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REPORT OF THE COMMITTEE ON BALANCE-OF-PAYMENTS RESTRICTIONS
ON THE CONSULTATION UNDER ARTICLE XVIII:12(b), WITH TURKEY

1. In accordance with its terms of reference the Committee conducted the
consultation with Turkey under paragraph 12(b) of Article XVIII. The Committee
had before it the following documents: (a) a basic document for the consultation
(BOP/68 and Addendum 1); (b) the annexes to the basic document for the 1965
consultation (BOP/48); (c) the Executive Board Decision taken on 13 February 1967
at the conclusion of the International Monetary Fund's consultation with Turkey
(Annex I hereto); and (d) a background paper provided by the International
Monetary Fund, dated 30 January 1967, with additional statistical tables.

2. In conducting the consultation the Committee followed the plan for consul-
tations recommended by the CONTRACTING PARTIES (BISD, Seventh Supplement, pages 97
and 98). The consultation was hold on 20 July 1967. This report summarizes the
main points of the discussion.

Consultation with the International Monetary Fund

3. Pursuant to the provisions of Article XV of the General Agreement, the
CONTRACTING PARTIES had invited the International Monetary Fund to consult with
then in connexion with the consultation with Turkey. In accordance with the
agreed procedure, the representative of the Fund was invited to make a statement
supplementing the Fund's documentation concerning the position of Turkey. The
statemont was as follows:

"The Fund invites the attention of the CONTRACTING PARTIES to the
Executive Board decision of February 13, 1967 taken at the conclusion of its
most recent Article XIV consultation with Turkey, and particularly to para-
graphs 5 and 6 which read as follows:

'The increase in economic activity halted the imrprovement in the
balance of payments. Export earnings increased somewhat though internal
demand pressures diverted supplies of exportable commodities to the
domestic market, and there was a large rise in workers' remittences,
Imports, howevever, rose substantially, and the deficit on goods and
services account increased from $80million in 1965 to $175 million
in 1966. Turkey continued to benefit from external assistance and the
not inflow on capital account was about the same as in 1965. Neverthe-
less the reserves of gold and not foreign exchange fell by $33 million
to alow level. In view of the importance which the strongthening
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of the balance of payments plays in the further development of the
economy, the Fund urges Turkey to make further efforts to increase
foreign exchange earnings and so provide a basis for the liberalization
of the restrictive system.

'The Fund does not object on a temporary basis to the multiple
currency practices involved in the special treatment accorded to
remittances from workers abroad to turkey and the tax levied on
exchange purchases for foreigntravel and on the cost of transportation.
It will review these matters again at the next consultation. The Fund
notes that bilateral payments arrangements continue to be maintained
with three Fund members and urges that they be terminated.

"The reserves of gold and net foreign exchange of Turkey amounted to
about $20 million in mid-May,about the same level as at the end of 1966.
The general level ofrestrictionson imports by Turkey, and the 10 per cent
stamp duty on imports which are under reference, do not go beyond the
extent necessary at the present time te step a serious decline in its
monetary reserves."Opening statement of the representative of Turkey

4. In his opening statement, the full text of which appears in Annex II, the
representative of Turkey pointed out that increasing balance-of-payments
difficulties was one of the main characteristies of the develping countries,
and Turkey was not an exceptin from the rule. The Turkish balance-of-payments
difficulties arose mainlyfrom large trade deficits and heavy external debt
services. The trade balance improved slightly in 1965 but deteriorated again
in 1966. The exports increased sonewhat in 1966, but the import increase was
larger. External debt payments had accounted for 41.2 per cent of Turkey's
export earnings in 1965-66. Turkey was one of the countries with the heaviest
external debt burden in the world

5. A positive element was the improvementof the invisibles balance due to
the increasing remittances from Turkish workers employed abroad. The gap
between imports and exports had, however, to be closed mainly with the help of
Consortium Crecdits. The external dobts repayable in foreign currency had
increased from $986 million at the end of 1964 to $1,190 million at the end of
1966. External debts repayable in Turkish lira had gone up from $340 to
$366 million in the sameperiod. The level of gold and foreign exchange
reserves had decreased further. In these conditions the maintenance of the
level of import liberalization should be interpreted as a positive action in the
spirit of free trade. The recent increase of the stamp duty rate should not be
considered to be a restrictive measurebut a remedy against a further deteriora-
tion of the reserve position.

6. The representative of Turkey recalled that his country was in the last
year of the First Five-Year Development Plan. The investment targets of the
Plan had been achieved; the investments as a percentage of gross national
product had gone up from 16.3 in 1963 to 18 in 1966. The average annual growth
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rate had been 6.5 per cent in the same period against the Plan target of 7 per
cent. Imports had been a little larger than foreseen in the Plan. Between
40 and 44 per cent of total imports were liberalized. Exports had exceeded the
Plan targets by 12 per cent. Agricultural exports - including reduction of
accumulated stocks - accounted for the major part of the increase. The proper-
tion between agricultural and industrial exports had remained unchanged. Terms
of trade had developed unfavourably. Interest payments had been higher than
foreseen in the Plan, but foreign capital profit transfers had been lower.
Tourism income had been smaller than foreseen but workcrs' remittances larger.
With regard to capital transactions, external debt payments had been higher and
capital inflow lower than foreseen in the Plan.

7. With regard to the forecasts in the Second Fiver-Year Plan (1968-72), he
said that imports should increase by 7.4 per cent annually. Export incrase
should be 7.2 per cent. The export share of agricultural products should drop
from 77.3 to 66.8 per cent and the share of manufactured goods go up from
17.2 to 27.3 per cent. Whilst the trade deficit would increase by 7.9 per cent
per annum, the invisibles balance would improve by 19.2 per cent. Current
account deficits would increase by per cent.

8. The main characteristic of the Second Plan was that it was export oriented,
whilst the First Plan was oriented towards import substitution. It was not to
be expected that the long-term objective of removingquantitative restrictions
and lowering customs duties would be fully achieved during the Second Plan either.

Balance-of--payments position and prospects

9. A member of the Cummittee said that it was gratifying to see that the Govern-
ment of Turkey was adhering to the stabilization plan drawn up by the International
Monetary Fund in 1958. This had doubtless led to greater economic stability. He
welcomed the declaration that Turkey expected that early in the nineteen seventies
it would no longer have to rely on foreign aid. He asked whether it was foreseen
that the reliance of Turkey on exports of agriculture products could be reduced.
The representative of Turkey replied that it was planed that the importance of
industrial exports would. increase (of paragraph 7 above) and that efforts were
being made to point certain manufacturing industries more towards exports.
10. Another member of the Committee pointed out that the deterioration of the
balance-of-payments in 1966 seemed to be du more toanunsatisfactoryinflow of
capital than to the deficit in the balance of trade. With regard to the latter
factor, he asked whether the domestic demandhad not reduced the amountof goods
available for export. The representative of Turkey confirmed that his Govern-
ment met difficulties in obtaining the required capital abroad. To a certain
extent it had had to rely on short-term credits instead of on development loans
It was true that domestic demand to a certain extent, e.g. for cotton textiles,
had affected quantities available for expert, but the aimof the monetary policy
was to keep the demand within acceptable limits. The stamp duty increase should
also been seen against this background. With regard to the increase in imports
in 1966, he explained that it was the result of pent up demands from 1964-65,
when imports had been smaller than planned.
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Il. In reply to a question regarding tourist income, the representative of Turkey
said that the fact that the revenue had been smaller than foreseen in 1966 was due
not to a decrease in the number of tourists. but to the fact that their foreign
exchange outlay in Turkey had beensmaller. The slowing down of economic activity
in Western Europe was likely to affect the remittances from Turkish workers in
foreign countries.

12. A member of the Committee pointed out that there were some positive factors
which warranted a certain optimism. Exports had surpassed estimates by
$50 million in 1966. Repayments of principal in external debts were expected to
decrease from $184 million in 1965 to $125 million in 1967. Another positive
factor was the relative stability of the internal price level.

Alternative measures to restore equilibrium
13. Members of the Committee said that there were some measures which it seemed
that the Government of Turkey could with benefit use as an alternative to restric-
tions: promotion of tourism, encouragement of private investment and export
diversification

14. The representative of Turkey said that his Government was determined to
encourage tourism.According to the estimates the tourism account would show a
deficit of $2 million in 1967, be balanced in 1968, show a surplus of $5 million
in 1969 which would grow to $70 million in 1972. An improvement of the existing
facilities was a part of the Plan.

15. With regard to foreignprivate investments, the representative of Turkey said
that legal measures were being taken to encourage them. Hitherto such investments
had been concentrated in the petroloum industry but it was the intentin that they
would be extended to other sectors as well. According to the Plan estimates
foreign private investments would increase from $35 million in 1967 to
$55 million in 1972.
16. Export diversification was an aim of theGovernmentof Turkey. Efforts were
to be concentrated on the manufacturing industry. The Kennedy Round results
would be useful in that respect. Efforts would also be made to increase produc-
tivity in agriculture. The use of fertilizers was to be encouraged and efforts
were being made to promotehigher yieldingcrops. Imports of agricultural pro-
ducts were decreasing rapidly, from $31 million in 1964 to $17 million in 1966.
17. A memberof the Committee; questioned whether wasadvisable to rely on
borrowing in the domestic market to the extent that the Government of Turkey had
dune, The representaoive of Turkey replied that the Government reliod primarily
on toxation rather than on borrowing when covering the deficit in the public
sector.For some time domestic borrowing would, however, be inevitable, t, but the
uamowould go down from ernLT 7millioniDn i9 1o6o t) LT0 millionnm in 1967.
18. heereprùsatt o oe3 f Turk y,eieply to a naQueotiana scid thatate mono-eno
pclioxistediin n Turken oolo fer tobacco,liquor and talT. ohove:ecenmana wrs
gEono te reorgzniee theSeatu enterprsseo onderoeo tj give mhan e erecr status
andvhaeeethcm r leyolos the Government budget. Withrh reg rdoto fDreign exchange
allocations thewerenoIindefencennprinripciplei, eneihlllla1ocotiLn between
State and priv terert.eperiss.
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19. The representative of Turkey explained that there were annual programmes in
which the development of the many variable factors could be taken into account
in implementing the aims of theFive-YearPlans.

Systemand methods of the restrictions

20. A member of the Committee pointed out that a largeand increasing majority
of Turkish imports were investment goods (36 per cent of total imports in 1966)
and raw materials (47 Per cent), while consumption goods imports were very
limited (12 per cent). He asked if imports of consumption goods could not be
somewhat increased, whetherimportsof goods competing with domestic production
would be allowed and whether the import system on the whole could not be
simplified. In reply to these and similar questions put by other membersof the
Committee, the representativeof Turkey said that it would remain the policy
cf his Government to simplify the system and increase liberalizatien as soon
as the balance-of-payments position would permit. In the present situation the
mere maintenance of the level of liberalization represented. amaximum effort.
He said that general priorities for certain classes of goods were fixed in the
Five-Year Plans, but that adjustments of the allocations were made in the
Annual Programes. Import applications for items in the liberalized lists
were always granted. The difference between the two liberalized lists was
only that for items in the first list - mostly essential investment goods -
the guarantee deposit was 70 per cent while for items in the second list it
was 100 per cent.

21. In reply to questions concerning the guarantee deposits and the advance
import payments and their discriminatory effect against distant suppliers-
to which reference had been made in the 1965 consultation - the representative
of Turkey said that they were not intended to be an import restriction but an
internal stabilizinig element. Their restrictive effect was very limited in the
opinion of the Turkish authorities.

22. A member of the Committee recalled that the represenstative of Turkey
had promised in the 1965 consultation to convey to his Government the concern
expressed in the Committee regarding the one-month limit for licence applications
by importers, which discriminated against distant suppliers. The representative
of Turkey replied that his Government hadcarefully studio the question in 1965
and that it would do it again. It did not seem however that the importers
were particularly concerned by that requirement.

23. The representative of Turkey confirmed, in reply to a question, that there
were regulations wheeeby manufactures were obliged to use to a certain extent
domestic raw materials andsemi-manufactures,they applied, inter alia, to
curtain colouring materials. The reason for the regulations was the necessity
to use products availablein localmarkets and save foreingexchange.
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24. The representative of Turkey explained that the requairement that certain
imports shouldbe approved by the competent ministry or department had been
imposed primarily for public security and health reasons and meant only a
quality central, performed by the institution best qualified to pass a judgment
for the particular product.

25. A member of the Committee asked a number of questions relating to products
of export interest to his country. In reply to questions whether it would be
possible to reinstate the previous queta for zinc to its size before the
reduction in August 1966 and whetherwool could be transferred back from the
global quota list to the liberalized list, the representative of Turkey said
that he would convey the questions to his Government. In reply to a question
whether raw hides and skins could be transferred from the category of goods for
which imports could only be made against AID funds from the United States to the
category in, which the importswould havethe option to apply for allocation from
free foreign exchangereserves, the representativeof Turkey said that the
present classification was a result of the balance-of-payments difficulties and
the need to use the AID funds to the greatest possible extent.

26. Members of the Committee pointedout that Turkey' s dependence on bilateral
trade agreements had increase recently. In 1964, 9.3 per cent of imports had
been made under such agreements whilst the figure was 13 per cent in 1960.
The representative of Turkey said that his Government wished to terminate the
agreements as soon as the balance-of-payments situation allowed. In the present
situation the agreements were necessary, as they guaranteed amarket for a number
of export products which would otherwise be very difficult to dispose of. The
plans to terminate the bilatural agreements with Israel, the United Arab Republic
and Yugoslavia to which reference had been made in the 1966 consultation with
the International Monetary Fund had been postponed as a result of the deteriora-
tion of the balance-of-payments position.

27. The Committee thanked the representative of Turkey for the valuable
information he had. supplied and fer the replies he had given to the questions
put to him and expressed their understanding of thedifficulties which Turkey
faced. Therepresentative of Turkey promised to convey the varies points which
had been raised to the competent authorities of his country and thanked the
Committee for their sympathetic consideratien of Turkey's position.
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ANNEX I

INTERNATIONAL MONETARY FUND EXECUTIVE BOARD DECISION
TAKEN AT THE CONCLUSION OF THE FUND'S CONSULTATION

WITH TURKEY ON 13 FEBRUARY 1967

1. This decision is taken by the Executive Directors in concluding the 1966
consultation with Turkey, pursuant to Article XIV, Section 4 of the Articles of
Agreement.

2. The rise in gross national product at constant prices is estimated to be
8.4 per cent in 1966 compared with 4.9 per cent in 1965. This reflects a record
agricultural year and a substantial increase in industrial production stimulated
by a large increase in private and public investment. Prices remained stable
throughout the year with the help of a restrictive credit policy in the first
half of the year, and of a sharp rise in imports as well as in domestic
production. The maintenance of price stability was also aided by a slowdown
in wage increases which, however, still tend to exceed the increase in
productivity.

3. With a substantial budget deficit in prospect for the fiscal year ending
February 1967, the Turkish authorities took a number of decisions to limit
expenditure. Nevertheless, the remaining deficit is adding to internal pressures
on resources. The Fund therefore welcomes the decision of the Government to ask
Parliament's approval for a substantial increase in tax revenue and te seek also
by other revenue-raising measures to ensure a balanced budget in 1967-68. Progress
has been made in improving the economic performance of the SEE but they continue
to rely excessively on Central Bank financing. Measures designed to strengthen
their financial structure and their rate of savings are essential to sound
implementation of the development program.

4. In the first halfof 1966, credit expansion was moderate and the money
supply increased only slowly. In the second half, however, Central Bank advances
rose sharply, both to the public sector and to the banking system, and there was
also a sharp expansion in commercial bank credit. The monetary expansion
represents a threat te internal price stability. The Fund therefore welcomes
the Government's decision to pursue a restrictive credit policy in 1967.

5. The increase in economic activity halted the improvement in the balance of
payments. Export earnings increased somewhat, though internal demand pressures
diverted supplies of exportable commodities to the domestic market, and there was
a large rise in workers' remittances. Imports, however, rose substantially, and
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the deficit on goods and services account increased from $80 million in 1965 to
$175 million in 1966. Turkey continued to benefit from external assistance and
the net inflow on capital account was about the same as in 1965. Nevertheless
the reserves of gold and net foreign exchange fell by $33 million to a low
level. In view of the importance which the strengthening of the balance of
payments plays in the further development of the economy, the Fund urges Turkey
to make further efforts to increase foreign exchange earnings and so provide
a basis for the liberalization of the restrictive system.

6.. The Fund does not object on a temporary basis to the multiple currency
practices involved in the special treatment accorded to remittances from workers
abroad to Turkey and the tax levied on exchange purchases for foreign travel
and on the cost of transportation. It will review these matters again at the
next consultation. The Fund notes that bilateral payments arrangements continue
to be maintained with three Fund members and urges that they be terminated.
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ANNEX II

OPENING STATEMENT BY THE
REPRESENTATIVE OF TURKEY

We have been considering these consultations as an occasion for exchange of
views with the representatives of the contracting parties on the continuing
balance-of-payments difficulties of Turkey.

As a matter of fact, increasing of balance-of-payments difficulties has been
one of the main characteristics of the developing countries in our time, and
Turkey's position, unfortunately, is not an exception in this respect.

I think that the balance-of-payments situation of Turkey is clearly seen in
the documents before us. As it will be noticed by the members of the Committee
these difficulties mainly have been arising from big trade deficits and heavy
external debt services, as it is the case with many of other developing countries.
Since the last consultation, the trade balance of Turkey having shown some slight
improvement in 1965 deteriorated in 1966 at a very large scale. This is mainly
due to the rapid increase in imports in the last year. In 1966, increase in our
imports has been substantial, exports have also increased, but at a more moderate
rate. In the last two years, increase in imports and exports have been 35.7 per
cent and 19.2 per cent respectively.

In relation with the external debt services, I would like to mention that
interest payments and principal repayments of the external, debts accounted for
41.2 per cent of Turkey's export earning during this period. Turkey is one of
the heaviest external debt burden bearing countries. Ezxternal debt service
figures relating to the local currency are not, of course, included in this
calculation.

One important positive aspect of the balance-of-payments situation of Turkey
is the improvement of the invisibles mainly due to workers' remittances from
foreign countries. But this favourable improvement is not yet; of course,
sufficient to close the gap between imports and exports. Therefore current
account deficits and external debt repayments have been met mainly by the
Consortium Credits for the project and programme financing. As a result of this,
external indebtedness of Turkey has been increasing continuously. So that, the
amount of the external debts repayable in foreign currency increased from
$986 million at the end of 1964. to $1,190 million at the end of 1966, showing
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over $200 million increase in the last two years. Turkey's external debts repay-
able in Turkish lira arising mainly from Public Law 480 imports are also of the
magnitude which cannot be overlooked. These debts showed $26 million increase
since the end of 1964 reaching a level of $366 million at the end of 1966.

Finally, increasing balance-of-payments difficulties in 1966 and in the course
of the current year have, of course, adversely affected our very low level of gold
and foreign exchange reserves. It is generally accepted the optimal level of such
reserves should be of the order of one fourth of the annual foreign exchange out-
lays. And yet, Turkey is far from that optimu level of reserves, consequently,
maintenance of the degree of liberalization of imports in spite of the restraints,
should be interpreted as a positive determination of my Government to the
principles of free trade, to the extent we could afford it.

Although the import step duty is increased in the currentyear, this in no
way shuld be construed as a further restriction on imports but as a remedial
measure against serious deterioration of our reserve position and against further
need of internal financing which otherwise wuld even further deteriorate our
reserve position and would unbalance the equilibrium in the economy.

Since this situation is a result of our development efforts, I would like to
point out some related aspects of our development plans.

Now we are in the last year of our First Five-Year Development Plan, Second
Five-Year Development Plan has been approved by the Parliament recently which
will cover the next five-year period, that is, 1968-1972. In relation with the
implementation of the First Five-Year Development Plan, I would like to explain
the following:

(i) Investment targets have been realized with a yearly average of
92 per cent between 1963 and 1966. Percentage of the investments
to the gross national product was increased from 16.3 per cent in
1963 to 18 per cent in 1966.

(ii) In the same period, an annual average of 6.5 per cent growth rate
was achieved instead of 7 per cent target rate. In fact, growth rate
showed big differences from year to year, changing between 4.6 per
cent and 9.2 per cent due to weather conditions in agriculture and
delays in industrial investments.

(iii) As to external economic relations, total of import figures of
four year exceeded 0.5 per cent, the total foreseen in the Plan.
Taking into account the very limited foreign exchange resources in
order to give priority to the imports necessary for the Plan targets,
import restrictions and foreign exchange controls have continued.
However, items given priority for the development purposes have been
taken in the liberalization lists. Imports through liberalization
lists constituted between 40 and 44 per cent of total imports.
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(iv) Total of export figures of four years exceeded 12 per cent of the
Plan targets. However, this was achieved rather with the decreasing
of the accumulated stocks of some agricultural products and with
the increasing of the production of some agricultural export items.
It did not occur a substantial change in the structure of Turkish
exports, in other words, percentage of the exports of manufactured
good remained unchanged. In this period, terms of trade were not
favourable for Turkey.On one hand, export price indices showed
more than 6 per cent decrease from 1963 to 1965, import price indices
increased considerablyon the other; thus, terms of trade were far
from being favourable for Turkey.

(v) In relation with the invisibles, interest payments for the external
debts were higher than the Plan figures. But the foreign capital
profit transfers remained lower than that foreseen in the Plan.
Revenues from tourism were less than Plan targets. Nevertheless, as
I told you before, in recent years quite a new revenue source, which
is workers' remittances from foreign countries, made a substantial
change in the balance of invisible transactions.

(vi) The results of the capital transactions showed that in the first Plan
period, external debt repayments were higher than that of the level
foreseen in the Plan, and that capital inflows remained well below
the Plan figures. Therefore, it will not be wrong to state that in
this period the development was achieved through the internal efforts
more than foreseen in the Plan.

In this relation, I would also like to mention some projections of the
Second Five Year Plan:

(i) It is projected that between 1968 and 1972 imports will increase
annually by7.4 per cent.

(ii) For the same period, export targets of Turkey are to achieve an
annual increase of 7.2 per cent. To achieve such an increase needs
to change the structure of the exports. In this direction, it is
foreseen that percentage of the exports of agricultural products will
decrease from 77.3 per cent in 1966 to 66.8 per cent in 1972, while
in the same period the percentage of the exports of minerals will
remain almost stable between 5.5 per cent and 6 per cent, and the
percentage of the exports of manufactured goods will rise from
17.2 per cent to 27.3 per cent.
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(iii) It is expected that the trade deficit will be growing at the
annual rate of 7.9 per cent. But balance of invisibles is expected
to improve at the annual rate of 19.2 per cent. As a result of
these developments, it is estimated that current account deficits
in the Second Plan period will increase at the annual rate of
4 per cent.

(iv) One of the main characteristics of the Second Five Year Plan is
that it is export promotion oriented while the first one was rather
oriented towards import substitution.

Therefore, under these circumstances, the long run objective of the Plan
in the direction of removing quantitative restrictions and lowering the tariffs
cannot be expected to be realized fully in the Second Period, too.

I believe that these facts and figures relating to the continuing balance-
of-payment difficulties of Turkey will facilitate the task of the Committee.


