ Yamey. 8.5, The Ecornomics of Uno/e/no/e\/e /u;om/
Countries , London, 1957, p.20; ‘
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