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INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

WASHINGTON 25. D. C.

OFFICE OF THE PRESIDENT

May 15, 1951

His Excellency
Ceial Bayar
President of the Republic of Turkey
Ankara

My dear Mr. President:

I take great pleasure in transmitting to you herewith the
Report of the Economic Mission to Turkey, headed by
Mr. J. M. Barker, which visited Turkey last year under the
sponsorship of the International Bank for Reconstruction and
Development in collaboration with the Government of Turkey.

In the opinion of the Bank, the Report provides an objec-
tive, unbiased analysis of Turkey's major economic problems
and lays the foundation of a sound program for economic
development. The Bank has not yet had the opportunity to
study in detail the recommendations contained in the Report.
They must therefore be regarded as matters for study and
future discussion with your Government rather than recom-
mendations of the Bank to your Government. We believe,
however, that the analyses and recommendations of the
Mission are deserving of the most careful consideration by
the Government and people of Turkey so that they themselves
may be able to work out a sound, well-balanced development
program.

We share the hope expressed by Mr. Barker in his letter
of transmittal that the Report will be widely studied and
discussed from an objective, nonpolitical viewpoint, so that
its major implications may be fully understood and so that
actions based on it can enlist broad support from the Turkish
people. Only with such full understanding and support can

v



the Mission's recommendations be translated into a Turkish
national development program. The Bank is prepared to pro-
vide or to arrange for such other assistance as the Government
might need or wish in studying the Report and working out
a development program.

We will, of course, follow with interest the action taken
by your Government in connection with the Report. At any
appropriate time the Bank will be prepared to discuss with
your Government the program that emerges from study of the
Report and to consider the best ways in which the Bank can
help in the execution of that program, through further tech-
nical or financial assistance or by other means.

It is my sincere hope that the Report will prove of lasting
value in furthering the economic development of Turkey and
in improving the standard of living of its people.

Sincerely yours,

EUGENE R. BLACIC

vi



1430 LAKE SHORE DRIVE

CHICAGO, ILLINOIS

May 15, 1951

Mr. Eugene R. Black, President
International Bank for Reconstruction

and Development
Washington 25, D. C.

Dear Mr. Black:

I take great pleasure in submitting to you herewith the
Report of the Economic Mission to Turkey sponsored by the
International Bank for Reconstruction and Development in
collaboration with the Government of Turkey. This Report
is based on field studies made by the Mission in Turkey
during the summer of 1950. The preface of the Report gives
the chronology of the Mission's activities.

On behalf of the Mission, I desire to place on record here
our appreciation for the unstinted help of all wvho have made
this Report possible. In Turkey, His Excellency President
Bayar, his Ministers and his Government throughout, by their
interest and cooperation, greatly facilitated the Mission's work.
His Excellency, the Turkish Ambassador at Washington,
rendered important aid in the arrangements for the Mission
and in many other ways. Members of the former Turkish
Government, as well as Turkish professional men and business-
men, stood invariably ready to furnish assistance at every
point. The American and British Ambassadors and the Chief
of the ECA Mission, together with their staffs, were an in-
valuable source of help. The International Bank for Recon-
struction and Development at Washington has from the begin-
ning been of great help to the Mission, both through counsel
and also with assistance as needed.

This letter would not be complete without mention of the
loyal, competent and energetic work of each of the members
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of the Mission. I particularly express my appreciation to
Dr. B. U. Ratchford, Deputy Chief of Mission, who also had
charge of the preparation of the Mission Report in Washing-
ton. He was ably assisted in this work by Dr. W. H. Nicholls,
Dr. Murray Ross, Dr. R. A. Rennie and Mr. Robert W. Kerwin.
I wish to record my cordial thanks to Mr. Richard H. Demuth,
Assistant to the Vice President of the International Bank,
for his unfailing and understanding assistance to the Mission
at all stages of our work. I wish also to acknowledge the
great assistance given to the Mission by Dr. William Diamond
of the Bank staff and Miss Frances A. Henderson, Editorial
Assistant, in editing the Report, and by Mr. Hur,it (Galika
of the Turkish Ministry of Finance in translating the Report
into Turkish.

As you know, the Mission undertook its work upon the
successive invitations of two Turkish administrations repre-
senting the two major political parties of the Republic, which
is evidence that in Turkey the work of the Mission has rightly
been thought of as completely non-partisan. I feel that it is
important that this non-partisan aspect of the Report should
be continued in the processes of judging it and putting it
into effect.

It is our confident hope that the recommendations of this
Report will prove of value to Turkey as the foundation of a
sound program for further improvement in the standard of
life of a valiant and progressive people.

Respectfully submitted,

Chief of Mission
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Preface

The idea of this Mission grew out of a series of conferences
between representatives of the Turkish Government and the
International Bank for Reconstruction and Development in
early 1949. In July of that year, the Turkish Government
requested that a mission be sent to Turkey to make an eco-
nomic study and agreed to share the cost. The Bank under-
took to recruit the personnel of the Mission and, in September
1949, asked Mr. James M. Barker to serve as Chief.

In late 1949, Mr. Barker made a preliminary trip to Turkey
to determine what the general character of the Mission and
its work should be. On his return, he submitted an advance
report to the Bank in which he made recommendations on
these matters. In February 1950, details regarding the organ-
ization and scope of the Mission and its terms of reference
were agreed upon and transmitted to the Turkish Government,
which indicated its acceptance the following month. The
task of recruiting the personnel was completed in late May.

An advance party of the Mission began assembling and
analyzing material in Turkey in March 1950. Following the
May election and the change of government in Turkey, the
new administration renewed the invitation for the Mission and
expressed the desire to have the work continue as scheduled.

The Mission assembled at the headquarters of the Bank
in Washington, D. C. on June 1, 1950 for 10 days of study
and orientation. The members then proceeded to Turkey,
arriving there between June 8 and 18. Mission headquarters
were established in Ankara and field work started promptly.
The members left Turkey between September 9 and 15, 1950.
Thereafter, under the supervision of the Chief of Mission, a
small group of members, headed by the Deputy Chief, pre-
pared this Report. Although it is based on the reports of
Mission members and was drafted in consultation with them,
final responsibility for the Report rests with the Chief of
Mission.
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The terms of reference for the Mission, as set forth in a
letter from the International Bank to the Turkish Govern-
ment and agreed to by the Government, were as follows:

"The purpose of the Mission . . . is to make a broad
survey of the Turkish economy, designed to enable the Bank
to make recommendations to your Government primarily
cotncerning long-term policies on:

"(1) The directions in which investment might best be
channeled in the Turkish economy. This would in-
volve recommendations as to investment priorities as
among various important sectors of the economy and
as among various types of undertakings within each
such sector;

"(2) Other methods and measures which might raise the
level of Turkey's agricultural and industrial produc-
tion and improve the efficiency of its distribution
system; and

"(3) Public financial policies and administrative mechan-
isms appropriate to carry out Turkey's development
objectives."

In the letter transmitting these terms of reference to the
Turkish Government, the Bank stated that "it will, of course,
not be possible for the Mission to prepare a detailed and
comprehensive plan for the solution of all of Turkey's develop-
ment problems, and it is not our intention that it should
attempt to do so. We regard the Mission's objective rather
as being to outline a general pattern for Turkey's future
economic progress and to propose specific action which will
contribute to that end."

In accordance with this statement and with other com-
munications and directives from the Bank, the Mission under-
stood that it was not expected to evaluate, or assign priorities
to, individual projects unless they were so large as to affect
the general program. It has done its work on that basis.

At all times the Turkish Government was most helpful
to the Mission. The President of the Republic and other high
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government officials showed a keen interest in the work of
the Mission and the various Ministries and agencies were
most generous in providing help of many kinds, whenever
requested. The Government also facilitated the work of the
Mission by providing physical quarters for work, travel ac-
commodations, clerical help and an able liaison officer. The
Mission is also indebted to scores of private business and
professional men throughout Turkey who gave freely of their
time and effort to help in many ways. We regret that lack
of space prevents individual acknowledgment of these acts
of kindness and aid.
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Introduction

PuRPOSE OF THE REPORT

For many years two basic objectives have been uppermost
in the minds of the Turkish people. The first is maintenance
of Turkey's territorial integrity and national independence.
The second is further economic development of the country.
The two objectives are closely interrelated. Neither can be
realized without in some measure attaining the other. Cer-
tainly, at the present time, national defense is the primary
objective.

Since the establishment of the Republic, Turkey has fol-
lowed a strong, unified and nonpartisan policy in respect to
national defense. On foreign policy the people have preserved
an undivided front, unaffected by political changes. This has
been of major importance to the country's survival as a free
nation.

In respect to the broad outlines of an economic program,
there is the same need for unified nonpartisan support. It is
our hope that the general economic program proposed in this
Report will commend itself to support by all parties and classes.

The Mission has made an objective analysis of the eco-
nomic needs, resources and potentialities of Turkey. This
Report is free of personal or political bias or prejudice. Its
single purpose is to promote the economic development which
the Turkish people fervently desire. It embodies the best
judgment of specialists in. many fields of economic activity,
who arrived at their recommendations after extensive consul-
tation and discussion with leaders in the political and govern-
mental fields and in the principal sectors of the Turkish
economy. It is based upon a short, but intensive, study of
the Turkish economy on the ground. It benefits from many
earlier studies and surveys.

While we hope that the broad program will receive gen-
eral and nonpartisan support, we do not mean to suggest
that there will be no room or occasion for political considera-
tions in carrying it out. There is ample opportunity for
healthy and stimulating competition between political parties
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in regard to methods of implementation and to the energy
and efficiency displayed in pushing the program through to
completion. We hope, however, that differences of opinion
on methods will not be permitted to block action and thus
defeat or postpone implementation of the program.

In the past 20 years, a great many reports and surveys
have been made with a view to improving the Turkish
economy. Unfortunately most of them have been filed away
and have had little effect on the course of developments. In
some cases the character of the reports was partly responsible
for that result. Some made a large number of detailed, un-
coordinated recommendations, some recommended further
study rather than action, and some made recommendations
unsuited to the stage of economic development then prevailing
in Turkey. In other cases, the Government took no steps
to make use of the reports, or disagreement on details pre-
vented action on the larger problems.

We have made a strong effort in this Report to outline
a sound, coordinated program designed as a basis for action.
We hope that the Government will place upon some competent
group or agencv specific responsibility for making a thorough
study of this Report and pressing for action on it. If this
is not done, our Report, too, will be ineffective.

CONTENTS OF THE REPORT

The Report is necessarily concerned with the less satis-
factory aspects of the Turkish economy, with those parts
which are not functioning with full effectiveness. If all parts
were functioning satisfactorily there would have been no
occasion for the Mission. The larger portion of the Report
consists, therefore, of an analysis of the major economic
problems confronting Turkey and a discussion of the measures
needed to meet them.) In compliance with the terms of
reference, we have concentrated on the basic and general
aspects of the economy rather than on particular programs
or projects. The solutions we propose are broad rather than
detailed. The Mission's time schedule would not have per-
mitted an exhaustive investigation of all segments of the
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economy. In addition, Turkish statistics are still in an early
stage of development and, despite remarkable improvement
in recent years, they are often lacking in completeness, uni-
formity and accuracy.

Before discussion of specific problems and needs in the
chief sectors of the economy, the general setting in which
they are framed is briefly described in introductory chapters
on the historical background and existing pattern of economic
activity. The outstanding weakness that emerges from this
survey is lack of coordination of economic policy. For that
reason we fext consider the problem of better formulation
and coordination of economic policy and make recommenda-
tions to that ernd.

We then examine specific areas of econorxiic activity,
agricultuge, industry, mining, transportation, communications
and power, and suggest ways to raise productivity and effi-
ciency. A chapter on health and education is included because
of the importance of these fields to any attempt to increase
productivity and raise the general standard of living. Im-
provements in administrative organization, practices and
personnel in specific fields, which are vitally important to
continuing development and to the success of the program,
are emphasized throughout the Report. A separate chapter
is, however, devoted to recommendations concerning general
aspects of governmental organization and personnel.

Monetary and fiscal policies, foreign trade and foreign
exchange are then taken up and are followed by an analysis
of the total investment resources likely to be available to
Turkey over the next few years. Finally, we make recom-
mendations which are designed to serve as a basis upon
which the Government can formulate an over-all public in-
vestment program for the next five years, and suggest the
directions and means by which private investment can be
channelled into the most productive uses.

RECOMMENDATiONS

The recommendations in the Report fall into two major
categories. The first category is concerned with the elimina-
tion or correction of a number of important impediments to
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economic development; the second, with a program of eco-
nomic development adapted to Turkey's needs and resources.
Before any plan for economic development can work success-
fully, certain conditions must be reasonably favorable. These
concern the habits and customs of the people, the administra-
tive practices and attitudes of the Government, and the laws
of the country. Together they make up the environment in
which development takes place.

The recommendations in the first category apply almost
exclusively to the Government for three reasons. First,
through its general activities the Government has been re-
sponsible in considerable measure for creating the conditions
which now need to be changed and it is the only agency
which can make those changes. Second, as the most important
direct participant in economic activity, the Government can
contribute immensely to raising the level of economic effi-
ciency by improving its own methods and practices. Third,
the Government's attitude and actions will strongly influence
the thinking and habits of the people generally, an intangible
but powerful factor in economic development. If, for example,
private enterprise is to thrive, it will be necessary for the
Government to abolish the special privileges now enjoyed by
state enterprises and to give fair and equitable treatment to
private companies. A positive plan for aiding private business
will be required in the beginning.

The major elements of this part of the program are designed
to produce the following results: (1) better administration of
governmental affairs, especially in the formulation and co-
ordination of economic policies; (2) a more favorable environ-
ment for the development of private enterprise; (3) greater
financial stability in the country; (4) the removal of tax
barriers which now retard economic growth and development;
and (5) better health and more adequate education.

Recommendations in the second category embody the posi-
tive plan for economic development which we believe to be
most appropriate for Turkey, assuming that the changes rec-
ommended in the first category are made. This portion of
the program rests upon several basic principles. The first is
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that Turkey should direct its attention primarily to more
efficient use of the resources it now has. A second is that the
investment program should not be so large as to cause infla-
tion. A third principle is that investments should be properly
timed and coordinated. A fourth is that government invest-
ment should concentrate particularly on provision of the basic
public service facilities needed to encourage private economic
development.

Our proposed plan for econOmic development places pri-
mary emphasis on the two areas of greatest need in Turkey.
They are (1) agriculture and (2) the training of technical,
administrative and managerial personnel. The Report recom-
mends that facilities in these fields be improved and increased
as rapidly as possible in the next few years and that the funds
necessary to that end be made available. Investment programs
in agriculture, health and education, mining, railroads, high-
ways, ports and shipping, communications, power, and public
and private construction, are appraised in the light of over-all
resources and needs. In addition the Report suggests the most
fruitful fields for industriai expansion and development in
the next few years, among them food processing, light metal-
working, light machine and tool manufacture, building mate-
rials and leather working.

Reflected throughout the Report is our conviction that a
balanced economic development program for Turkey, if it is
to be successful, must stress the development of agriculture,
not as an alternative to but rather as a necessary base for
further industrialization.

In many phases of the recommended program Turkey will
need various kinds of technical assistance from abroad. Care-
ful planning will be necessary to assure the right kinds of
aid and its full utilization.

The amounts ot investment recommended for each field
are necessarily approximate. They are presented as guides
rather than as precise amounts. They indicate the scale and
relative emphasis of the kind of coordinated investment pro-
gram which we believe promises the most return to Turkey
at its present stage of development.
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POTENTIALrriEs OF THE PROGRAM

It is not possible to predict exactly the benefits Turkey
may expect to realize if the program we recommend is adopted
and successfully carried out. We can, however, describe the
nature of the results that can be expected.

The first and most important result should be to stir Turkish
agriculture out of the lethargy in which it has remained for
centuries. This is important for many reasons. Any improve-
ment which benefits the greater part of the population will by
that very fact contribute greatly to economic progress. Fur-
ther, once the idea of progress is accepted by a group so long
lethargic, the possibilities are enormous. Turkish agriculture
can draw upon the accumulated knowledge and methods de-
veloped in other countries over many years and adapt them
to Turkish conditions. Finally, an awakened, more efficient
and progressive agriculture will provide the basis for further
industrial development.

A second important result which Turkey should realize
from the program is a higher and rising national income. Sound
economic development is highly dynamic. Once started, its
own momentum will carry it forward with increasingly favor-
able results. Through improved use of existing manpower
and resources, incomes will be increased and additional re-
sources created, thus generating still further economic devel-
opment. Turkey has already made great progress in develop-
ing the basic public utilities (transportation, communications,
power and the like) which are essential to the expansion of
both industry and agriculture. This progress should now make
it possible to increase the production of agricultural and indus-
trial consumer goods and thus, within a reasonable period,
to translate the efforts of the past two decades into a higher
standard of living for the masses of the Turkish people. Vigor-
ous execution of the program we recommend should enable
Turkey to realize cumulative gains in real income and re-
sources far greater than any it has yet experienced.

Since the program will provide a sound, stable and more
productive economy, it should give Turkey greater national se-
curity.. The most significant measure of a country's ability
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to defend itself is the proportion of its manpower and eco-
nomic resources which, in an emergency, it can devote to
national defense.

In many ways Turkey has set precedents for the modern
wbrld. No other nation has successfully carried through so
many basic reforms in so brief a period of time. In the past
30 years the country has made truly remI rkable strides in
political, economic and social developiŽen t The conduct of
the 1950 election demonstrates the strengf1l and stability of
Turkish democracy. lThe Turk is a sturdy, patriotic, self-
reliant and resourceful individual. A large and growing num-
ber of Turkish people are energetically seeking ways to lead
their country along the path of progress.)

Turkey is advancing along many lines. This Report is
written with the confident hope that it will help to extend
and accelerate that progress.
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PART ONE

Turkey?s Economic Problems





CHAPTER I

ZIistorical Background

Some historical background is necessary for an understand-
ing of any nation's economic problems. This is especially
true of Turkey because of sweeping changes in recent years
and because of its contrasts with Western nations.

Throughout most of its history the Ottoman Empire was
a great military power, resting on an economy of far-flung
tributary possessions. Until the Industrial Revolution it was
fairly self-sufficient. After that Revolution military power
everywhere came gradually to depend more and more on
industrial power. The Ottoman Empire failed to build up an
industrial system and did not have sufficient military strength
to hold its tributaries. During the last century of its existence,
there grew up in Turkey certain legal and economic practices
which hampered the development of the country and affected
the attitudes of the people. Superimposed on the customs,
habits and attitudes which had been developed over the cen-
turies, they constituted the heritage from the Ottoman Empire
with which the Turkish Republic began life.

Heritage from the Ottoman Empire

Geographically, Turkey emerged from the Ottoman era as
the remnant of a formerly great empire. The country had been
ravaged by war. It had only a few rudimentary industries and
its agricultural system was primitive. In addition to these
physical drawbacks there were intangible handicaps inherited
from the Empire, influencing the minds and actions of the
Turkish people. Important among these were the pervading
influence of certain social attitudes and customs and an anti-
quated legal and political system. Religious influences tended
to reinforce the fatalism and resistance to change character-
istic of Turkish life.

The social structure under the Empire was a handicap to
indtustrial development. The four positions held in social es-
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4 THE ECONOMY OF TURKEY

teem were those of the soldier, the government administrator,
the church official and the landowner. Commerce and industry
were regarded as degrading and were left almost completely
to minorities, the Armenians, the Greeks and the Jews. These
groups were, in fact, better trained for such work since the
education they received in the minority schools placed em-
phasis on secular subjects rather than on formalistic and re-
ligious subjects.

Similarly, the legal and political system was not conducive
to economic progress. Originally all law was holy law and
religious authorities dominated the courts. Gradually a system
of secular law and secular courts developed but the church
retained important control of the legal system. The Sultan
could create or wipe out property rights by decree and his
permission might even be necessary for starting a business.
Almost all political power, both legislative and executive, was
concentrated in him. Property owners and businessmen had
little security against sudden changes in the law and its arbi-
trary administration. The Sultan made policy and gave orders.
It was the duty of all other officials to obey them without
discretion or discussion.

A number of other obstacles to sound economic growth had
developed. For centuries, the Sultans had granted foreigners
special privileges or capitulations, as they came to be known,
which included exemptions from or low rates on taxes and
tariff duties, franchises and the right to be tried in special
courts under foreign jurisdiction. The capitulations were car-
ried to such lengths that, for example, Turkey was prevented
from raising its tariff duties without the consent of the powers
enjoying capitulations. Foreign banks could operate in Turkey
under the laws of their own countries and with practically no
control by the Turkish Government. The foreign-owned Otto-
man Bank had exclusive power to issue currency and served
as depository and paymaster for the Government. After Tur-
key had defaulted on its foreign debt in the 1870's, a group
representing foreign bondholders collected certain revenues
of the Government for the benefit of the bondholders and exer-
cised substantial powers of control over Turkish finances.
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In addition to these special privileges, the Sultans in the
19th century had seen the need of developing basic industrial
and transportation facilities in Turkey. After desultory efforts
to induce an indigenous development had failed, they began
to try to attract foreign capital by special concessions, es-
pecially in the railroad, mining and public utility fields. As
the Government became weaker, the concessions became in-
creasingly more favorable to the foreigners and more onerous
to Turkey. Although through these concessions Turkey ob-
tained some facilities which it would not have secured other-
wise, the country paid a high price for them.

The loss of governmental control over important parts of
the fiscal system had serious after-effects. Industry did not
progress. Turkish nationals, except for a few among the
minority groups, had little or no opportunity to develop skill
or experience in organizing, managing and operating financial,
commercial and industrial companies. There was no mobiliza-
tion of investment funds and no development of a capital mar-
ket. In addition, Turkey came to regard foreigners and foreign
capital with a deep-rooted resentment, distrust and suspicion.
Hostility toward minority groups also increased since they
were frequently associated with foreign enterprises and some-
times enjoyed the privileges of the capitulations.

Revolutionary Reforms

When Kemal Atatiirk came to power, much of this heri-
tage from the Ottoman Empire lay as an obstacle across the
path to economic and industrial progress. Atatiirk performed
the difficult task of clearing away that obstacle in a series of
basic reforms extending over several years.

Among the boldest moves taken by Atatiirk were those
designed to free the minds of his people for a new outlook
on life. He made the State secular by abolishing the Caliphate,
the office of supreme religious authority. He suppressed Mos-
lem schools and made education the responsibility of the
State. He abolished church law and adopted civil, criminal
and commercial codes based on Western European models.
He adjusted time reckoning to the international clock and the
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Gregorian calendar. He outlawed the fez and prescribed west-
ern garb. He required everybody to adopt a surname.

Atatirk's economic program included the abolition of all
capitulations, the termination of foreign concessions and the
unqualified control of the Turkish State over its revenues and
finances. He had to make one exception since the Treaty of
Lausanne provided that until 1928 Turkey should not raise
tariffs above a specified and fairly low level. His policies on
foreign ownership of property were generally mild, consider-
ing the deep resentment which had grown up. This relative
mildness, except for a few instances of confiscation, was doubt-
less due to Atatiirk's awareness of his country's need for

foreign capital to finance its development. Over a period of
years, foreign-owned railroads, mines and public utilities were
bought out, payment being made in Turkish national bonds.

The strong feeling of nationalism which Atatiirk symbol-
ized also showed itself in Turkish policies toward aliens. A
large exchange of minority populations was carried out with

Greece and foreigners were, and still are, barred from almost
all positions in industry and commerce, as well as in govern-
ment. This has probably prevented the most efficient use of

men with needed skills or experience. More tolerant policies
as to foreign capital and foreign workers are gradually being
adopted, but occasionally there seems to be some reversion to

discrimination.

During the first decade of his regime, Atatiirk relied
largely on domestic private enterprise to bring about the eco-
nomic and industrial development which he so fervently de-
sired. Some efforts were made to attract foreign capital but
with very little success. In 1924, a semi-public institution,
the I, Bank, was established to help finance industrial enter-

prises. In 1927, the Grand National Assembly enacted a law
for the encouragement of industry which provided for grants
to industrial firms of government-owned land, buildings and

other facilities. It also provided for tax exemptions and low
tariff duties, reduced transportation rates and preferential buy-

ing and selling prices in dealing with the Government.
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This law gave some stimulus to industrial growth, but
the results fell far short of expectations for several reasons.
First, there was an acute shortage of investment funds and
an almost complete lack of domestic organizational, managerial
and technical skills. Second, until after 1928 foreign industrial
goods could come into Turkey under the favorable tariff rates
which had been frozen by the Lausanne Treaty. Third, the
Turkish econcmy depended heavily on agricultural and raw
material production and thus was hit early and hard by the
world-wide depression of the 1930's, when it was virtually
impossible for any system of private enterprise to expand
industrial facilities.

The Adoption of Etatism

The leaders of Turkey were disappointed and impatient
with the failure of private enterprise to perform as had been
hoped. Their attention and their preference more and more
turned toward a system of state enterprise and a policy of
what was eventually to be called "etatism". The following
may be mentioned among the many reasons involved in this
trend. -As production became paralyzed and unemployment
grew with the world depression, private enterprise fell into con-
siderable popular disfavor throughout the world. Managed or
planned economies were being vociferously promoted in Italy,
Germany, Russia and other countries. Most of the Turkish
ieaders were former soldiers'or government officials. Accus-
tomed to authoritative plans of action, they were naturally
impatient with the individually organized and uncontrolled
activities of private enterprise. As former soldiers, they rec-
ognized the need for a rapid industrial development to support
national defense. Former President In6nii said: "The policy
of economic etatism, above all, by being a means of defense,
appears to be a necessity in itself."

The adoption of etatism was marked by the creation in
1933 of the Siumerbank as a combined bank and holding com-
pany with an initial capital of TL 20 million.' Its function

1 One Turkish lira, at the present official exchange rate, equals U.S.$0.3571.
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wvas to establish, finance and manage industrial units in cer-

tain fields designated in a five-year plan proclaimed early in
1934. In 1937, the Etibank was similarly created to promote

development in the mining and power fields. Some description
of the policies and activities of these and other control organ-
izations will be given later. For the present, let us note

briefly the nature of the policy of etatism.

First, the policy was not adopted for ideological reasons
and had no particular ideological basis. As was pointed out

by its advocates at the time, it was nationalistic and not com-

munistic, socialistic or capitalistic. It was not promoted by

any special class nor was it designed to benefit any special
group. It was adopted for reasons of national expediency, in

an effort to promote industrialization as rapidly and as effi-
ciently as possible.

Second, etatism did not express hostility or opposition to
private enterprise. In fact, it has expressed sympathy for

private enterprise and in some fields has promised aid. The

Sumerbank charter, for example, provides that half of its re-
sources may be used to make loans to private undertakings,
although this provision has been largely lost sight of in the

intervening years.

Third, while the policy was not designed to interfere with
the rights of private property, it certainly had no positive bias

in favor of private enterprise. In fact, the semi-monopolistic
position of state enterprise in the investment market and
other advantages of government organizations have at times

restricted the opportunity of free enterprise to develop.

Finally, the policy of etatism has lacked centralized con-

trol, direction and coordination. Except for the loose and gen-

eral direction afforded by the Council of Ministers and the
Grand National Assembly, the major agencies which carry out

the policy in industry, mining, transportation, power and com-

munications are not subject to any central agency which can
make policy for all of them. Ataturk maintained a close and

coordinated control, but since his death and as dictatorial

controls have been relaxed, the different agencies have drifted
apart and coordination has been lost.
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Under etatism Turkey has made substantial progress. It
is doubtful if comparable accomplishment would have taken
place in this period under domestic private enterprise with the
handicap of the Ottoman heritage. Inevitably, however, etat-
ism has not always worked as expected. In recent years, popu-
lar support of the policy has apparently declined until Turkey
now has in power a government pledged to encourage. private
enterprise and to reduce government participation in economic
activity. The time is ripe for a critical appraisal of Turkey's
economic situation and the establishment of a new basis for
a development program.





CHAPTER II

Survey of Present Resources

Physical Geography

Geographically, Turkey has long occupied a strategic focal
position between the Black Sea countries and the Mediter-
ranean and between Europe and Asia. Of its total area of
777,000 square kilometers, 97 per cent consists of the Anatolian
peninsula of Asia Minor. The remaining three per cent con-
sists of Turkey's small foothold in Europe. From early times
Anatolia was a crossroads of caravan routes between the
Orient and the West. As seaways gradually displaced land
transportation, the strategic importance of the Bosporus and
Dardanelles increased until control of the Straits became a
major subject of contention between the European powers
throughout the 18th and 19th centuries. Today the military
implications of Turkey's geographic location are still an im-
portant factor influencing the nature and extent of Turkey's
economic development.

Physically, the country is divided into a number. of regions
of quite different characteristics. European Turkey (Thrace)
has a gently rolling terrain, relatively well-adapted to general
farming. Asiatic Turkey (Anatolia) consists primarily of a
large semi-arid central plateau some 1,000 meters above sea
level, virtually surrounded by a ring of mountains. The moun-
tains shut off much of the rainfall from Central Anatolia where
cereals, produced under dry-farming conditions, are the prin-
cipal agricultural products. Central Anatolia is the most typi-
cal of Turkish regions, with an ancient village culture and
primitive technology, and populated by hardy, independent
Turkish peasants who live at a near-subsistence level.

To the south of the central plateau, between the Taurus
Mountains and the Mediterranean, lies the Adana plain. This
is a fertile delta region, where spring floods are often followed
by long summer droughts; it produces large amounts of cotton,
cereals and oil seeds. West of the plateau and draining into

11
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the Aegean Sea lie fertile valleys with a Mediterranean cli-
mate, which permits the cultivation of tobacco, cotton, olives,
figs and raisins, as well as miscellaneous tree fruits. To the
north, the mountains drop sharply into the Black Sea, except
for a narrow coastal strip which in the extreme northeast
has a very heavy rainfall and an almost tropical climate. Here
are found fruits, nuts and tea as well as extensive walnut
forests. The mountains reach their greatest height in eastern
Turkey where extensive grazing lands gradually give way to
the dry but productive Syrian and Mesopotamian plains to
the south.

Climate and Rainfall

Both climate and rainfall vary widely from one region to
another although, in general, the climate is temperate. In the
Black Sea area of the northeast, the annual mean temperature
is about 450 Fahrenheit in winter and 70° Fahrenheit in sum-
mer as compared with 300 and 750, respectively, in the central
plateau. Because of its elevation, the central plateau has rigor-
ous winters, short growing seasons and cool summer nights.
In the mountainous areas of the extreme east, winters are
severe and summers very short. Rainfall is moderate in the
Adana region and the northwestern and southwestern coastal
areas, averaging about 30 inches a year. In the extreme north-
east, as much as 100 inches of rainfall is often recorded, while
in the central plateau precipitation is very slight, not exceeding
10 inches annually in some parts.

Because of the low rainfall in most of Turkey, water is a
scarce and valuable asset. The coastal mountain ranges fre-
quently provide extensive watersheds which hold possibilities
for irrigation of the fertile plains below. Among the principal
rivers are the Seyhan and Ceyhan Rivers in the Adana region;
the Gediz and B13yuk and Kiciik Menderes Rivers in Western
Turkey, and the Sakarya and Kizilirmak Rivers which drain
large areas of northern Anatolia. All of these provide poten-
tial sites for large irrigation and hydroelectric power projects.
In the extreme east are the headwaters of the Tigris and
Euphrates Rivers and, in Western Thrace, the Meric River,
which forms part of the Greco-Turkish frontier. While ambi-
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tious schemes for development of the river valleys exist on
paper, at present only about 100,000 hectares1 of land in
Turkey are irrigated, mostly by small-scale, improvised or
partially developed systems. Existing irrigation is almost
wholly based upon surface waters. Only the smallest begin-
nings have been made by way of hydrological surveys and
test wells to determine the location and extent of underground
water resources.

Soils and Land Use

According to the best estimates available, Turkey's total
land area is divided among different uses as follows: 55 per
cent in meadows and pastures; 19 per cent in croplands, vine-
yards, and orchards; 15 per cent in forests; and 11 per cent in
other classifications. More than half of the cropland is in
cereals. As in most countries, the soils are extremely variable.
In general, the valley and delta soils are relatively fertile be-
cause of their sedimentary origin, organic matter content and
the comparatively short period of time during which they have
been farmed. A high proportion of the arable upland soils
are remarkably fertile, although they have little organic matter
and tend to be low in phosphorus.
* The soils of Turkey are calcareous. A high lime stratum is

of frequent occurence from six to 18 inches below the surface.
Where it is close to the surface the lime is sometimes too
concentrated for normal crop production. On the Anatolian
plateau, especially in the province. of Konya, there are also
considerable areas of alkaline soils where the salt content is
often too high for profitable cultivation.

Soil erosion is not a problem on the Anatolian plateau,
thanks to its semi-arid climate. The same is true of Thrace and
the area south of the Marmara Sea. The normal processes of
erosion have, of course, proceeded for centuries, leaving
barren hills and mountains as characteristic features of the
landscape in every section of the country. Erosion, however,
has seldo-n been sufficiently active to cause' gullying except
along the Black Sea coast and in a few other locations where,

I One hectare equals 2.471 acres.
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with high rainfall, the erosion problem is very serious because
of forest denudation, steep slopes and shallow soil.

The grasslands of Turkey constitute an important natural
resource, which has, however, been greatly abused by heavy
over-grazing. More than half of the total consists of eroded,
rocky and barren hills and mountains of very little value for
grazing purposes. The other half, nearly 20 million hectares,
represents potentially good grazing areas.

Through centuries of indiscriminate cutting and grazing,
Turkey's forests have been greatly depleted. There are still,
however, several areas in which forestry is of major impor-
tance. The principal stands are in the mountains of western
Anatolia, along the Black Sea coast and in the Taurus moun-
tains. Those around Bolu, those near the Marmara and Aegean
Seas, and those in the Provinces of Trabzon, Giresun, Rize and
Ordu are the most accessible. The principal varieties of trees
in Turkey are walnut, spruce, pine, oak, hornbeam, beech,
cedar and poplar. An area near Izmit has recently been
planted wvith poplars to provide raw material for existing
paper mills.

Coastal Waters

Excluding island coasts, Turkey's coastline is 6,606 kilome-
ters in length. Bounded on the north by the Black Sea, on
the west by the Marmara and Aegean Seas, and on the South
by the Mediterranean, Turkey has the means for extensive
and cheap coast-wise water transportation. The principal limi-
tations on water transportation are the lack of streams navi-
gable into the interior and the relatively few natural harbors.
The best natural harbors are those of Istanbul, Izmir and
Iskenderun. Mersin and the Black Sea ports, except Erekli,
Zonguldak and Trabzon, are open roadsteads where ships are
fully exposed to the elements.

The coastal water of Turkey are also an important source
of fish. An estimated 500,000 tons of fish pass through the
Straits in the semi-annual migrations from the Black Sea to
the Aegean and Mediterranean Seas in the late summer and
fall, and back again in the spring. The present fishing industry
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of Turkey is largely based upon this migration. Relatively
little fishing is done in the Mediterranean, Aegean and Black
Seas.

Minerals

Turkey has a diversity of mineral resources although few
of them are known to occur in more than moderate abundance.
As far back as Hittite times, when iron was first used by man,
Anatolia produced minerals. Today they have a basic role in
Turkey's economy and have become an important component
of its foreign trade. The full extent of Turkey's mineral re-
sources is not yet known. Both exploration and exploitation
have been held back by lack of capital and geological knowl-
edge and by inadequate power and transportation facilities.

Coal, lignite, chrome, iron, salt and copper are the principal
minerals known to be present. By far the richest coal deposits
are found along the Black Sea coast, at Zonguldak, about 150
miles east of Istanbul. Minor deposits of lower grade are
scattered throughout the country but the chief source of lignite
is Western Anatolia. Zonguldak and Western Anatolia to-
gether supply the bulk of the fuels used in the economy.

Chrome, while little used domestically, is increasingly im-
portant because of its value as an export and source of foreign
exchange. Deposits have been located through the country
but the chief sources are found in the Guleman area in south-
eastern Turkey, in the vicinity of Iskenderun in the northeast
corner of the Mediterranean, in WVestern Anatolia in the area
around Eskisehir and along the Mediterranean coast in the
hinterland of Fethiye.

Production of other minerals is small in comparison with
coal and chrome. Chief among these are copper, sulphur and
salt. Important deposits of copper are located at Murgul, near
the Soviet border, and at Erganimaden in central Anatolia.
Sulphur mining has been carried on for many years at
Keciborlu in southwestern Anatolia.

So far no significant amounts of petroleum have been found
in Turkey, though explorations have been under way for some
time.
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Human Resources
According to the 1950 census just completed, Turkey's pop-

ulation is 20.9 million. This represents an average annual rate
of population increase of 1.7 per cent since 1940 and of about
2.1 per cent since 1945.

The population is chiefly rural and agricultural. In 1945,
75 per cent of the population lived in rural areas and only 25
per cent in towns and cities. According to the 1945 census,
which gave a total population of 18.8 million, the density of
population ranged from four per square kilometer in the
extreme southeast to 200 in the Province of Istanbul. The
national average was 24.5, a relatively low figure sometimes
used to indicate that Turkey is far from overpopulated. In
view, however, of the high percentage of the population vhich
is engaged in agriculture, the very low productivity of agri-
culture and the early stage of industrialization in Turkey, the
pressure of population upon resources is greater than this fig-
ure would indicate.

The distribution of the working population among the
major occupation groups is shown in Table I.

TABLE I

EcONOMICALLY ACTIVE POPULATION BY MAJOR OCCUPATION GRoups,
1935 AND 1945

1935 1945

Number Per Cent Number Per Cent
Occupation Group (000's) of Total (000's) of Total

Agriculture, forestry and fishing ... 6,480 81.8 7,200 79.8
Mining and quarrying ...................... 19 0.2 34 0.4
Industry ........... .............. 638 8.1 640 7.1
Transport and communications ...... 122 -1.5 140 1.5
Commerce .............. ........... 218 2.8 280 3.1
Public administration and profes-

sions .. : 398 5.0 693 7.7
Domestic and personal services ...... 47 0.6 30 0.4

Total ......................... 7,922 100.0 9,017 .100.0

Source: 1935 and 1945 population censuses as adjusted by the Central
Statistical Office.
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Since few workers are engaged in forestry and fishing,
nearly all of the workers in the first category are in agricul-
ture. The conclusion is sometimes drawn from these figures
that nearly eight of every ten workers must engage in farm
work in order to produce the basic agricultural products nec-
essary to give the country a minimum standard of living. This
is not strictly accurate, since considerable amounts of agri-
cultural products are exported. Nevertheless, it is true that a
substantial majority of all workers must engage in farm work
in order to feed the population. This fact is perhaps the most
significant indication of the very low productivity of Turkish
agriculture. Until there is a substantial increase in that pro-
ductivity, it is unlikely that there will be any major change
in the occupational pattern of Turkish workers.

Considerable progress has been made in education during
the past 25 years. Between 1933 and 1945, the Government
established some 10,000 primary schools, and the proportion of
children of primary school age who were actually attending
school increased from 31 to 58 per cent. However, education
and training remain serious problems, particularly in the rural
areas. According to official estimates, which do not specify
the standard used, only 37 per cent of the population was liter-
ate in 1945. Probably not more than 15 to 20 per cent of the
present population has completed primary school, and less
than 10 per cent of Turkish students continue their education
beyond the primary.level. In the higher levels, opportunities
for specialized training in most professional and technical
fields are severely limited.

While public health statistics are not generally available,
it is clear that there has been real progress in improving the
health of the people. Public health problems still loom large,
however. The basic problem is to overcome an acute shortage
of trained personnel and to achieve a more even distribution
of medical and health services, especially in the rural areas.

Agricultural Equipment and Livestock

Most peasants wrest a living from the land much as their
ancestors did three thousand years ago. The basic cause of
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their meager standard of living is the low ratio of capital, in-
cluding land and land improvements as well as machinery
and livestock, to the number of farm workers. In addition
to the natural limitations of climate and soils, production by
the typical peasant is restricted by shortages of even the
simplest equipment and facilities. There are but a few places,
notably in the Cukurova, at the northeast corner of the Medi-
terranean, in which land holdings are sufficiently large and
contiguous to permit economical use of large farm machinery
and to provide a satisfactory standard of living for the opera-
tor's family. In other areas in which large land holdings are
relatively numerous, the fields are scattered and farmed in
small strips by sharecroppers.

It is estimated that, by the middle of 1951, some 10,000
tractors will be in operation in Turkey. Given the preponder-
ance of very small land holdings, any substantial extension of
mechanization must depend upon either the consolidation of
land holdings, the increased use of tractors rented on a part-
time basis or the growth of equipment cooperatives. The de-
velopment of such cooperative pools into efficient operating
organizations is a difficult undertaking.

The estimated livestock population includes about 25 mil-
lion sheep, 17 million goats, 10 million cattle and one million
buffalo. Sheep and goats provide wool and meat and are also
the country's principal source of milk, from which such staple
products as yogurt and white cheese are made. Cattle and
water buffalo also supply milk and meat, but they are more
important as draft animals. There is a tendency for horses
(of which there are 1.1 million) to displace oxen as draft ani-
mals, but the change is taking place very slowly. Donkeys
(1.6 million) and, to a lesser extent, camels (0.1 million), and
mules (0.1 million) are used extensively as beasts of burden.
Poultry numbers, 20 million chickens and 1.1 million turkeys,
are surprisingly low.

In general, Turkish livestock is deficient in quality rather
than in quantity. Until recently, very little attention has been
given to the improvement of livestock by selection, breeding
and better feeding, except for race horses and army mounts.
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Farm horses are small and ill-suited for draft purposes. Cattle
have not generally been selected and bred for milk or beef
production. Milk yields are exceptionally low and beef is of
poor quality. The native fat-tailed sheep produce a coarse and
low-quality wool. Recently the Veterinary Services of the
Ministry of Agriculture prepared a five-year livestock im-
provement program which outlines an excellent plan for long-
term development in this field.

Industrial Plant
The Industrial Revolution is reaching Turkey about 150

years after it occurred in Western Europe and the United
States. For centuries before the establishment of the Republic
in 1923, the Turkish economy existed virtually unchanged.
What little industry had been developed was confined almost
entirely to textile manufacturing and such elementary activities
as milling. Textile manufacturing remains a leading industry
but the country today has a diversified industrial development
which, though production is still limited, is of considerable
importance. It consists mainly of light industries, including
paper, leather and shoes, sugar, tobacco, food processing and
wood prcducts, in addition to textiles. The principal heavy
industries, on which the State has put determined but not
wholly successful emphasis, are iron and steel, metal working,
cement, building. materials and chemicals. The greater part
of these undertakings are state-owned, begun under successive
five-year plans of industrialization launched by the State in
the 1930's. Essentially these plans aimed at rapid industrializa-
tion as the way to national self-sufficiency. The industrial
plant is widely dispersed snice the location of particular in-
dustries and factories was often determined less by such eco-
nomic factcrs as the availability of power or the accessibility
of markets than by military, political and social considerations.

In general, except for state-owned plants which frequently
have costly imported machinery of the most modern type,
industrial plants are poorly quipped. In both state and private
industry, maintenance of equipment and machinery is apt to
be seriously neglected, in large part because of a general lack
of adequate skilled managerial and superviscry personnel.
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Practically all manufacturing operations are conducted on
a small scale, even among the state enterprises. There are
relatively few private corporations or joint stock companies.
A variety of reasons, discussed in later chapters, accounts for
the small size of business units. Chief a-mong them are the
scarcity of investment capital and the persistence of the trader
psychology so deeply rooted in Turkish life. Expansion by
private enterprises has been further discouraged by the absence
of a clearly understood economic policy on the part of the
Government. Entrepreneurs have been deterred by the fear
that state-owned companies might force them out of business
by unfair competition or might even expropriate their prop-
erties. Large profits during World War II stimulated some
growth of private companies but, until the past year or two,
the expansion has been minor.

Electrical Energy

Its coal and lignite deposits and the availability of water
power provide Turkey with an abundance of the primary
sources of electric energy. Coal is the principal source used
at the present time. In the years since 1935 tremendous strides
have been taken in the power field. In that time generating
capacity has been more than doubled, although production
and consumption are still comparatively low. In 1949, 739
million kilowatt hours were produced and per capita consump-
tion was estimated at about 37 kw-hr per year. By far the
greater portion of total electric power produced is consumed
by industry, particularly in coal and lignite mining and in
textile and iron and steel manufacturing.

Transportation

Seas surround Turkey on three sides and for a time during
the days of the Ottoman Empire Turkey was a great maritime
power. Even today a large part of the nation's domestic com-
merce is carried by small coastal craft. A sizeable seagoing
fleet, aggregating 356,000 dead-weight tons in 1949, has been
built up in recent years. A large proportion of all shipping,
including all passenger vessels, is owned and operated by the
State. An extensive port development program is now well
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under way which, tcgether with the recent and planned ac-
quisitions to the fleet, should provide adequate shipping facili-
ties for some years to come.

Inland transportation presents a more difficult and costly
problem because of the rugged mountains which cut off the
central plateau from the coastal area. In the past, lack of
adequate transportation has frequently tended to frustrate
industrial objectives and has held back agricultural develop-
ment.

The railway system, largely built by Turkish engineers
with Turkish contractors and labor, is now well developed.
Entirely owned and operated by the State, it consists of
7,600 kilometers of rail lines. Three trunk line construction
projects are well advanced and when they are completed all
areas of the country will have rail service and every large
city except Bursa will be linked tc a main line.

The highway system is not comparably developed. Prior
to 1946 the Government centered its attention on railway devel-
opment and roads were neglected. Recently, however, a com-
prehensive rehabilitation and. development program has been
undertaken with the assistance of United States highway
experts. Road traffic is light and concentrated in -the urban
areas.

Reasonably adequate air transportation is prcvided by the
State Airlines. Airport facilities are being improved.

Financial Resources

Turkey's financial resources are severely limited. Since
three quarters of the population is rural, low farm efficiency
has meant low average income and consequently a small
supply of domestic savings available for investment. In addi-
tion, Turkey lacks adequate facilities for the mobilization and
use of such savings as are made. Financial instituticns are
few in number and their organization and practices are not
adequate for the financing of a program of industrial expan-
sion.

The small number of savings banks, the limited geo-
graphical coverage of commercial banks and the absence of
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a tradition of using banks, all contribute to keep bank re-
sources small. Personal savings are apt to go into currency
or commodity hoards, precious metals or jewels, or real
estate, rather than into the financing of industry.

At the end of 1949, there were 42 commercial banks in the
country operating a total of 566 branches. These figures in-
clude foreign as well as Turkish banks and also the large
government-owned Agricultural Bank and a few other banks
in which the Government has a financial interest. Total paid-in
capital and reserves of all banks amounted to TL 592 million
while their deposits were TL 986 million.

In the past Turkey has had no banks whose principal
function was long-term industrial investment. Three gov-
ernment-owned institutions have functioned as combined gov-
ernment investing or lending agencies and management hold-
ing companies. They are the Sumerbank, the Etibank and the
Iller Bank. At the end of 1949 their combined loans and invest-
ments amounted to TL 712 million and their paid-in capital
and reserves to TL 320 million. Though nominally a private
organization, the Is Bank, established in 1923 to finance busi-
ness undertakings, initially acted as an arm of the Government.
At the present time, it functions predominantly as a commercial
bank. At the end of 1949, its loans and investments totalled
TL 215 million and capital and reserves amounted to TL 23.3
million. The recently established Industrial Development
Bank, which has just begun lending operations, is the only
privately-owned investment bank in Turkey. It has equity
capital of TL 12.5 million and a commitment for a loan of
TL 12.5 million from the Central Bank. The equity capital
is held by commercial banks, private business groups and
individuals. In addition, the Bank has cbtained from the In-
ternational Bank for Reconstruction and Development a loan
of nine million dollars (equivalent to TL 25 million), which
is guaranteed by the Government.

The state-owned Mortgage Bank makes loans on real
estate. It had loans and investments of about TL 76 million.
The Savings Bank of Istanbul, with earning assets of about
TL 25 million, also makes real estate mortgage loans.
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The six major insurance companies in Turkey had total
reserves at the end of 1949 amounting to TL 46.3 million.
During that year they received TL 13.8 million in premiums
and paid benefits of about five million liras.

A rudimentary securities exchange exists in Istanbul bul
trading on it is so small as to be insignificant. There are nc
institutional facilities to provide consumer credit.

External Economic Factors

Turkey's exports consist primarily of agricultural products
many of them, like tobacco, of a semi-luxury character. ItE
imports consist primarily of machinery, vehicles, finished
goods, petroleum products and industrial raw materials. Dur
ing the 1930's, by severely restricting imports, the country
achieved a consistent small trade surplus. This surplus was
however, offset by payments on foreign debts. During the wax
years, supply shortages abroad, accompanied by rising priceE
of Turkish commodities, sharply increased the surplus. As a
result of this, as well as of a spurt in exports immediately aftei
the war, gold and foreign exchange holdings reached a peali
of $307 million at the end of 1946. Thereafter, however, heavy
purchases of consumer goods to meet deferred demand, rising
prices abroad and large imports of capital equipment resulted
in a growing trade deficit which lowered Turkey's gold and
foreign exchange reserves to about $200 million, a level which
it has maintained for the past 18 months. Exports are now run-
ning at about TL 735 million per year and imports at about
TL 800 million, the deficit being financed by credits from the
United States and other countries and by United States grants.

Until 1938, the Government, with the exception of a loan
from the U.S.S.R., assumed no foreign debt other than that
resulting from the purchase of foreign properties in Turkey
This was a deliberate policy based largely on nationalistic
sentiment. Since 1938, however; Turkey's foreign debt has
grown rapidly. At the start of World War II, heavy debts
to the United Kingdom were incurred. In the postwar period,
extensive loans and credits, largely to support the accelerated
economic development program, have been obtained from the
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United States and the United Kingdcm. Today the foreign
debt consists of about TL 730 million of which TL 305 million
are owed to the United Kingdom, TL 307 million to the
United States, and TL 71 million to the International Bank.'
Service of the debt imposes a heavy burden on the Turkish
economy.

National Income
While Turkish national income statistics are still far from

complete, they are nevertheless useful in indicating orders of
magnitude. We estimate that in 1948, Turkey's national in-
come amounted to slightly more than seven billion liras, with
agriculture contributing nearly one half of the total.

Table II shows the estimated net national income of Turkey
for 1948 by sources.

TABLE II

NATIONAL INCOME BY SOURCES, 1948

Millions Per Cent
Source of Liras of Total

Agriculture, forestry and fishing ............. __ ........ 3,400 47.5
Manufacturing, construction, mining and public

utilities . ............................... 1,000 14.0
Wholesale and retail trade, finance, insurance

and transportation ................ ............... 1,901 26.5
Other services .......... ..................... 691 9.6
Real estate. ................... ............ 170 2.4

Total . .............................. 7,162 100.0

Source: Central Statistical Office; adjusted by the Mission.

Acccrding to this table, per capita income in Turkey was
approximately TL 360 in 1948, which was an exceptionally
good crop year. At the official rate of exchange, this was equal
to about US $128, or about 10 per cent of the per capita income
in the United States for that year. In comparison with neigh-
boring countries, however, Turkey fares moderately well.
Estimated per capita incomes for several European and Middle
Eastern countries are shown in Table III.

I Of these totals, the equivalent of TL 126 million is still unutilized.
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TABLE III

ESTIMATED PER CAPITA INCOME IN SELECTED, EUROPEAN
AND MIDDLE EASTERN COUNTRIES, 1948 OR 1949

Country U. S. Dollars

Denmark ......... ........................ 689
France ........ ......................... 482
Italy ....... .......................... 235
Greece ........ ......................... 128
Turkey ........ ......................... 128
Lebanon ......... ........................ 125
Egypt ........ ......................... 100
Iran ...... ........................... 85

Sources: All countries but Turkey: United Nations Statistical Papers,
Series E, No. 1, October 1950; Turkey: the Mission.

Despite the possibility of a substantial margin of error,
these figures indicate a very low level of real income in Turkey
and emphasize the urgent need for balanced economic devel-
opment to raise living standards.
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CHAPTER III

Resource Use and the Pattern of Economic
Development

Judged by Western European or American standards the
Turkish economic system is underdeveloped, but a fair evalu-
ation of progress made since the establishment of the Republic
in 1923 must take into account the primitive conditions which
prevailed up to that time. Any appraisal must also recognize
the deterrent effect on economic development of the heavy
defense effort ncessitated by the course of world events and
Turkey's strategic military position. In a turbulent world the
country has succeeded in maintaining its national integrity
and independence, a proud but costly achievement. So long
as it is necessary for Turkey to devote a great many men and
large amounts of economic resources to defense purposes, the
amount of production available for investment or for civilian
consumption will be reduced accordingly.

The past few decades, as the survey in the preceding Chap-
ter shows, have seen substantial accomplishment. Today Tur-
key possesses considerable manufacturing capacity, including
such industries as iron and steel, paper, chemicals and synthetic
fibres. During World War II, when the country was cut off
from many normal sources of imports, these factories, mostly
state-owned and operated, supplied the country with a limited
amount of highly essential goods and thus averted some of
the critical shortages experienced during World War I.

To supply the fuel necessary for continuing industrial
development, coal production has been steadily increased and
the expansion program now under way is expected to lower
costs as well as to raise production still further; Such essen-
tial services as.transpcrtation and power, ancillary to industrial
developmnent, have been greatly expanded. Completion of the
railway development program will link, for the first time, all
areas of the country. The launching of a comprehensive high-
way development program in 1946 opened a new phase of

27
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transportation development and has already had an impact
on highway transport rates. A sizeable merchant fleet has
been built up from insignificant proportions and an inclusive
program of port development is well started. Power is still
short almost everywhere but electric generating capacity,
which doubled between 1935 and 1947, will probably double
again by 1954.

Appreciable progress in education and health has been
achieved, although by their nature problems in these fields
will continue for years to come. In the field of health, vigor-
cus attacks have checked the inroads of widely prevalent dis-
eases. While opportunities for developing special skills and
knowledge are still very limited, a considerable number of
engineers and other technicians have been trained, many of
them in the best technical schools of Europe and the United
States. The nucleus of a trained labor force now exists within
the country and can serve as the basis for further expansion.
There is also an increasing group of experienced men at the
managerial level, although the shortage of responsible man-
agers is still acute. A considerable number of Turkish econ-
omists and administrators have become familiar with Western
literature and analytical techniques in economic and financial
fields. Their independent thought and analysis of Turkish
problems are beginning to show results.

The Government has carried out an extensive program of
public works and public buildings. In particular, it has trans-
formed the historic Anatolian town of Ankara into a modern,
pleasant national capital. Many of the government buildings
are perhaps unnecessarily elaborate and costly, but to the
Turkish people they are a justifiable source of pride.

In almost every year since 1933, a fairly substantial amount
of current revenue has been invested in the development pro-
gram. In the early part of the period, the program was fi-
nanced almost entirely from domestic resources. A small
loan was received from the Soviet Union in the middle 1930's
and fairly extensive aid, mostly for defense purposes, from
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Great Britain and France in 1938-1939. In the postwar period,
foreign 'aid in various forms, mainly from the United States,
has been received on a large and increasing scale, and the
country has also drawn down its accumulated store of gold

and foreign exchange.

i Despite the progress made, there are a number of signs
dicating that Turkey's economic development has not pro-

ceeded as steadily, rapidly or smoothly as it might have and
that the nation's economic situation in general leaves much to
be desired. )It is apparent from our survey that(only a small
proportion of the total population has benefitted from the
increases in production which have been achieved. The stand-
ard of living of the peasants, who constitute a large majority
of the population, has not only failed to improve substantially
but in some respects has been adversely affected.) During the
past 20 years, there has been no signficant chang'e in the dis-
tribution of population between rural and urban areas, indicat-
ing that the benefits of industrialization have not been widely
diffused.C Data on both real income per capita and on levels of
consumption indicate how little improvement there has been
in the standard of living. After allowance for annual variations
in national income because of fluctuations in the size of the
harvest, there appears to have been no appreciable increase
in the per capita real income betweeh 1936 and 1948.) n terms
of 1948 liras, per capita income in 1936 was approximately TL
330 and in 1948, an exceptionally good crop year, it was about
TL 360. This represents an average increase of less than one
per cent per year.

On the consumption side, the best available figures show
the following: The daily calorie intake per person actually
decreased from an average of 2,560 in 1934-38 to 2,170 in
1947-48. Similarly, daily protein consumption declined from
79 to 68. grams and the consumption of fats. dropped from 49
to 46 grams per day. During the same period, there was a
slight increase from 0.3 to 0.4 kilograms in the annual per



30 THE ECONOMY OF TURKEY

capita consumption of coffee, a decline in annual tobacco
consumption from 1.17 to 0.96 kilograms per capita, and no
change in the per capita consumption of tea. The consumption
of cereals, the basic staple of the Turkish diet, declined from
an average of 191 kilograms during 1934-38 to 162 kilograms
in 1947-48. The per capita consumption of textiles was the
same in 1948 as it was in 1938. On the other hand, from 1938
to 1948 there was a threefold increase from four to 12 per
1,000 persons in licenses for radio sets. It is probable that
the declines in the levels of consumption were more than offset
by improvements in public health, education and other factors
entering into the standard of living.

The economic imbalance of the country is marked. Some
parts of the country are almost as primitive as they were
centuries ago, while other parts have many of the charac-
teristics of a modern industrial society. In some areas workers
have only the most elementary tools while in a few places
millions of liras have been spent to procure modern and costly
equipment, some of which is so complex that workers have
difficulty in operating it. Some of the industrial plants are
not properly equipped to use the raw materials available or

to produce the goods most needed in the country at the pres-
ent time.

The policy cf etatism has resulted in a mixed economy,
part public and part private. The Government is finding it

increasingly difficult to carry the whole burden of industrial
development and the policy of state ownership seeems to be
losing popular support. At the same time, the dominance of

state enterprise, often subsidized by public funds, has dis-
couraged the growth of private enterprise.

There have been obvious weaknesses in the field of financial
and fiscal management. Although Turkey did not participate
actively in World War II, it experienced a greater inflation
than some of the most active belligerents. Wholesale prices
have risen almost fivefold since 1938. This inflation generated

a distrust of the currency and has been a deterrent to long-
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term productive investment. Banks and related financial insti-
tutions have not developed to keep pace with the need for
their services and there has been frequent, almost continuous,
recourAe to inflationary financing from the Central Bank.

Finally, waste and inefficiency are widespread in the Gov-
ernment and state enterprises at clerical and administrative
levels. These are the products of cumbersome organization
and rigid administrative practices, coupled with a very low
salary scale. Despite cverstaffing, work is often poorly done
because the workers have not been properly trained, and their
duties and responsibilities are neither clearly defined nor prop-
erly integrated. This is less true of the technical phases of
production because in general the factories established by the
State have good equipment and competent engineering serv-
ices. The system of nonmonetary allowances to workers in
government enterprises has grown to excessive proportions
and provides opportunities for waste and abuse.

In Part Two, in our discussion of varicus aspects of the
economy, we deal with these weaknesses at length and pro-
pose ways in which they can be corrected. Here, however,

-we would like to single out for special emphasis the basic
factors, other than defense considerations, which seem to us
to be primarily responsible for the unevenness of Turkey's
economic progress.

1. The low level of real income severely limits the
amount of resources available for investment.

A modern industrial economy requires expensive plants
and equipment and costly supporting services. Until industrial
companies in Turkey reach the stage where they can pay a
considerable part of the cost of expansion out of their own
funds, the chief sources of investment capital are savings ac-
cumulated by the Government through taxes and, to a lesser
extent, individual savings mobilized through banks and other
financial institutions. The Government is, of course, at every
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stage, the principal source of funds for the development of
power, railroads, ports, roads and the other public services
essential to industrial growtlh.

In Turkey, private savings are small and they will ccntinue
small until there is an appreciable increase in real income.
Turkey is further handicapped by a lack of adequate facilities
for mobilizing such savings as are made.

2. Industrial development has been over-
emphasized at the expense of agriculture.

For many years Turkey has believed that its goals of
national security and a higher standard of living for the
Turkish people can best be realized by building up a diversified
industrial system patterned on Western lines. We believe that
industrialization as a long-range objective is fundamentally
desirable. A strong industrial system would reduce the wide
variations in income characteristic of countries like Turkey
which depend primarily on agriculture and raw material pro-
duction. It would provide the means to supply the civilian
population with essential commodities if Turkey should again
be isolated as it was in two world wars. It would provide some
of the sinews of war if the country should have to defend itself.

In its eargerness to industrialize, however, Turkey has
underestimated the important relationship of agricultural
development to industrialization. lndustrial progress in a
country such as Turkey depends very largely on increasing
the prcductivity of agriculture and thus raising the income of
the farmers. So long as the agricultural economy remains
primitive, farm incomes will remain low and the demand for
industrial products will therefore remain limited. Under these
circumstances, it is not possible to create the broad market
which is a prerequisite to any widespread industrialization.
Moreover, in the absence of increased agricultural productivity,
a very large proporticn of the population will have to continue
to work on the farm rather than in industry in order to produce
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the minimum food requirements of the nation. Only through
improving agricultural efficiency can additional manpower be
made available for further industrialization.

We do not suggest that Turkey should abandon its goal of
industrialization. We suggst rather that the quickest path to
that goal is through increased emphasis on agricultural
development.

3. Turkey has had no adequate mechanism to guide
investment into the most appropriate fields.

Under a true system of private enterprise a mistake in
investment is wiped out through the bankruptcy process or
its equivalent. In a system of public enterprise, where the
automatic correction of bankruptcy is lacking, some conscious
mechanism is necessary to relate investment and economic
needs. In Turkey there has been no such mechanism. It is
possible for an unprofitable investment to be continued indefi-
nitely, supported by public funds.

The general outlines of Turkey's recent development pro-
gams have been prescribed by the General National Assembly
but particular investment decisions and their timing, as well
as the management of operations, have largely been left to
two state institutions, the Sumerbank and the Etibank. Those
organizations have greatly influenced the direction and timing
of investments yet they are clearly not appropriate agencies
for determining general economic policy. They are naturally
interested in maintaining and expanding the scope of their
own operations and they are in a good position to do so by
financing expansion out of funds under their control. They
have emphasized the technological and production aspects of
their work to the neglect of the managerial, financial and
marketing aspects. As a result, some important industries have
been slighted, while others have been developed or expanded
which were not suited to Turkey's needs and resources at
the time.
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III-conceived or poorly timed investments have wasted
scarce resources, have caused unnecessary and undesirable
inventory accumulations and have contributed substantially to
inflationary pressures.

4. Government fiscal policies have obstructed the
free circulation and growth of purchasing power.

Government fiscal policies have distorted economic develop-
ment and restricted distribution of purchasing power. Govern-
ment investment and heavy defense expenditures have caused
deficits wvhich were ccvered mainly by borrowing from the
Central Bank and the commercial banks. In many cases, the
proceeds of this borrowing ended upon the hands of land-
owners, merchants and other privileged groups, who used
them either to buy gold and jewels, to increase inventories of
consumer goods, to invest in real estate cr to bid up prices of
imported goods. These activities have stimulated nonproduc-
tive investmetnt, and by using scarce domestic and foreign
resources, have hampered Turkey's economic development.

Efforts to reduce the government deficit through taxation
have tended to intensify the difficulties. Because the tax
system practically exempted ccmmercial profits, farm income
and, to a large extent, real estate, the additional taxes were
levied primarily on wages, salaries and transactions. These
regressive taxes increased the price of goods or reduced the
purchasinig power of wage earners and salaried employees.
Since increases in wages and salaries lagged far behind price
rises, the increased taxes fell on a group already hard-pressed.
In this manner, the growvth of purchasing power required to
buy the goods produced by Turkey's new factories was severely
limited.

5. The development of human productivity and efficiency
has not kept pace with the growing requirements of gov-
ernment administration and of the industrial economy.

As Turkey's industrial plant has grcwn larger and more
complex, the demands for training and skills at all levels of
activity have steadily increased. These needs have been only
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partially recognized in the past. An extensive program for
training engineers and other technical personnel was instituted
at an early stage but little attention has been paid to the prob-
lem of securing skilled management in both public and private
enterprises as well as in the ordinary agencies of government.
Problems of management and administration are different
from, and in many ways more difficult than, the technical
problems of production; and they have been growving at an
accelerating rate. Turkish officials have had little experience
in dealing with them and opportunities for training in this
field have been almost nonexistent.

Both on the higher and lower levels of the educational
system, there has been insufficient recognition of the needs for
specialized training. Raising the general level of knowledge
and efficiency of the population is necessarily a long-range
undertaking, but more immediate benefits could be realized
from the efforts which the Government has already made if
greater opportunities for both vocational and professional train-
ing were provided in the educational system.

The basic need for further development of human resources
is nowhere better illustrated than in the field of health. The
direct bearing of health upon human productivity is generally
recognized and the Government has carried on vigorous cam-
paigns to control outbreaks of disease. However, a broad
attack to prevent the conditicns which breed disease and to
promote the general health level of the Turkish people has
not been possible with an acute shortage of trained medical
and public health personnel.

Obviously, all the factors we have mentioned are inter-
related and cumulative in effect. It will not suffice, therefore,
to concentrate on one or more of the problems to the exclusion
of the others. In our view only a broad coordinated program
which attacks the basic sources of weakness will bring measur-
able improvement.





PART TWO

The Mission's Program





-Introduction

We have already pointed out that the primary objectives
of the Turkish nation are the maintenance of its territorial
integrity and political independence and the achievement of
a higher standard of living for its people. There is no neces-
sary inconsistency in these objectives. Barring a drastic turn
for the worse in the international political situation, we are
convinced that Turkey can, with careful planning, coordina-
tion, effort and determination, raise the real income of its
people and at the same time strengthen its military and indus-
trial potential for defense. The program outlined in succeeding
chapters is based on that confident belief.

Necessarily in drawing up a program for economic devel-
opment we have had to make assumptions as to the conditions
which will prevail during the period of its operation. The
major assumptions underlying the Mission's program can be
briefly stated as follows:

1. We assume that there will be no general war but that
the drain on Turkey's resources for defense will remain
approximately the same as in 1950.

2. We assume that there will be no world-wide depression
which would seriously affect Turkey's export markets.

3. We assume that relative price stability will be main-
tained during the operation of the program.

4. We assume that there will be an inflow of foreign capi-
tal in an amount more than sufficient to balance the
scheduled outflow for service and repayment of existing
indebtedness.

5. We assume that investment will increase in proportion
with increases in real income during the period of the
program.

6. We assume that Turkey wishes to encourage the devel-
opment of private enterprise.

39
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Conditions as they actually develop may, we realize, vary
from those assumed in a number of ways. Some elements of
our program would remain valid even if all these assumptions
proved incorrect. Other parts would have to be substantially
changed or eliminated. A few examples will illustrate some
of the ways in which changed conditions might affect the
program.

The outbreak of a general war would give overriding
priority to immediate military requirements. Except for those
parts which would contribute directly to military strength,
most of the investment program would have to be postponed.
Some postponement and adjustment may be necessary even
short of a general conflict. The partial mobilization now going
on in varying degrees in different countries may have to be
stepped up because of a worsening international situation.
Tighter controls on strategic materials in the United States
and Western Europe would further reduce the availability
of iron, steel, machinery and equipment necessary for develop-
ment. Increased military preparedness in Turkey would re-
quire the diversion of additional domestic resources from the
manufacture of goods for civilian use to defense production.
Concurrently with the decrease in the availability of imports,
the demand for certain Turkish exports might increase.

Reduced availability of imports on the one hand and in-
creased demand for exports on the other might relieve Tur-
key's balance of payments problems, but at the expense of
postponing the full implementation of the development pro-
gram. It would also introduce a grave threat of renewed
inflation. If these trends should continue, Turkey would
need to redouble its efforts to offset inflation by sterilizing the
domestic currency proceeds of new foreign exchange accumu-
lations. Measures to increase and use most effectively the
supply of foreign exchange are desirable in any event but they
would be particularly important if current earnings could
not be directed to the essential requirements of economic
development.

Events other than war and mobilization may affect the
total resources available for investment. For example, harvests
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may be either unusually large or small. Force of circumstances
may make it impossible to apply fiscal policies sufficiently
stringent to keep inflation under control. There may be a
substantial net inflow or outflow of capital. Such eventualities,
and many others which might be mentioned, may require
drastic and frequent adjustment of the investment program
which we recommend.

The investment program we propose includes not only
expenditures for capital goods but also expenditures for dura-
ble consumer goods and for the development of human
resources through education, health and public research. The
major objective of an investment program is to increase the
productivity of the economy. To achieve this in a country at
Turkey's stage of development, the improvement of human
resources may be equally as important as expansion of capital
facilities. Expenditures to improve the general level of health
or for vocational training, for example, can be expected to
yield substantial and direct results in the form of increased
labor productivity. Similarly, many durable consumer goods,
considered primarily as items of consumption in highly indus-
trialized countries, may properly be considered as investment
items in less well developed countries. In Turkey, for example,
automobiles and sewing machines are used more for productive
than for pleasure purposes and an increase in the number of
cars or sewing machines might be a significant factor in im-
proved efficiency.

Every intelligent investment program is necessarily based
upon some deliberately chosen scale of values or priorities.
In making our investment recommendations, we have con-
sidered the following factors:

1. The need for the product, service or training at the
present stage of economic development.

2. The quantity and quality of the necessary raw mate-
rials available domestically.

3. The amounts and kinds of manpower required in rela-
tion to the supply.
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4. The contribution which the proposed investment would
make to national income.

5. The amount of capital required in relation to manpower
and value of product, and the relative amounts of do-
mestic and foreign capital requirements.

6. The contribution of the proposed investment to improve-
ment of the balance of payments.

7. The types of skills and managerial ability required.

8. Auxiliary services required and by-products to be pro-
duced, i.e., the interrelationship of the activity in ques-
tion with other types of economic activity.

9. The minimum size of an economical production unit in
relation to the Turkish market.

Certain working rules follow from these considerations:

1. Since per capita income is low, the production of low-
cost basic essentials should receive preference over the
production of luxury items.

2. Since Turkey has relatively little capital and much man-
power, projects requiring large amounts of labor in rela-
tion to capital should receive preference.

3. Since only limited amounts of foreign exchange are
available, projects requiring a high proportion of do-
mestic funds should have preference over those requir-
ing a high proportion of foreign funds.

It does not follow that available investment funds should
be apportioned among investment fields strictly in accordance
with their ranking as determined by the priority considera-
tions. A consideration whiclh is usually first in importance
may yield that place to other factors far down the scale, if
those other factors should have an unusually favorable com-
bilation. For example, there may be some commodity which
is not of primary importance to the economy but which can
be produced very easily and cheaply, from resources which
would otherwise be wasted, and withl no expenditure of foreign
exchange. In that event, some investment to produce that
commodity might be justified. The relative rapidity with which
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given investments will yield results will also necessarily influ-
ence the allocation and timing of expenditures. If long term
investments such as roads or dams are not balanced by invest-
ments in plants or machines which will increase national
income in the relatively short run, benefits may take so long
to materialize that the effect meanwhile will be to dampen
the whole investment program.

Similarly, priorities are relative to amounts. Some expendi-
tures for transportation have a very high priority in Turkey.
However, after a given sum has been spent for transportation
and the most pressing transportation needs have thereby been
met, investment needs in other fields will have precedence
over further investments in transportation.

Any program of investment must, of course, be related to
a specific period of time. The program we propose is con-
ceived in terms of a five-year period, 1952 to 1956. We have
chosen this term of years because it is short enough to permit
a realistic and concrete program of action, and yet long enough
to enable us to take into account the increases in productivity
which the program itself will bring about. We emphasize,
however, that there is nothing sacrosanct about the time
schedule in itself. In the light of changing conditions and
economic trends, adjustments in timing may well become
necessary.

In Chapter XIII we have summarized the program in a
table of proposed expenditures for 1952, the first year of the
program, and for the years 1952-56, the full period of the
Mission's program. The figures set forth are intended, how-
ever, merely to, indicate the direction, magnitude and relative
timing of investment which appears most promising under
present conditions. It is only by constantly reviewing the
investment schedule that Turkish authorities will be able to
implement the program realistically and to use the Mission's
recommendations to the best advantage.

As we have already indicated, many of the specific mea-
sures proposed in the succeeding chapters involve little or
no investment. They are concerned rather with means of
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utilizing existing facilities more effectively through better
production techniques, better training of personnel and better
governmental organization and administrative practices.
These recommendations can and, in our opinion, should be
implemented promptly, irrespective of what resources mav
prove to be available for investment or what the final com-
position of the investment program may be. Indeed, better
utilization of existing resources is, in the judgment of the
Mission, essentially more important to Turkey's further
development than expansion of those resources through capi-
tal investment.



CHAPTER IV

Coordination of Economic Policies
and Activities

In a modern industrial economy, economic activity is
exceedingly complex. Yet if production is to be efficient,
each individual production unit must be properly adjusted in
relation to a great many factors. It must be properly equipped
to handle the goods or raw materials which it uses or processes.
Its size, organization and processes may depend upon the
existence and state of development of related units and indus-
tries. The availability of investment funds and capital goods
may determine whether the unit can exist at all, and, if so,
in what form and size. Changes may frequently have to be
made to take account of variations in consumer demand. In
a growing and dynamic economy, these factors are constantly
changing, requiring a constant process of adjustment by in-
dividual units and whole industries. The process whereby
these adjustments are worked out is the process of economic
coordination.

ECONOMIC COORDINATION IN TuR=Y

Before 1933, economic activity in Turkey had reached only
an elementary stage of development. There had therefore been
little opportunity for the growth of the type of coordination
which exists in a competitive industrial economy, where adjust-
ments in economic activity take place automatically through
the profit and loss mechanism, with bankruptcy the penalty
fof the inefficient.

When the Government began to participate in economic
activity on a large scale, the situation changed drastically.
Large-scale government intervention completely upsets the
basis for automatic adjustments and shifts to the Government
the major burden for achieving coordination through conscious
and deliberate action. Those who planned the government
program did not have sufficient information or experience to
carry out so complex a task. The result has been poor co-
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ordination of economic activity in the country since that time.
That poor coordination has shown itself principally in three
differen, aspects.

Coordination of Investments
The first aspect is that of over-all planning for investment

in the different fields of economic activity. The early programs
for economic development were sound in many respects and
included the development of many industries which Turkey
needed and could operate successfully. On the other hand, as
has been pointed out in an earlier chapter, those programs
neglected some important fields of activity and provided for
developing or expanding others which were not suited to
Turkey's needs and resources at the time.

Failure to recognize the importance of agriculture has
already been cited as the outstanding example of neglect.
Several industries were started for which there was no pressing
need or for which Turkey did not have the necessary raw ma-
terials or technical skills. These include the airplane engine
factory, the rayon industry and the woolen textile industry.
The airplane engine factory was plainly not justified. The
rayon industry requires a high degree of technical skill and
expensive equipment and does not meet an essential need in
Turkey at this time. The woolen textile industry was estab-
lished with the intention.of using domestic wool, but it was
found that the local wool is too coarse to be used in cloth
for garments. The industry now uses principally imported
wool. It is possible that a more carefully planned program
might have included some of these industries but on a differ-
ent scale, in a different form or at a different time.

Coordination of investments can be achieved only through
a balanced program for economic development, consistent
within itself and adapted to the needs and resources of the
country. Such a program must be under continuous study,
revision and adjustment and policies must be formulated to
help make it effective. Hence a first requirement for its
achievement is a competent staff, able to collect, analyze and
evaluate all data relating to the economic potentialities and
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problems of the country. A second requirement is the exist-
ence of some official with the authority and responsibility to
evaluate the policies and programs recommended by the staff,
to decide which of them to put into effect, and to administer
them. Such authority will affect nearly every phase of Govern-
ment activity and will have far reaching effects upon private
economic activity. The person to whom it is given must
therefore be the executive head of the Government or someone
immediately and directly responsible to him.

Coordination of Expenditures and Resources

The second area in which the Government has failed to
achieve proper coordination is the relation of total investment
expenditures to available resources, especially during the past
ten years. Investment has tended to exceed savings. The
government deficits created by the excess spending have in
the main been covered by borrowing from the Central Bank.
This has increased the money supply and thereby contributed
substantially to Turkey's inflation.

This tendency has had serious consequences for Turkey,
since continuous and general price inflation tends to prevent
industrialists, traders, farmers and the Government alike from
planning rationally for the future. It sets in motion forces
which distort any investment program. In the first place, it
causes merchants and producers to accumulate goods in antici-
pation of selling them later at considerably higher prices.
Inflation also encourages investment in types of enterprises
which will produce quick profits and which are not usually
favorable to balanced economic development. Furthermore,
monetary instability leads to distortions in the distribution
of income, penalizing those individuals who hold their money
in bonds or savings accounts, government civil servants who
live on relatively fixed incomes and those professional groups
whose income cannot keep pace with rising prices. Hence,
the incentive to save, essential to the mobilizing of funds for
investment, is reduced. A capital market cannot develop prop-
erly in such an environment.

Monetary and financial instability also produces distortions
in the international value of a country's currency, and it is
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then necessary either to take drastic and painful steps to
stabilize the value of the currency or to face the ultimate
chaos which threatens as a currency's value approaches the
vanishing point.

The problem is to finance the economic program without
causing serious inflation or deflation. Tt is therefore essential
that a fairly close balance be maintained between total invest-
mnent expenditures and the funds which can be mobilized to
finance them without creating monetary instability. This will
involve management of the revenues and expenditures of the
regular government budget, supervision over the investments
made by state enterprises and control of the money supply
through the banking system and the Treasury. It will involve
also some control or at least influence over the volume and
direction of private investment. This can be accomplished, at
least in part, through tax policy and through the credit policies
of the banking system.

Coordination of Current Operations

The third area in which coordination has been inadequate
is in the construction and operation of state industries and in
the governmental administration of economic activities. In
the iron and steel industry, for example, the size and producing
capacity of the different plants were so poorly adjusted to each
other that the industry has never been able to operate at any
level approaching rated capacity. In nearly all state industries,
the marketing function has been seriously neglected. Little
attention has been given to the problem of adjusting produc-
tion to fit consumers' demands. Prices have been high and
rigid. As a result, inventories have sometimes accumulated to
an amount far in excess of need. As a rule, each state-owned
factory maintains its own repair shop and other service facili-
ties, although substantial savings could often be realized by
combining them as the monopolies have done. Different parts
of the agricultural program are administered by units in the
Ministry of Agriculture, the Ministry of Commerce, the Agri-
cultural Bank, the Monopolies Administration and the Toprak
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Office.1 Such a wide dispersion of administrative responsibility
makes effective coordination very difficult.

Coordination of current operations involves many problems,
some broad and general, others specific and limited. They
include coordination among and between the different Minis-
tries of the Government, the state enterprises and private
business. The principal means of achieving such coordination
are better organization of the agencies, departments or units
involved, better administrative practices and procedures, and
proper training of personnel.

Obstacles to Coordination

The large amount of financial automony possessed by some
state agencies complicates the problem of coordination. This
aspect of the organization of state enterprises is examined in
Chapter VIII. The important point for purposes of this dis-
cussion is that, although the Siimerbank and the Etibank are
nominally subject to centralized control, they frequently make
investment decisions on their own initiative without obtaining
higher-level consideration of the merits of their proposed use
of funds in relation to other investment needs of the economy.
Consequently, investment policy has been made on a piecemeal
basis by organizations which are not equipped to perform that
function and which have a vested interest in expanding the
scope of their own operations.

There are other reasons for inadequate coordination. Few
people have appreciated the importance of coordination and
still fewer have had any strong motive to press for action to
obtain it. The management skills necessary to achieve coordi-
nation, especially in the fields of statistics and accounting,
are poorly developed. Most importantly, the organization and
the administrative practices of the Government make coordina-
tion difficult. As is explained in Chapter X, the Government
is highly centralized and there is little delegation of authority.
Even minor problems requiring the exercise of authority must

1 A government agency charged primarily with storage of grains, with
stabilization of prices of certain agricultural commodities and with the import
and export of certain farm produce.
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be passed up successively from the lowest levels all the way
to a minister or even to the Council of Ministers. There is
little opportunity for intermediate officials in this line of
authority to make contact or to use any discretion in cooperat-
ing with officials at the same level in other organizations or
agencies.

It may seem paradoxicaJthat there is so much centralization
and so little coordination.With such a concentration of power
at the top, there would seem to be an ideal opportunity for
effecting coordination at that level. Unfortunately, however,
the ministers are so busy, so burdened with detail and so
poorly equipped with staff services that they must deal with
each problem separately. Day-to-day problems which press
for solution leave them no time to consider the interrelation-
ship of the matters with which they deal or to consider the
brcader and more important policy questions which underlie
their current decisionsj7

METHODS OF AcHIEVING COORDINATION

The Budget

In order to achieve better coordination in the Turkish
economy we recommend action in three principal fields of
activity. The first relates to the government budget. At
present the budget is by far the most important instrument
or control existing in the economic field. It includes a general
budget and some 16 annexed budgets, which together authorize
total expenditures of about two billion liras, or some 26 to 28
per cent of the national income. The gross investments in-
cluded within those expenditures amount to roughly half of
the total investment of the country.

Despite its great importance, the budget has not been
developed in a way commensurate with its importance. In fact,
it has been seriously neglected as a mechanism of program-
ming and control.

The Budget Office is a part of the Ministry of Finance. It
has only six or eight permanent staff members. Additional
personnel are transferred temporarily from other divisions of
the Ministry of Finance when the budget is being prepared for
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submission to the Grand National Assembly. When that task
is completed the Budget Office is left with its small permanent
staff. This means that it can do little in the way of research
or administration. In recent years, largely on the initiative of
two or three men, much work has been done in tabulating,
organizing and analyzing budget data. This has made avail-
able a good deal of information valuable for planning, but as
yet very Itttle use has been made of it.

The budget function needs to be greatly strengthened and
expanded. The Budget Office should have an adequate perma-
nent staff composed of the best personnel obtainable. It should
be continuously engaged in studying, analyzing and planning
the revenues and expenditures of the Government. The staff
of the Budget Office should devote a substantial part of its
work to advising on the administration of the budget. An
improved Budget Office would provide the necessary informa-
tion on government finances and afford facilities for controlling
or influencing the revenues, current expenditures and invest-
ment outlays of all agencies of the Government. It would
thus provide the means for realizing coordination in respect
to these activities.

Responsibility for the preparation and administration of
the budget should also be clearly defined and assigned. At
present each ministry prepares its own estimate of expenses
and sends it to the Ministry of Finance. In some countries,
such as Great Britain, for example, the Minister of Finance
has authority to revise or adjust the figures submitted to him
in order to make them consistent or to keep the total within
prescribed limits. In Turkey the Minister of Finance has
no such power. Any disagreement between him and other
ministers must go to the Council of Ministers for decision,
a procedure which makes for delay and haphazard budget-
making by bargaining between ministers.

The Mission has considered the question of the location
of the Budget Office. Determination of this question depends
upon a decision as to the assignment of responsibility and
authority for budget preparation and administration. As long
as the Finance Minister lacks authority and control over the
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budget, the Mission does not believe that an expanded Budget
Office, performing the functions outlined above, can operate
effectively within his Ministry. The present activities of the
Ministry are (quite different in nature from those of a true
budget office,Iwhich is necessarily concerned with research,
analysis and the shaping of policy recommendations. In the
event the Finance Minister is given authority and control
such as the Chancellor of the Exchequer exercises in Great
Britain, the Budget Office should appropriately remain under
his supervision. If, however, as the Mission believes to be
preferable, primary responsibility continues to be borne by
the Prime Minister, the Budget Office, as the staff agency to
the official responsible for the budget and its execution, should
be attached to his office.

A technical mission of the Economic Cooperation Adminis-
tration (ECA) is now making a thorough study of the organ-
ization and administration of the Ministry of Finance. That
survey will undoubtedly assist the Government in deciding
where the budget function can most effectively be placed.

Coordination of Investments

The second major field of activity in which we recommend
action is that of planning for general economic development
and of directing or influencing investments in accordance with
such planning. This includes not only investments covered
by the budget, but also investments made by state enterprises
and private business firms. Under the plan outlined below,
control and direction of public investments, including those
of state enterprises, would be direct and specific. Influence
over private investments would be much less direct. It would
have to be achieved through advice, action by the banking
system and other economic and financial measures.

In this field our major recommendation is that the Grand
National Assembly give to the Prime Minister the power and
staff facilities necessary to formulate a program of economic
development and to provide the coordination of investments
required to make that program effective. To this end, all
agencies, enterprises and ministries of the State should be
required to obtain the approval of the Prime Minister before
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making any substantial investment, whatever the source of
funds for such investment. We do not mean that the Prime
Minister should be burdened with the approval of each indi-
vidual investment, but rather that he should periodically
approve a general investment program and that no investment
outside the approved program should be permitted except with
his consent. To implement this proposal we believe it would
be desirable for the Prime Minister to create the position of
Deputy Prime Minister for Economic Coordination and to
entrust to him these duties, powers and responsibilities.

To provide the means for doing an effective job, we recom-
mend that the Grand National Assembly authorize the Prime
Minister to employ an adequate and competent staff to assist
him in this area. This might be called the Economic Coordi-
nation Staff. If the position of Deputy Prime Minister for
Economic Coordination is established, this Staff would be
under his direct supervision. Staff members should devote
full time to the work and the best men available, without
regard to political considerations, should be selected for the
Staff. The positions should be made sufficiently attractive
in terms of salary and prestige to attract outstanding men.

The Staff would have many duties and responsibilities. It
would prepare estimates of national income. It would prepare
and revise programs for long-range economic development
and schedules of public investment. It would recommend
general policies concerning the proportion of resources to be
devoted to investment, the allocation of foreign exchange re-
sources and the coordination of public and private investment.
It would advise on the approval of specific investment pro-
posals by public agencies. It would at all times endeavour to
keep the total of planned investments within the total funds
available. Concerning government investments which are
covered by annexed budgets, the recommendations of the
Economic Coordination Staff approved by the Prime Minister
or his Deputy should govern the Budget Office in laying out
its over-all budget.

In order that the Economic Coordination Staff may have
the benefit of the views of representatives of different sectors
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of the economy, both public and private, it would be desir-
able to form an advisory group to consult with and advise
the Staff. The group might include a few outstanding private
citizens and representatives from the Grand National Assem-
bly, the Budget Office, the Central Bank, the Mlinistry of
Finance and possibly other agencies. The advisory group
should have regular and frequent meetings with the Staff
and there should be the fullest possible exchange of ideas and
information between the two.

The work of the present Central Statistical Office is closely
related to some of the functions mentioned above. For that
reason, it should be attached to the Economic Coordination
Staff. The Central Statistical Office should also be given the
responsibility for establishing policies and standards for all
statistical work carried on in the Government.

The concept of a coordinating group of the type described
above is not new in Turkey. The Minister of State was
appointed in order to coordinate government activities which
are affected by foreign economic assistance. In recent months,
a temporary and informal committee of Ministers has been
established to bring about more coordination in the economic
activities of the Government. The proposal made here would
provide a more formal and permanent basis for these tentative
efforts to achieve coordination, would expand their scope and
would provide more adequate staff facilities for supporting
them.

The Banking System

The third major field in which action is recommended is
the banking system. We recommend that the lending policies
of the banking system be coordinated with the investment
program as developed by the Prime Minister with the help
of the Economic Coordination Staff. The ways in which this
might be accomplished are discussed in Chapter XI. The
Central Bank, as head of the banking system, will have to take
the lead in this matter. The Industrial Development Bank,
if it develops as planned, will also be an important factor
in influencing productive private investment. Banking policies
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will have their principal effect in influencing the direction and
amount of private investment.

If the above recommendations are adopted and made effec-
tive, they will provide cooperation in the field of broad, gen-
eral economic policies. The needed cooperation at the level
of current operations may be attained through improvements
in organization and administration and through the proper
training of personnel. Recommendations on these matters are
given in Chapters V to VIII and in Chapter X.

Our recommendations for improving economic coordina-
tion in Turkey may be summarized as follows:

(1) Responsibility and authority for preparation and ad-
ministration of the budget should be clearly defined
and assigned. The Budget Office should be strength-
ened and expanded so that it can give adequate
assistance to the official charged with the budget re-
sponsibility and the Budget Office should be located
accordingly.

(2) The Grand National Assembly should delegate to the
Prime Minister the power necessary to enable him to
prepare and make effective a long-range program of
economic development. No public agency should be
permitted to make any investment except in accord-
ance with an investment program approved by the
Prime Minister or pursuant to specific approval of the
Prime Minister. The Prime Minister should create the
position of Deputy Prime Minister for Economic Co-
ordination, to whom these functions should be dele-
gated.

(3) The Prime Minister or his Deputy should have the
assistance of a competent Economic Coordination Staff.
Approved recommendations of that Staff affecting. an-
nexed budgets should govern the Budget Office in'
laying out the government budgets. An advisory group
should be established with which the Economic Co-
ordination Staff could consult regularly.

(4) The Central Statistical Office should be attached to the
Economic Coordination Staff. That Office should
establish policies and standards affecting all statistical
work carried on in the Government.

(5) The lending policies of the banking system should be
coordinated, under the leadership of the Central Bank,
with the general investment policies established by
the Prime Minister.





CHAP-ER V

Agriculture, Forestry and Fisheries

We have already stated our conviction that Turkey has
seriously underestimated the role that agriculture must play
in economic development. Relatively little effort has been
made to increase the productivity of the three million farm
families who produce hardly more than their own requirements
and who have thus far benefitted little from the country's
economic progress. The only partial employment of those
families and their low productivity constitute a substantial
waste of resources.

The greatest challenge facing Turkey today is to make
fuller use of its agricultural manpower and resources by in-
creasing productivity of both land and labor. A successful
meeting of that challenge would not only raise farm incomes
but would also reduce the proportion of the population that
must now work the land and increase the numbers available
for non-agricultural labor. The demand for industrial products
would also be increased, thus further stimulating industrial
growth.

There is another reason, too, for emphasizing agricultural
development. At the present rate of population growth, more
than 200,000 people will soon be entering the labor market
annually. New opportunities for employment must therefore
be found in both agriculture and industry and in both cases
additional investment will be required. Under present condi-
tions there are cogent reasons why the major portion of this
investment should be channelled into agricultural production.
Not only will a given investment create more work in Turkish
agriculture than in industry, but the rapidly growing-popu-
lation requires a steady increase in food production. Unless
food production increases by mor.e than two per c mt per
year, the already modest per capita income and food con-
sumption will decline; and, unless food production per farmer
grows, Turkey will need an increasing number of farmers.
Since the best arable land is already under cultivation, the
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additional farmers would have to use less land or poorer land.
Under such conditions production per farmer may well decline
unless determined action is taken to improve farming methods
and techniques.

It is sometimes supposed that villagers will not respond
to genuine incentives and honest efforts to improve their
condition. In our judgment, however, there is ample evidence
to indicate that, when the benefits of innovations are effec-
tively demonstrated, the peasants readily comprehend and
adopt new methods which are not too drastically different
from those to which they are accustomed. Once the peasants
are convinced that a genuine policy of agricultural improve-
ment is in operation, their characteristic aversion to new
ideas is likely to undergo rapid change. This change will be
cumulative as the evolution towards a higher standard of
living proceeds.

THE AGRICULTURAL BASE

Present Agricultural Production

Of Turkey's total area of 77.7 million hectares, only about
19 per cent are under cultivation or under tree or vine crops.
Since almost a third of this amount is held fallow each year,
only about 14 per cent of the country is actually under crop.
(See Table IV for land utilization in 1934 and 1949.)

Turkey enjoys a wide diversity of crops supported by the
diversity of its climate and soil. All the cereals, many of the
oilseeds, cotton, tobacco, sugar beets, tea, silk, opium poppy,
legumes, a wide variety of fruits and nuts and many other
crops are now being produced. Exports consist primarily of
tobacco, cotton and cottonseed, dried fruits and nuts, opium,
valonia, licorice and some livestock and livestock products.

Cereal growing, to which about 84 per cent of the tilled
land is devoted, forms the basis of agricultural production.
The bulk of these crops is grown on the Anatolian plateau,
the area best adapted to cereal production. Wheat, at the
present time, occupies about 57 per cent of the area sown
to cereals and constitutes 55 per cent of the cereal output.
Barley accounts for about 25 per cent. The other cereal crops
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TABLE IV

LAND UTILIZATION, 1934 AND 1949

1934 1949

Area in Area in
1,000 Per Cent 1,000 Per Cent

Category Hectares of Total Hectares of Total

Grains ...................... 5,903 7.6 7,527 9.7
Pulses ...................... 477 0.6 387 0.5
Vegetables .......... ............ 143 0.2 151 0.2
Industrial crops ...................... 497 0.6 814 1.0
Other crops ...................... 6 0.0 284 0.4
Fallow ........ .............. 3,674 4.8 4,274 5.5

Total land under cultivation 10,700 13.8 13,437 17.3

Fruit trees ........... ........... 286 0.4 544 0.7
Olive groves ............... ....... 347 0.5 272 0.4
Vineyards ........... ........... 345 0.5 521 0.7

Total tree and vine crops .... 978 1.4 1,337 1.8

High quality grasslands .............. 3,421 4.4 3,676 4.7
Pastures ... ................... 2,877 3.7 2,715 3.5
Meadows .......... ............ 38,032 49.2 36,510 47.0

Total meadows and pastures 44,330 57.3 42,901 55.2

Total agricultural area .... 56,008 72.5 57,675 74.3

Forests ...................... 9,170 11.9 11;892 15.3
Lakes and swamps ...................... 960 1.2 953 1.2
Other non-productive areas ........ 11,097 14.4 7,178 9.2

Total area ...................... 77,235 100.0 77,698 100.0

Sources: Central Statistical Office, Statistical Abstract of.Turkey, 1942-
1946 (1947) and Resumes Statistiques, No. 4, Agriculture: 1934-1949 (1950).

include maize, rye, oats, spelt, millet and rice, in that order.
Total production of bread grains fluctuates between 2.9 million
and 5.6 million tons. In most years Turkey is self-sufficient in
cereals. In years of partial failure, imports of wheat have been
necessary. In bumper years, limited exports of wheat and
coarse grains have been possible.

In terms of area sown, cotton is the second most important
field crop. The development of cotton culture started about
a century ago. Today about 100,000 tons of cotton aud perhaps
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twice as much cottonseed are produced on the 300,000 to
350,000 hectares devoted to these crops, chiefly along the
Mediterranean and Aegean coasts. This cotton provides most
of the raw material for Turkey's textile industry and signi-
ficant amounts are exported each year.

Tobacco has been, over the years, the most important
export commodity. Although produced by private individuals,
its production, handling, marketing and export are under
rigorous government supervision. The area under tobacco
and the output vary widely. The production of tobacco, grown
chiefly around Samsun and in the vicinity of Izmir, has risen
sharply since World War II and now varies between 70,000
and 100,000 tons annually. The best qualities are sold chiefly
to the United States, where they are blended with domestic
tobaccos. Poorer qualities are consumed locally or exported
to Europe.

As a consequence of vigorous state encouragement of the
sugar refining industry in the past 20 years, sugar beet pro-
duction has increased from 108,000 tons to about 800,000 tons,
with the result that Turkey, once a large importer of sugar,
has become virtually self-sufficient in that commodity. Turkey
is one of the world's chief olive producers, current output
being about 200,000 to 300,000 tons. Exports are relatively
small due to domestic requirements of edible oils and soap.
Hazelnuts, of which Turkey is also one of the largest pro-
ducers, are an important export. The output of hazelnuts and
of other nuts and fruits varies widely with weather conditions.
Like cotton and tobacco, they are grown chiefly along the
coasts where temperatures are less rigorous and rainfall higher
than in central Anatolia.

The production of Turkey's principal crops in recent years
is shown in Table V.

Livestock and poultry play an important role, providing
draft power, food and industrial raw materials. Although these
animals and,their products are consumed chiefly at home, they
also contribute to the export trade. Eggs, cheese and live
animals are exported to near-by countries. Skins, mohair, wool
and animal casings produced in Turkey are known throughout
the world. Animal dung is an important fuel in the villages.
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TABLE V

PRODUCTION OF PRINCIPAL AGRICULTURAL COMMODITIES, 1934 To 1950
(Thousands of Tons)

1934-38
Product Averagel 1947 1948 1949 19502

Wheat ......... .... 3,708 3,246 4,867 2,495 3,874
Barley .......... ... 2,075 1,512 2,167 1,220 2,021
Corn ....... ...... 587 531 696 609 626
Other grains ............. 934 916 1,311 806 n.a.

Potatoes ............. 181 325 454 471 590
Sugar beets ............. 432 639 726 817 800
Pulses ......... .... 212 193 259 212 267
Vetch ........ ..... 107 89 118 97 125

Oilseeds ............. 156 161 224 298 380
Cotton fibre ............. 60 51 58 105 147
Flax fibre .............. 3 2 5 2 4
Hemp fibre ............. 8 10 10 11 8

Tobacco ............. 61 102 83 91 85
Onions .......... ... 98 86 166 183 169
Citrus fruits ...... 247 380 448 n.a. n.a.
Figs, fresh .............. 146 125 119 n.a. n.a.

Grapes .......... ... 885 718 1,332 n.a. n.a.
Olives .............. n.a. 274 210 n.a. 286
Other fruit .............. n.a. 234 361 n.a. n.a.
Nuts ........ ...... 149 130 121 n.a. n.a.

Wool (in grease) .... 25 32 34 32 28
Mohair .............. 7 6 7 6 5

I For all fruits and nuts, average for 1936-39 is given.
2 Early estimates.
Sources: 1934-49 crops Central Statistical Office, Rlsumes Statistiques,

No. 4. Agriculture: 1934-1949 (1950); 1950 crop: oilseeds, olives, wool and
mohair, ECA Mission to Turkey; other, Central Statistical Office.

Village and Peasant

The rural population lives largely in some 35,000 villages
spread thinly over the country. Isolated by poor roads, using
primitive tools and techniques, the average peasant.ekes out

(a relatively poor existence in what may properly be described
as virtually self-sufficient economy. ) His cash receipts and
expenditures are small.



62 THE ECONOMY OF TURKEY

Data regarding land tenure and the size of land holdings
are scanty and unreliable. It would seem that the majority
of farms are less than four hectares in size. In 1948, there were
2.5 million holdings (owned or rented in whole or in part),
totalling 13 million hectares, ranging in size from less than one
to 100 hectares, an average of about five hectares per family.
There were also 5,764 holdings between 100 and 500 hectares
in size and another 418 estates of over 500 hectares. Estimates
of the number of landless families vary from 126,000 to 787,000
and of those with insufficient land, from 0.9 million to 1.6
million./'Land reform laws passed in the 1920's and in 1945
have apparently had little effect in increasing significantly
the number of peasant owners or in increasing the average
size of their holdings) Absence of land ownership surveys,
lack of technical personnel, the heavy cost of expropriation
and of resettlement, and political factors have limited their
effectiveness. More attention needs to be given to a realistic
appraisal of the possibilities and problems of settling the
poorer peasants in new lands, including those now occupied
by the State Farms.

The techniques used by the average Turkish farmer are, in
general, very primitive. H-e still uses a wooden plow and
unselected seed; his farm animals are of poor stock, ill-fed,
ill-kept and weak. Except on the state-owned farms and the
few large farms in south and southwest Turkey, machinery is
little known to the peasant. The animal breeding and seed
selection stations which the Government has developed in the
past two decades have had little influence on farmers generally.
The irrigation schemes carried out in that time have been of
only local significance. The result is that crop yields per hec-
tare are low and have shown no substantial improvement in
recent years.

In many villages the products of the hand loom produce
more cash income than do products of the land. With improved
instruction, quality control and marketing assistance, the
value of Turkish handicrafts could be considerably enhanced,
with great benefit to the standard of village life. Instruction
and demonstration work in the various home arts and crafts
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should ultimately become an integral part of the agricultural
program.

OuTLINE OF A PROGRAM

Content
To acheive a rising agricultural productivity, the Govern-

ment will need to mobilize its resources in support of a well-
organized and comprehensive program. Such a program will
require, above all, the training of a large and competent body
of extension workers willing and able to impart to the farmer
the latest proved information concerning better production
techniques and marketing practices. An extension service
of this kind inust be solidly backed by an equally competent
research corps, constantly engaged in testing new techniques
and adapting them to Turkish conditions, devising more effici-
ent hand implements, developing improved seed and livestock
and methods of protecting them, studying and improving
marketing methods, and investigating a great number of agro-
nomic, economic and social problems. The research staff will
have to work out methods of conserving such scarce or abused
resources as forests, water and grazing lands, and the Govern-
ment will need to take appropriate action to put the methods
recommended by the research staff into operation.

The effective application of new production and marketing
techniques will require an expanded program of agricultural
credit, directed towards the productive use of agricultural
resources and closely related to the activities of the extension
service.

The program must also, in our judgment, include revision
of existing storage and price policies, an extension of the
existing program of standardization and the creation of facili-
ties to provide farmers with adequate marketing information.

Administration
To carry out the comprehensive agricultural program, we

recommend that a small but able planning staff be established
in the Ministry of Agriculture to advise the Minister on the
formulation of broad polices and programs affecting agricul-
ture. It would study and recommend integrated policies
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relating to research and extension, credit, storage, marketing,
prices and other factors concerning agriculture. It would pro-
vide a continuing critical appraisal of all agricultural policies
in the light of changing conditions and requirements, so that
all may be constantly directed towards the increase of agricul-
tural productivity.

This central planning staff should be supplemented by a
realignment and reorganization of the agencies and institutions
now involved in the formulation and execution of agricultural
policies. There are a number of such departments and agencies,
responsible to different ministers, and they often act inde-
pendently of one another. Thus agricultural price policies
have been determined and carried out by the Toprak office,
the Monopolies Administration, the Ministry of Agriculture
and the Agricultural Bank. Efforts to increase production are
made by several of these institutions independently of the
general policies of the Ministry of Agriculture in that regard.
Subsequently, in Chapter VIII, in making recommendations
for the reorganization of state enterprises generally, we shall
also recommend that the Minister of Agriculture should be
ultimately responsible for all operations in the field of agricul-
ture, whether they are carried out by government departments
or by independent or semi-independent economic entities.

RESEARCH AND EXTENSION PERSONNEL

The success of an agricultural development program de-
pends basically upon reliable information about superior
production methods and marketing practices and upon a com-
petent corps of extension workers to disseminate that infor-
mation to farmers and to help them apply it. It can never
be taken for granted that information concerning production
techniques acquired from other countries can be safely recom-
mended to farmers in a neW environment until- it has been
tested experimentally under the conditions in wh¶ch it is to
be applied. If modifications are required, which is usually the
case, they must be developed on an experimental basis over
a period of time by trained personnel. This is a difficult task
for Turkey since the country is deficient in trained research
and extension personnel.
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The state-supported research institutions and experiment
stations are not adequate to provide basic information about
production and marketing methods. Not only are these insti-
tutions handicapped by the shortage of sufficient technical
personnel with advanced training, but such qualified techni-
cians as are available lack facilities for extending their research
work beyond the laboratory or experiment station into the
countryside. Moreover, state experiment stations and agricul-
tural laboratories are often required to be financially self-
supporting, with the result that their efforts are sometimes
diverted from research to the production of saleable com-
modities.

The serious shortage of trained personnel is exemplified
by the fact that the entire Ministry of Agriculture has only
10 plant breeders and seven agricultural economists. Similarly,
the technically trained staff of the Plant Protection Institute
consists of only three entomologists. All agricultural techni-
cians are graduated either from the Agricultural College or
the Veterinary College in Ankara. While these institutions
graduate about 300 students annually, their curricula are so
generalized that even a modest degree of specialization is un-
obtainable among their graduates unless, as is often the case,
they receive post-graduate training abroad. A radical change
in curricula and academic standards is urgently needed.

The extension staff is primitive and suffers from similar
handicaps in numbers and in competence. The Ministry of
Agriculture has in its employ throughout the-country roughly
1,300 graduates of the Veterinary 'College, the Agricultural
College or the four Agricultural Vocational High Schools; of
these only 250 are classified as extension workers. They are
concentrated in the six (of 63) provinces in. which extension
services have thus far been organized. Some of the remaining
1,050 (of whom 921 are in the veterinary service) are also
potential extension workers, but generally they are poorly
trained for such work. Probably only a small percentage
would want to, or could qualify for the difficult task of work-
ing intimately with the peasants. Usually city reared, they
know little of village agriculture or peasant psychology, are
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unfamiliar with advanced technological developments and
farm practices, and are unacquainted with agricultural exten-
sion techniques. There are, nevertheless, some very able men
among Turkish agricultural technicians. With specialized
training, they would be capable of giving leadership in exten-
sion work. The importance of agricultural development and
the exacting requirements of extension work in rural villages
suggest the desirability of providing special incentives as an
inducement to trainees to take up extension work as a per-
manent occupation.

An effective program for the training of research and
extension personnel will require assistance from foreign
specialists in Turkey and the training of Turkish technicians
abroad. Such a program is already under way under ECA
auspices but it should, in our judgment, be considerably ex-
panded. In this connection, the Government should take full
advantage of the technical assistance programs of both ECA
and the Food and Agriculture Organization of the United
Nations.

Among the Turkish specialists sent abroad for training,
certain of the key personnel holding higher administrative
positions should be included, for, as ECA has wisely recog-
nized, top-level officials must be able to appreciate the value
of competent training at the working level and be prepared
to organize their work so that such training can be used
effectively. Younger men sent abroad should be chosen not
only for their technical talent, but also for their qualities
of leadership and their ability to teach and inspire others
when they return.

Only about three million liras were allocated by the Gov-
ernment in 1949 for the training of specialized agricultural
personnel. We shall recommend in Chapter XIII that, in
1952, about TL 7.5 million should be added to this sum for
the training of research and extension staff, for in-service
training of extension workers and for enlargement and im-
provement of the present extension service. The total of
TL 10.5 million could gradually be reduced later as the demand
for trained personnel is met.
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In summary, the Mission recommends that:

(1) A small planning staff should be established to assist
the Minister of Agriculture in planning and carrying
out a comprehensive program to increase production.

(2) The training of agricultural technicians and extension
personnel should be given top priority. This will re-
quire reliance on foreign experts for training programs
within Turkey as well as the training of Turkish
specialists abroad.

(3) The curricula and academic standards of the Agricul-
tural and Veterinary Colleges should be revised so as
to provide specialized training in applied agricultural
science.

(4) The staffs of experiment stations and laboratories
should-be relieved of the need to engage in production
of saleable commodities so that their efforts can be
devoted entirely to research.

(5) Special incentives should be provided to attract tech-
nicians into agricultural extension work.

METHODS OF INCREASING PRODUCTION

It was not within the terms of reference of the Mission, nor
did the Mission have the time to study in detail or to make
*detailed recomnrinendations concerning methods of increasing
agricultural production. This section is therefore confined to
a discussion of certain broad measures and fields of study
which the Mission recommends as particularly worthy of
consideration in the development of an over-all agricultural
program.

Need for Additional Research
Turkey's experiment stations and state enterprises have

done some good research work on a few crops. To the extent
that the results of their research have been made available
to farmers, they have made important contributions to agri-
cultural production. The fact is, however, that many of the
vital problems of Turkish agriculture have received little
attention.

While the need for research and extension in the technical
problems of Turkish agricultural production is paramount,
research in the broad economic and sociological problems of
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agricultural production and marketing should also receive
much greater attention. The effectiveness of the proposed
planning staff of the Minister of Agriculture will largely
depend upon the continuing availability of basic facts and
specialized analyses of the economics of Turkish agriculture.
Among the important fields needing research attention by
agricultural economists and rural sociologists are: problems
of farm management on small and medium-sized holdings;
public farm credit, storage and price-support policies; farm-
to-market transportation; the organization and operation of
local marketing cooperatives; land ownership, distribution
and tenure; sociology of the rural population and problems
of migratory labor; marketing channels and practices for vari-
ous farm products; means of increasing marketing efficiency;
and the development of agricultural processing industries.

The inadequacy of agricultural research is clearly indicated
by the fact that funds allocated for basic research amounted
to only about TL 15 million in 1949. The Mission's proposed
investment program will include provision for an increase of
TL 12 million in this sum in 1952.

Crop Improvement and Techniques

In view of the over-riding importance of finding a method
of increasing productivity on the small semiarid farms typical
of much of Turkey, we suggest that a thorough study be made
of a technique for increasing production which has proved
successful under similar conditions elsewhere. This technique
involves the substitution of a drill row crop for the normal
Turkish method of fallowing.

Because of Turkey's very limited effective moisture sup-
ply, fallow is an essential feature of grain farming. In the
main wheat and barley growing areas, the practice of alter-
nating cereals and fallow in a simple two-year rotation is
almost universal. While the precise amount of rainfall actu-
ally retained in the fallow is unknown, it seems probable from
studies elsewhere that most of the moisture is lost by evapor-
ation during the long, dry summer. The fallow nevertheless
results in increased yields chiefly because plant food is brought
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into solution during the fallow year. The beneficial effects
are greatest when the fallowed land is kept free of vegetation,
which depletes the soil moisture and uses up the plant food
that has been brought into solution. Therefore the degree
to which the land is kept free of weeds will largely determine
the effectiveness of the fallow as a means of increasing yields.
This principle of dry farming is generally overlooked in
Turkey, apparently because fallow land provides a certain
amount of pasturage for livestock and in any case there is
usually insufficient draft power to cultivate the land as fre-
quently as necessary to control weeds.

The technique we suggest for making better use of fallow
requires the planting of wheat in drill rows, about three feet
apart, as a substitute for the fallow. Such a system of crop-
ping requires clean cultivation between the rows of grain.
In Turkey, where there is a surplus of farm labor, especially
between seeding and harvest time, this could be done by hand.
By this method, it would be possible to produce more than
half a crop in the fallow year without appreciably reducing
the yield of the succeeding crop. If weeds were effectively
controlled, the succeeding crop would undoubtedly yield as
much after the row crop as after the fallow. In all probability
the row crop would be better than the fallow, especially where
the fallow is aliowed to produce weeds. Success of the row
crop method could be further assured by the use of small
amounts of fertilizer (preferably ammonium phosphate) ap-
plied to the land in the rows with the seed. The small amounts
of fertilizer required for this purpose (five pounds per quarter
acre) would keep the expense to a minimum.

If a farmer successfully used the row crop method, the
productivity of his farm would be increased at least 50 per
cent. He would also have some security in bad crop years
since the row crop, having clean land between the rows to
draw from, will usually produce a reasonably good yield.
The attainmenit of these objectives by any farmer depends
primarily on the availability and willingness of his farm labor
to do the necessary hoeing between the rows of grain to
control weed growth. It will also be necessary, of course,
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to persuade the farmer to adopt the new practice, should it
prove feasible. Its adoption might be promoted by supplying
45 liters (two and a half bushels) of improved seed free of
charge to any peasant who would undertake to grow one
hectare in cultivated rows according to directions. The farmer
should also be induced to save the seed from the row crop
for planting part or all of the next broadcast crop. Thus at
small expense for the seed and distribution, good seed could
be distributed on a substantial scale. At the same time, the
farmer would learn at first hand what is involved in row
culture both by way of extra labor and increased productivity.

Another method of increasing the productivity of small
farms could be the encouragement of vegetable gardening
among farmers in dry-farming areas. Excellent vegetable
crops may be obtained under semiarid conditions by keeping
the garden small and at a hikh level of fertility and by fallow-
ing the land two years out of three. Cultivation of such crops
would result in a considerable improvement in the diet of the
average peasant and would provide him with a small cash crop.

Another major field of investigation is soil productivity.
There has never been a reconnaissance soil survey, or even a
land-use classification survey of Turkey. The Soils Research
Institute at Ankara has made a great many analyses of soil
and water samples from various parts of the country and has
published a comprehensive set of data on the water and soils
of the Cukurova. The soil samples, however, have not been
taken in a systematic manner and the resulting information,
though very useful, is in no sense comparable to a reconnais-
sance survey. Such a survey would provide some of the basic
knowledge essential to Turkey's agricultural development.

Phosphorus deficiency appears to be extensive. Experi-
ments on state farms have shown notable increases in wheat
and barley yields resulting from the application of superphos-
phates, and phosphatic fertilizers have also significantly in-
creased sugar beet yields. It is quite possible, however, that
even better results could be obtained with grains if only one
third of the amount of fertilizer now used were applied with
the seed. Under dry-farming conditions, too much phosphate
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may stimulate vegetation to the point where there is insuffi-
cient moisture to permit full development of the grain. Rela-
tively simple experimental tests of this kind should be extended
to all major soil zones of the country. This task would not be
too expensive and would yield important results.

Production can also be greatly increased through expanded
research and extension work on the improvement and protec-
tion of crops. Good work has been done in the growing and
processing of tobacco and sugar beets, and to a lesser extent
of cotton and some other products. Improved seeds of the
cereal crops are now produced in large quantities in experi-
ment stations and on state farms, but distribution to farmers
has proved difficult. Progress has been made in supplying
young stock of figs, sultanas and olives. The work has been
seriously handicapped, however, by the entirely inadequate
technical staff engaged in plant breeding and field experiments.

Turkey is also extremely vulnerable in the matter of plant
protection. Heavy losses from pests and disease are sustained
annually, many of which could be avoided if the research and
control work in this field were more adequately staffed and
organized. The five field stations of the Plant Protection
Institute, located at widely tseparated points, are occupied
mainly with the application of pesticides on farms in the areas
which they serve. With the aid of technical advisors and more
recently by the use of sprayers and dusters supplied by ECA,
considerable progress with control measures has been made
possible. Much more work remains to be done.

Finally, we suggest that the research and extension services
give particular attention to the development of better hand
tools and small implements and to methods of persuading the
peasant to use them. We have referred to the fact that the
average Turkish peasant often has only the simplest of imple-
ments. Experience of other countries indicates that small
improvements in tools, devised after careful study of soil
conditions, could bring important increases in productivity.
Such implements can often be manufactured in the village
forge.
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Livestock Improvement
Improvement of livestock is badly needed if Turkey is to

achieve its potential livestock production. These facts are
being recognized by the Ministry of Agriculture, and in 1949
the Department of Veterinary Services prepared a five-year
livestock improvement program which, if carried out, should
make a promising start in what must inevitably be a long-
term undertaking. The Ministry of Agriculture proposes to
encourage the improvement of cattle, especially for milk pro-
duction. Imports of male animals are restricted to the Brown
Swiss breed, which is considered best adapted to the climate
of Turkey and best suited for cross breeding with the small
native cows. The five-year program also recognizes the urgent
need for more and better feeds for livestock and proposes the
establishment of several clover farms.

Feed is basic to any livestock improvement program. To
produce more and better feed, we suggest the following pos-
sibilities: improving grasslands; water development by the
construction of small earthen dams or by wells, where either
or both are feasible; inclusion of forage crops in the rotation
on the larger farms, especially where conditions are favorable
for growing maize and annual and perennial grasses and
legumes; and the greater use of oil cake, 95 per cent of which
is now being exported. The use of this concentrate, at even
one pound (0.45 kilos) per animal per day, from cottonseed,
flaxseed or sunflower seed, has a beneficial effect on the health
and fleshing of animals. It is especially valuable for animals
which are wintered on straw.

The grasslands of Turkey constitute 55 per cent of the
total area or about 43 million hectares. Of this at least 16 to
20 million hectares are potentially good grazing areas. This
important natural resource has been sadly abused. Grasslands
are often heavily overgrazed, so severely in many areas that
unpalatable weeds have taken possession of the land. No effort
has been made to improve the native pastures by reseeding or
by rotational grazing. Although the regrassing of barren hills
and mountains presents great difficulties, it should be possible
to double or treble the carrying capacity in many areas. This,
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in the aggregate, is a problem of great magnitude, but possible
of achievement.

Many villages have considerable areas held in common for
grazing purposes. In all such cases the most practical way
of increasing feed for livestock is through well-established
methods of pasture improvement. This is a technical problem
requiring the services of experts who have had long experi-
ence in grassland improvement and management. Under their
direction, experimental areas with controlled grazing could
*be established, nurseries for the testing of native and foreign
grasses and legumes created, and experiments conducted under
a variety of conditions to determine the best time and methods
of reseeding. Under certain conditions best results may be
obtained by fostering the native vegetation. Grasses and
legumes which are indigenous to Turkey should be carefully
observed and tested for adaption, nutritional qualities, seed
production, palatability, ability to withstand grazing and the
ease with which they can be established: In these investi-
gations the cooperation of villagers, although difficult to obtain,
is plainly essential.

Mechanization
With the assistance of ECA, increasing emphasis has

recently been put upon mechanization as a means of expand-
ing agricultural production. When ECA assistance became
available early in 1949, there were 3,200 tractors in Turkey,
of which 1,200 were in very poor condition. The number
likely to be in operation by the middle of 1951 is now esti-
mated at 10,000. No comparable estimates are available of
the types and numbers of other power machinery, but these
are likely to increase as a result of the requirement imposed
by the Government that any farmer purchasing a tractor
must at the same time purchase a certain amount of machinery
to go with it. Measures are also being taken by the Govern-
ment and the various selling agencies to remedy in part the
lack of spare parts and repair facilities which have in the
past reduced the utility of farm power equipment. The lack of
trained tractor operators is, however, still a serious problem.
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The growth of the use of power equipment has already
increased the area of cultivated land to a marked degree. In
terms of production the results to date have been substantial,
especially on state grain farms and on the larger private
grain, sugar beet and cotton farms, where tractor farming
has been economically feasible. Under dry-farming conditions
on the Anatolian Plateau, the yield of wheat on mechanized
farms where complete sets of equipment are used as fre-
quently more than double that obtained by the small farmer
using primitive tools and methods.

While mechanization to date has undoubtedly been worth-
while, the size of land holdings and other factors set definite
limits to the rate and extent of further expansion of produc-
tion through power farming. In the case of cereal production,
for example, with half the land in crop, the farmed area has
to be at least 200 and preferably 300 hectares in size to justify
mechanized cultivation. Where labor is cheap and tractors
and fuel are expensive, mechanization is uneconomic on farms
smaller than this. The 10,000 tractors expected to be in oper-
ation soon will more than cover the requirements of such
farms, for there are only 6,182 farms larger than 100 hectares
in the whole of Turkey. It is estimated that 7,000 tractors
will be used on farms in this category. Another 1,000 will
be employed on the State Farms and other institutions. The
remaining 2,000 tractors will be available for village farmers
whose land is too small to justify use of a tractor on an
individual basis. Such farmers in any case rarely have the
resources sufficient to purchase a tractor and related machinery
without involving themselves in greater debt and production
costs than they can handle.

To the extent that village farmers can successfully coop-
erate in the joint ownership of tractors and implements, the
use of power equipment is likely gradually to increase. Volun-
tary cooperation in such enterprises, however, has seldom
been successful, for villagers in Turkey are not kindly dis-
posed to cooperation. Mechanization is perhaps more likely
to be extended through purchase of tractors and auxiliary
equipment by individuals who rent them out, with trained
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operators, to small farmers. To the extent that tractors are
purchased by men who now own and rent land to villagers,
there is danger that the landowners may decide to farm their
land themselves, thus displacing the peasants and creating
a serious problem of social adjustment. This outcome is al-
ready in evidence in the Adana district.

Irrigation
So much of Turkey is semiarid, especially the Anatolian

Plateau, which is the country's breadbasket, that water is
frequently a serious limiting factor on agricultural produc-
tion. Fortunately the mountains which surround the interior
provide extensive watersheds, rivers and streams which hold
practical possibilities for irrigation. Water is now being
applied to about 100,000 hectares of land, mainly in small
units, but this is small compared to Turkey's irrigation poten-
tial. Irrigation should undoubtedly receive high priority.
Eventually all of the water that can be economically devel-
oped should be made available for crop production.

The possibilities of small-scale irrigation based on earthen
dams or on water from underground sources deserve special
consideration. One hectare of irrigated land would enable a
farmer to have two fifths of a hectare of fruit and vegetables,
two fifths of-i hectare of alfalfa, and one fifth of a hectare of
trees. He could thus improve his diet, raise three to five tons
of alfalfa hay annually for livestock and obtain a modicum of
security in bad crop years. Multiplied by some thousands,
such a development would give an important stimulus to
village agriculture. Such small projects have the advantage
that they can be developed piecemeal as financial and techni-
cal resources permit. Contrasted with large-scale irrigation
schemes, the burden would be slight and the benefits more
immediate and widespread. The hydrological studies, test
wells and survey of small dam possibilities required for such
small projects could be carried forward at small expense con-
cu ntly with the studies- required for larger projects.

Many large and ambitious hydro-development schemes are
now under discussion, although only the Seyhan and Gediz
projects have been subjected to intensive study by the Gov-
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ernment. In the judgment of the Mission, no e of these proj-
ects should be undertaken at the present tine. As is explained
in a later chapter, the major reason for this recommendation
is the need to apply Turkey's limited resources to projects
which will yield the most immediate and widespread returns.
From a strictly agronomic point of view there are additional
reasons for postponement.

Maximum benefit cannot be obtained from large-scale irri-
gation without changes in production techniques. For example,
in the Adana area, to be served by the Seyhan project, cotton
and wheat are sown in a simple two-year rotation. To achieve
the full benefit of applied water would require a thorough
change in this system. Production would have to be intensi-
fied and diversified by the inclusion of legumes, grasses, maize
and rice in the rotation and by developing the dairy, poultry
and possibly cane sugar industries. Wheat and cotton would
then occupy about half the present acreage but their yields
would be doubled. Farms in this area are sufficiently large
to warrant such a development.

So radical a change in farming demands technical guidance
and a background of knowledge and experience not yet avail-
able to the Adana farmer. The same is true of the Gediz
River basin project. Thus while these projects hold consider-
able promise of increasing agricultural production through
irrigation and flood control, the areas involved are not yet
ready for them.

It is not too early, however, to install the ancillary tech-
nical services that will be required in these areas if the
Seyhan and Gediz projects are ever to be developed. For this
reason we recommend that two new experimental stations
with research facilities be established near Adana and Izmir.
They should be fully equipped and staffed with qualified tech-
nical personnel to conduct investigations concerning soils,
fertilizers, crops, livestock, insect pests, plant diseases and
weeds. Similar stations will be needed in any other areas in
which large irrigation schemes are contemplated.

1 See pages 144-146 on multi-purpose projects.
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Agricultural Credit
A major means of increasing production is the provision

of agricultural credit. Between 1937 and 1949 credit extended
by the Agricultural Bank and its system of credit coopera-
tives rose from TL 31 million to TL 336 million. This increase
reflects the Government's growing recognition of the credit
needs of agriculture. The Mission's review of the Govern-
rnent's farm credit policy suggests that the policy may need
some degree of reorientation if it is to be most effective in
increasing agricultural production and if the amounts spent
on agricultural credit are to bear a reasonable relation to total
public expenditures on agriculture.

At present more than 90 per cent of the Agricultural Bank's
loans to individual producers (including those made through
credit cooperatives) are for periods of less than one year
and consist largely of crop loans. The effect of these loans
has been to reduce"the usurious exploitation of the presen9
A high proportion of them has probably been used to increase
the peasant's consumption rather than to increase his produc-
tion. This is inevitable where consumption levels are so low,
and adequate subsistence for agricultural workers is in any
case a necessary part of the operating expenses of a farm.
However, it remains true that the peasant often lacks the
knowledge and skill to put his credit to productive use. Fre-.
quently his loan is too small to provide both subsistence for
himself and, capital needs for his farm.

Various measures can, in this situation, be adopted to mini-
mize the nonproductive use of agricultural credit. One obvious
step is to enlarge the size of individual loans rather than to
spread them over a wider field, even though this may tempo-
rarily necessitate a reduction in the number of recipients of
credit. Another is to relate the size of a loan less to collateral
security than to the general reliability of the borrower and
the productive use he is likely to make of the loan. This is a
particularly important factor in connection with the share-
croppers, tenant farmers and very small landholders, who have
little or no collateral and who pose a special but neglected
credit problem.
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If the credit needs of these small farmers are to be ade-
quately met, the staffs of the Agricultural Bank and of the
credit cooperatives must be strengthened to permit closer con-
tact with small-farm borrowers. Credit activities must also be
coordinated with the activities of the improved extension
service already recommended. In other words, research and
extension programs should influence the specific use for which
and the conditions under which credit is granted to farmers.
These steps are essential not only to enable the Agricultural
Bank properly to assess the creditworthiness of prospective
borrowers but also to assure that loans granted are produc-
tively used. Supervision of the use of credit would also be
facilitated in some cases by its issuance, not in cash, but in
the form of purchase orders on the suppliers from whom the
farmer expects to purchase the materials or equipment he
needs. Over a period of years these measures would result
in increased agricultural output on the small farm worth many
times the administrative cost involved.

It must be recognized that productive credit to the smaller
farmers can be increased only gradually, as the research and
extension services are expanded and their work begins to bear
fruit. In the meantime the greatest increases in production
are likely to be obtained from loans to medium and large
farms. In general the owners of these farms need credit
primarily for equipment, installations and other types of capital
improvements. Credit for such purposes should be of an inter-
mediate and long-term nature. Special attention should also
be given to increasing credits for livestock breeding and pro-
duction, since only two per cent of Agricultural Bank loans
outstanding in 1949 were allocated for such purposes. Loans
to large-scale agricultural sales cooperatives should be limited
to present levels. Additional credits should be granted to local
marketing cooperatives and, where feasible, to village handi-
craft cooperatives and small village industries producing hand
implements and consumer goods.

Provision for additional agricultural credit in the invest-
ment program outlined in Chapter XIII reflects the foregoing
recommendations. Credit extended to farmers and to credit
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cooperatives rose by TL 102 million in 1949. We recommend
that farm credit be expanded gradually during the five years
of the Mission's program. During the earlier years of this
period, major emphasis will necessarily be on credits to
medium and large farmers. In the later years, as the research
and extension programs begin to produce results, emphasis
should be shifted to the smaller farmer.

Price Supports

The Government has from time to time and in various
commodities used price supports as a means of encouraging
agricultural production. The most important instance of this
policy has been the support of cereal prices since 1938 by the
Toprak Office as the major means of increasing cereal pro-
duction. Price supports have also been used for sugar and
tea, of which the Government buys the entire output, and for
tobacco, of which the Government regularly buys 20 to 25
per cent.

In the view of the Mission, price supports are an uncertain
and ineffective means of encouraging production in Turkey.
In the case of cereals, we doubt that the maintenance of prices
above world levels has had any significant effect on production.
On the other hand the inflationary effects of the policy have
been serious and the result has been to subsidize cereal pro-
ducers at the expense of the urban consumer. Subsidization
through the pricing system is not very effective because the
farmer has too little to sell. His major need is to learn and
apply new production techniques. This can best be accom-
plished through the work of the research and extension
services, improved credit policies and, where necessary, direct
subsidies for improving farm practices.

We recommend, therefore, that the Government instruct
the Toprak Office to permit cereal prices to move down to
world price levels as rapidly as production and foreign ex-
change conditions permit. In all cases, we recommend that
the Government carefully reexamine its agricultural price
policies and restate their objectives more clearly. Such policies
should be established, not by independent or semi-independent
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agencies, but by the Minister of Agriculture within the frame-
work of an integrated agricultural development program.

In summary, we recommend that:

(I) The primary effort of the improved research and
extension services should be concentrated on methods
of improving the production techniques of the small
landowner. In this connectioni we specifically recom-
mend that consideration be given to: (a) the substi-
tution of a row crop for fallow; (b) the encouragement
of vegetable gardening in dry-farming areas; (c) the
development of better hand tools and implements;
(d) widespread testing of fertilizers throughout the
country ; (e) development of feed for livestock, par-
ticularly the use of oil cake; and (f) establishment
of controlled grazing areas and creation of nurseries
for testing foreign and domestic grasses and legumes.

(2) Irrigation should receive high priority, especially
small-scale irrigation projects based on earthen dams
or underground water. Large-scale irrigation schemes
should not be undertaken at the present time.

(3) New experimental stations should be established near
Adana and Izmir.

(4) The volume of agricultural credit should be increased
gradually and should be closely related to research
and extension programs. Special care should be taken
to assure that farm credits are used for productive
purposes. Individual loans should where possible be
larger than heretofore.

(5) Although major emphasis in the next few years will
necessarily be on credits to medium and large farmers,
the volume and distribution of loans to small farmers
should be increased as the research and extension
programs begin to produce results. Particular atten-
tion should be given to loans for livestock breeding
and production, to loans to local marketing and handi-
craft cooperatives, and to loans for village industries.

(6) The Toprak Office should permit cereal prices to fall
to world levels as rapidly as production and foreign
exchange conditions permit. Other price support poli-
cies should be reexamined in the light of their objec-
tives and of the general agricultural development
program.
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MAR}ETING AND STORAGE

All but highly developed countries suffer in varying degrees
from inadequate facilities for transportation, storage, standardi-
zation, and market and price information. In these circum-
stances, there are likely to be gluts in certain regions or seasons
and severe shortages in others and, as a result, varying prices.
As transportation and storage facilities are extended, the physi-
cal requirements for an integrated national market are gradu-
ally met. Even the best of physical facilities without standardi-
zation and adequate communication of accurate market and
price information cannot prevent loss of export and domestic
markets, serious exploitation of uninformed buyers and sellers,
excessive marketing costs and faulty production decisions.
These observations, while generally applicable, are especially
pertinent to farm products because they are produced by mil-
lions of widely scattered and poorly informed small-scale
enterprises, and are by their very nature unstandardized and
frequently perishable.

Farm-to-Market Transportation

The transportation system still leaves much to be desired.
Turkey is fortunate, however, in having a relatively well-
developed railway network covering most of the country and
its road transport facilities are improving rapidly. Completion
of the public roads program already under way should go far
to provide Turkey with an adequate and integrated transporta-
tion system. Much of this program is being devoted to major
trunk line highways. The need for village and farm-to-market
roads should, however, also receive constant attention, for the
importance of improved local roads to Turkish peasants can
hardly be exaggerated. In their absence the villages have
tended to develop self-sufficient economies. The lack of an
accessible market for the peasant's products means that he
has little incentive to produce a marketable surplus to sell
for cash. The inaccessibility of stores offering industrial goods
for sale means that he has little opportunity to spend any cash
he might have. In short, poor markets mean reduced incentive
to produce. Poor roads and communications have also pre-
vented the spread of knowledge and modern ideas into village
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life. While provincial and local governments must bear much
of the responsibility for local road improvements, the central
government should appropriate at least miiodest amounts for
this purpose. Much greater attention should also be given to
improving the equipment, schedules and services for rail and
coastal shipping of farm products, particularly livestock and
perishables. We make specific recommendations relating to
transport facilities and services in Chapter VII.

Standardization
Turkey has made progress in the standardization and

inspection of farm products. Standardization facilitates buying
and selling, particularly at long distances, by providing a
yardstick with which to measure and describe significant varia-
tions in quality. It helps the producer to get the full price to
which the particular grade of his product entitles him and
thereby encourages the production of better grades. It provides
the basis for merchandising contracts, price quotations, loans
on products in storage, and sorting and packing by producers
to meet market requirements. It also avoids frequent and
costly arbitrations. The Government has recognized these
values by creating the Office of Standardization in the Ministry
of Economy and Commerce and starting an ambitious program
of standardization. It has wisely given priority to export
crops, which are important as a source of foreign exchange
It has also appropriately centralized the definition and adminis-
tration of standards, since nation-wide uniformity is essential
to confidence in the official grading system, particularly among
foreign buyers.

The present program of standardization and inspection
should be extended to all export farm products immediately,
and to all major domestic farm products as rapidly as possible.
Present standards for export products can be improved and
brought closer to recognized world standards. The use of
official standards should ultimately be made compulsory for
alllgovernment agencies, commodity exchanges and coopera-
tive unions. Their still wider use should be promoted through
extension work in agricultural marketing and cooperation.
Therel is an especially urgent need for a comprehensive pro-
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gram of standardizing cottcn, including the varieties of seed
planted, ginning and packing techniques and the classification
of fiber according to grade and length of staple. The lower
grades of tobacco leaf, which face seriously contracting export
markets, should also be further studied from this point of view.
These changes will require a considerable expansion in bcth
research and field personnel, a marked improvement in special-
ized training, and experience in foreign markets.

Market Information and Statistics

At the present time there is no marketing service in Turkey
to collect and disseminate current information on production,
prices, market receipts and demand, nor is there any research
or extension work in the field of marketing farm products.
As a result, producers, middlemen and Government alike lack
essential knowledge about the market and price situation. If
such information were generally and regularly available, many
maladjustments in agricultural markets would tend to be
corrected without the need for direct intervention by the
Government.

The publicly regulated commodity exchanges are quite
primitive and contribute little to the provision of market in-
formation. Transactions are usually individual bargains made
on the basis of samples and personal inspection, not by com-
petitive bidding on standard grades of product. Futures
trading is almost nonexistent and prices cn the exchanges
have only a tenuous relation to prices on world markets.
Price and quantity statistics on exchange- transactions are
averages and totals of commodities of uncertain and changing
quality. They are of questionable value as sources of market
information and, in any case, are not disseminated quickly or
widely. While the exchanges are required to use the official
metric system of weights and measures, much of the peasant
population still uses familiar traditional units, thereby in-
creasing the difficulties of gathering and communicating
economic information.

An effective market information service is urgently needed.
For maximum effectiveness, such a service should be closely
tied in with the standardization program and with research
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and extension work in agricultural marketing and prices. To
achieve an effective coordinated service, we recommend the
transfer of all agricultural marketing research, standardization
and regulatory activities of the Ministry of Economy and
Commerce to the Ministry of Agriculture. An Agricultural
Marketing Service should be created in the Miniltry of Agri-

culture to improve the standardization program in agricultural
products; to collect and disseminate crop and livestock esti-
mates and market supply, demand and price information; to
forecast the economic outlook; to embrace all other statistical
activities of the Ministry; and to assume all regulatory func-
tions with regard to standardization of farm products and
commodity exchanges. The ECA Mission under the direction
of Dr. Charles Sarle, now in Turkey to render technical aid
in statistics, could give invaluable assistance in creating this
proposed organization. The Mission includes in its investment
program an allocation of TL 1.5 million for the work of the
proposed Agricultural Marketing Service in 1952 and a gradual
increase in this sum to five to six million liras in 1956.

Agricultural Cooperation
The use of detailed and accurate market information could

be encouraged and facilitated if producers more generally
organized themselves into local cooperatives for the assembly,
processing and sale of their major farm products. At the local
level, producers are in sufficiently close contact so that, with
proper encouragement and assistance, such local cooperatives
could be readily organized. Turkey's approach has, however,
been quite different. The Government has developed large-

scale agricultural sales cooperatives and has maintained rigor-
ous control over their management and finances.

The Government should not overlook the importance of
building the cooperative movement from the bottom up,

through a gradual educational prooess. An adequate research
and extension program in marketing could do much to educate
the peasants in the advantages and problems of local coopera-
tive enterprises. It would appear particularly desirable to
encourage local cooperative yogurt dairies and grist mills,

communitv grain separators, livestock, poultry, and. fruit
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and vegetable shipping associations, and oilseed assembling
and pressing plants. The resutt would be a more demo-
cratic and better managed cooperative movement. If, as a
matter of natural growth and development, these local co-
operatives federate into large-scale unions, such a movement
should of course be welcomed. Educational and promotional
activities in the field of farm cooperatives should be part of
the Ministry of Agriculture's general program of marketing
research and extension.
Grain Storage

Public grain storage policy, carried out by the Toprak
Office, presents-difficult problems. Recent crop records indicate
that bread grain production fluctuates between 2.9 million and
5.6 million tons per year.(Although some experts, both Turkish
and foreign, believe that mechanization, extension of cultiva-
tion and improved yields can assure beyond doubt a crop
sufficient for domestic needs and for some exports, it is the
conviction of the Mission that Turkey must continue to expect
fluctuations in the crop level because of the relative aridity
of the area devoted to cereal culture and because of the highly
variable weather conditions. While we do not predict a per-
manent feast-and-famine cycle, we believe that Turkey must
expect occasional shortages as well as occasional surpluses.
Grain storage policy should be geared to this situation.

If annual domestic production of bread cereals could. be
fully stabilized at the present average of 4.25 million tons
and were all consumed in Turkey, per capita consumption
(212 kilos per year) would still not exceed proper nutritional
requirements and would decline as the population increases.
Stabilization at this level could be attained by imports in years
of short crops and exports in years of bumper crops, by the
provision of sufficient domestic storage facilities to eliminate
the necessity of imports or exports at any time, or by some
combination of the two. The second possibility, assuming no
further increase in cereal production, would require a minimum
storage capacity of 1.5 million to 2.0 million' tons, as compared
with capacity of 0.6 million tons in prospect by 1954. Clearly, it
is neither practicable nor economic for Turkey to provide the
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amount of domestic storage facilities necessary for full stabil-
ization.(A considerable dependence upon imports and exports
will therefore be necessary in any case./UJntil present levels
of cereal production are considerably increased, moreover, any
gain in foreign exchange derived from cereal exports is likely
to be required at some later time to pay for necessary imports.

These considerations suggest that the present policies and
responsibilities of the Toprak Office need to be reviewed with
reference to two important problems: (1) Assuming that no
further increase in storage capacity is feasible, how can capac-
ity now in prospect be used to achieve the fullest practicable
stabilization of cereal supplies? (2) How can cereal produc-
tion be increased so that exports from average and bumper
crops will result in permanent gains in foreign exchange,
without deprivation of Turkish consumers? Both problems
are closely related to cereal prices. They cannot be simultane-
ously solved by any storage policy. A storage program can
stabilize prices only insofar as price fluctuations are caused
by variations in yields. This it can do by stabilizing physical
supplies without regard to price changes due to other factors.
In addition to physical storage policy, Toprak has the respon-
sibility for holding down consumer prices against general
inflationary pressures and for encouraging increased cereal
production. The first of these is more appropriately a problem
to be dealt with by fiscal policy, the second (as we pointed
out earlier) a problem to be overcome by general programs
directed toward increasing agricultural productivity. If stor-
age stocks must be manipulated in order to raise prices to
producers or to lower prices to consumers, physical supplies
may well become less rather than more stable.

It is therefore essential that Toprak's responsibilities in
the cereal field be limited to operation of a storage program
for stabilizing physical supplies. Even this problem is diffi-
cult. With the limited amount of present and prospective
storage capacity, it is quite possible to fill or exhaust storage
facilities in a single year, leaving no leeway for additional
stabilizing operations if a second crop of the same large or
small size should follow immediately. Consequently, if Tur-
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key's storage program is to maximize the stabilization bene-
fits of existing storage resources, the Toprak Office should
ration its storage facilities. For example, it might take as its
criterion of storage policy a five-year moving average, ending
with the previous crop-year, of domestic cereal production.
It might then specify that, in each year in which actual
production exceeds (or falls short of) average production by
more than 10 per cent, it will purchase (or sell) 33 per cent
of the excess (or deficit). Such part of the remaining 67 per
cent of the excess (or deficit) might then be exported (or
imported) as the situation allows. While this would provide
far from complete stabilization, it would maximize the bene-
fits of such storage facilities as do exist.

In summary, we make the following recommendations con-
cerning the marketing and storage of agricultural commodities:

(1) In its general transportation program, the Govern-
ment should recognize the importance of farm-to-
market roads and improve the equipment, schedules
and services for rail and. coastal shipping of farm
products.

(2) The Government should expand and improve its pres-
ent program of standardization and inspection of farm
products with special attention to cotton and the
lower grades of tobacco leaf. Major non-export farm
products should be brought within the program.

(3) The Government should create an Agricultural Mar-
keting Service in the Ministry of Agriculture to collect
and disseminate statistical information on current and
prospective production, supplies, inventories, prices
and consumption for all major products. This service
should include all statistical activities of the Ministry
of Agriculture and all regulatory functions relating
to standardization of farm products and to commodity
exchanges.

(4) The Government should encourage the establishment
of local producer-managed processing and marketing
cooperatives.

(5) The grain storage program should have but a single
objective, the stabilization of physical supplies of
cereals to the maximum extent permitted by storage
facilities.
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FORESTRY AND FISHEIES

Forestry

Turkey's forest resources are scarce. Although scrub
growth is found in many parts of Turkey, the only existing
forests of commercial importance are concentrated along the
sea coasts. Even these forests have been threatened with
devastation by nearby villagers who have cut trees indiscrim-
inately for sale or fuel and have grazed their livestock,
especially goats, without adequate restraints. Where these
forest lands have been denuded soil erosion is a major problem,
because of the high rainfall, steep slopes and shallow soils
characteristic of the coastal mountain ranges.

The Turkish Forestry Service has had control over the
felling and marketing of timber only since 1937. Only since
1944, when all private forests were nationalized, has it con-
trolled inspection, planting and tending as well. At present,
the Forestry Service has full powers to institute measures for
the protection, rational utilization and reforestation of all
Turkish forest lands. It should be given encouragement and
financial support. (To return the exploitation of commercial
forests to private enterprises would be both improvident and
unwise.

Fisheries

Turkey's fishing industry, centered in Istanbul, is sup-
ported by migratory fish, particularly bonito, tunny, mackerel,
swordfish, herring and sardines. About two thirds of the
annual catch is made during the migratory periods. Of some
500,000 tons of fish estimated to pass annually through the
Straits, only 6,000 to 8,000 tons have been landed annually at
Istanbul in recent years. This may be compared with an annual
average of 29,000 tons in 1939-41. The estimated total fish
catch for all of Turkey fell from a peak of 75,000 tons in 1938
to about 20,000 tons in 1948.

Not more than a third of the annual catch is consumed in
Turkey. This is due partly to the lack of refrigerated trucks
and railWay cars, which prevents delivery to the interior, and
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partly to the lack of interest in fish for food among inlanders.
The remainder of the catch is exported in salted, canned, dried
or fresh form. In certain prewar years, Italy took as much as
30,000 tons of fresh frozen bonito and Greece 6,000 to 8,000
tons. Since then the increase in Turkish export prices and
the development of the Italian and Greek fishing industries
have reduced these exports sharply. Although Bulgaria,
Czechoslovakia, Germany and Italy formerly took some ex-
ports of salted fish, the Middle Eastern countries are now
the principal markets.

Turkey's facilities for catching, handling and processing
fish are very limited. The fishing fleets are still primitive,
using motor equipment only to tow small open boats to the
fishing grounds. These open boats, manned by oars, operate
in pairs with a small net or purse-seine between them. Lack-
ing modern equipment, the Istanbul fishing fleets have an
effective range of operations of not more than 20 miles. Hence
fishermen must wait for the fish to pass their way instead of
seeking them out at longer distances. The fishing season is
thus shorter than need be and deep-sea fishing is possible
only on a very small scale.

In Istanbul, fishing fleets usually sell their catch to re-
tailers at auction in the municipally-controlled central fish
market. The market is often glutted, resulting in low prices
and much waste, and at times fish are thrown back into the
sea. The fishing industry has been handicapped because of
inadequate cold storage, freezing and processing facilities
ashore. It has also lacked vessels with enough freezer storage
space for exporting fresh fish to neighboring countries.

In 1949 the Turkish Government submitted to the Organ-
ization for European Economic Cooperation (OEEC) an
ambitious plan for developing the fishing industry with ECA
aid. This plan was estimated to require TL 75 million in
foreign exchange and TL 28 million in local currency over a
three-year period. Only a small fraction of this program was
approved. During 1949-50, ECA allotted seven million liras
in drawing rights for 48 fishing boats, 12 refrigerated trans-
port boats up to 40 tons, five cold-storage plants in Istanbul
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and three Black Sea ports, and a canning plant in Istanbul.
The Government is also planning a biological survey of
Turkish fishing grounds which should be carried out promptly.
Administration of the new fisheries program has been assigned
to the Toprak Office, which placed orders for German and
Danish fishing and transport equipment during 1950. This
equipment will be sold to private fleet operators on a 10-year
installment plan. According to present plans, Toprak will
itself operate the cold storage and processing plants, against
the wishes of leading private operators in the industry.

These investments in the fishing industry appear to be a
worth while experiment. The amounts involved thus far have
been sufficiently modest to have been justified without await-
ing the completion of the proposed biological survev. Further
investments should certainly await the results of this survey,
for until now there have been only informed guesses as to the
extent and location of Turkey's fish resources. The findings
of a scientific investigation should throw valuable light on the
types of equipment, size of vessels and location of processing
facilities which should be given priority in any additional
program of development of the fishing industry.

There should also be a more thorough study and rea) istic
appraisal of the export prospects for Turkish fish. (ECA
assistance to the Greek and Italian fishing industrie 'may
make complete recov ry of Turkey's prewar market for fish
difficult or impossible.| The development of the Turkish do-
mestic market should not be overlooked. As cold storage and
transportation facilities are improved, it may become possible
to deliver fish to interior points at prices within the reach
of the masses of the people. Every effort should be made to
promote domestic consumption of fish as a means of improv-
ing the Turkish diet.

If the biological and market surveys both support present
optimistic estimates of prospects for an expanded Turkish
fishing industry, a cautious expansion of investment in this
field should follow. In the process, however, the Turkish
Government should encourage private enterprise to develop
additional storage and processing facilities.
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In summary, we recommend that:.
(1) The Forestry Service should be given full support

and adequate financial backing in its program for the
protection, rational utilization and reforestation of all
Turkish forest lands.

(2) In the national interest, the Government should retain
control of all forest resources.

(3) The present program for expanding the fishing indus-
tfy should be carried out but further expansion should
await completion of the proposed biological survey
which should be carried out promptly. In the mean-
time, a market survey should be undertaken to appraise
the export prospects of Turkish fish and efforts should
be made to promote domestic fish consumption.





CHAPTER VI

Industry and Mining

This Chapter reviews the present status of industry and
mining and makes recommendations as to investment priori-
ties and other aspects of industrial and mining operations.
These recommendations are designed to help the Government
not only in planning its own program in these fields but in
formulating economic and financial policies affecting private
industrial investment. The organization and function of state
enterprises, which at present carry on a large part of all
industrial and mining activities in the country, are considered
later, in Chapter VIII, as is also the role of the State in
promoting productive private investment.

INDUSTRY

Present Plant and Production

While Turkish industrial resources are still limited in
scope, in the aggregate they are of considerable importance.
Since Turkey has never had a complete census of manufac-
tures, our survey of these resources must necessarily be
rather general.

The principal heavy-goods industries are iron and steel,
metalworking, cement, building materials and chemicals, most
of them established under the first five-year plan for indus-
trialization, begun in 1934. Apart from three private bar mills
and some small foundries and forges, the entire iron and steel
industry is operated by the Government itself. The Karabiik
Iron and Steel Plant includes 42 coke ovens of 300,000 tons
annual capacity; two blast furnaces with a combined capacity
of 300,000 tons, an open-hearth section with a total capacity
of 150,000 tons of ingots, three rolling mills and one plate mill
with an annual capacity of 110,000 tons of steel products, and
a cast iron pipe factory of 12,000 tons capacity. In addition,
the military factory at Kirikkale has two small open-hearth
furnaces and a small electric furnace, an iron foundry, a forge
shop and two rolling mills.

93
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The metalworking industries are entirely private. Their
principal products are iron and steel wire, tools, stoves and
an indeterminate amount of other products, both machine and
hand-worked.

There are five cement factories in Turkey, with a total
capacity of about 400,000 tons, of which 28 per cent is in state-
owned plants at Sivas and Ankara and the remaining 72 per
cent in three privately-owned plants in the Istanbul area. The
brick and tile industry is largely in private hands, centered in
nine factories in Eskisehir with a total annual production of
about 30 million bricks and tiles. There are also some private
brickyards in Istanbul. State owned plants at Sivas and
Kiitahya produce about seven million pieces per year while
a state plant at Zonguldak has a capacity of 2.4 million. The
state firebrick factory at Filyos has an annual capacity of
10,000 tons of refractory bricks and 1,000 tons of mortar.

The principal heavy chemitical products produced in Turkey
are sulphuric acid, superphosphate and coke by-products. Pro-
duction of sulphuric acid and superphosphate is confined to the
state-owned plant at Karabiik which has an annual capacity
of about 18,000 tons of acid and 16,000 tons of fertilizer.

Among Turkey's major consumer goods industries are tex-
tiles, paper, leather and shoes, sugar. tobacco, alcoholic bever-
ages and various food processing industries. In the cotton
textiles industry, it is estimated that there are 325,000 spindles
and 5,700 looms (excluding an estimated 40,000 domestic
hand looms). Of these, state factories account for about 46
per cent. Generally, the state plants have more modern
equipment that the private plants. In woolen textile manufac-
turing, the state factories, with about 30,000 spindles and 500
looms, have 50 to 60 per cent of total present capacity and
plan to increase that capacity substantially. About 10 per cent
of existing capacity is for carpet manufacturing. A consider-
able number of small, privately owned silk factories operate
in Bursa. In addition, the state owns a rayon factory, produc-
ing about 300 tons of yarn annually.

Turkish cotton ginning is in a primitive state. While there
are a few modern, efficient saw gins in the Izmir and Adana
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areas, most cotton is ginned in scores of small roller gins,
which require much hand labor. Many gins lack bale presses,
so that soft bales of less than 100 kilograms are frequently
produced and have to be re-pressed into standard bales before
export.

The state paper factories at Izmit have an annual capacity
of 22,000 tons of paper and cardboard.

The majority of shoes in Turkey are still produced by hand.
The state operates one large leather tannery and shoe factory
near Istanbul, with an annual capacity of 800,000 to 900,000
pairs as compared with annual shoe consumption of some 10
million pairs. There are a number of private tanneries in
Turkey but no private leather shoe factories. Two private
manufacturers of rubber footwear, producing over a million
pairs annually, are located in Istanbul.

Sugar, alcoholic beverages, tobacco products, salt and
matches are all produced or controlled by state monopolies.
The four state sugar factories have a total annual capacity of
about 120,000 tons of refined sugar and 6,000 tons of unrefined
alcohol. Plants of the state alcohol monopoly have a capacity
of some 20 million liters of beer, four million liters of wine,
four million liters of raki and other hard liquors and four
million liters of industrial alcohol. The state monopolies are
also equipped, to produce about 18,000 tons of tobacco products,
270,000 tons of salt and 60,000 crates of matches a year.

Except for sugar and alcoholic beverages, the food process-
ing industries are largely in private hands. The largest such
industry in Turkey is flour-milling. Both Istanbul and Eski§ehir
are large milling centers, the latter having three large mills
with a total daily capacity of 250 tons, the former probably
producing 300 to 500 tons of flour per day. Most of the rural
population depends upon small-scale private grist mills, using
crude, water-driven millstones. Although still far from fully
developed, the vegetable oils industry is already of some import-
ance. Olives, cotton, sesame, poppy, flax, sunflower and tobacco
seeds are all available raw materials. The extraction of crude
oils is usually carried on in hundreds of small privately-owned
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local presses of the most primitive design. Except for that
part consumed locally, the crude oil is shipped to a few large
refineries in the Izmir, Istanbul and Adana areas. Estimated
total production of vegetable oils is around 70,000 tons to
80,000 tons. At the present time, the sole hydrogenation
plant, located at Izmir, manufactures annually 2,500 tons of
vegetable shortening and 1,000 tons of soap, about one third
of total domestic production. Another private plant to manu-
facture margarine and ghee butter will soon be established
in Thrace.

Up to now, the Turkish meat packing industry has been
almost wholly undeveloped. Even the most modern slaughter
houses are highly uneconomic in their use of labor and waste
large amounts of by-products. ECA has under consideration
a program to assist in the financing of several large modern
meat packing plants as part of a large program projected by
the Government. The milk processing industry is in a very back-
ward condition. There are no pasteurizing plants in Istanbul.
Factory production of milk products is limited to a consider-
able number of private yogurt plants, which also produce
small amounts of butter, and two private dried milk plants
which supply a relatively low-quality, roller-dried product for
the domestic chocolate industry. One of these plants also
produces a wide variety of packaged cheeses in relatively small
quantities.

Despite Turkey's great variety of fruits and vegetables, the
canning, preservation and juice extraction industries are poorly
develQped. Handicapped by the high cost of sugar and tin
cans, which are manufactured by hand in each local process-
ing plant, the Turkish cahning industry consists of a small
number of small-scale, relatively primitive plants. Fish process-
ing operations are also very limited, with less than 1,000 tons
of cold storage capacity, a dozen small canning plants with
daily capacities of one and a half to 10.0 tons each, 14 very
small salting establishments and a considerable number of
primitive drying operations. Cold storage facilities in five
Turkish ports and a canning plant in Istanbul, all assisted by
ECA financing, are now under construction.
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The wood products industry, wholly in private hands, pro-
duces considerable quantities of plywood veneer, light and
heavy plywood and fibre wall plates. Much of the plywood
production is exported. The manufacture of furniture is con-
fined to small handicraft shops. A small amount of window
glass is manufactured by private plants. There are several
private blown-glass products factories, most of which were
established during World War II and merely reprocess broken
bottles. The only such plant which uses basic raw materials
for glass making is the Pa,abahce factory owned by the I,
Bank. Prior to the war this plant enjoyed a monopoly posi-
tion in the Istanbul area. It produces around 10,000 tons of
glass per year. About 600 tons of decorative pottery are pro-
duced in Kiitahya and Istanbul.

As even this cursory review shows, state-owned industrial
enterprises constitute a major portion of the total industrial
resources. Most of those enterprises have been created since
the inauguration, in 1934, of Turkey's first five-year plan- which
called for the development of the textile, iron and steel, coke,
chemical, glass and sugar industries. Subsequent plans pro-
vided for the expansion of existing government factories and
the development of new industries, particularly cement, cer-
amics and rayon. The Government has also engaged in
industrial production through the Monopolies Administration
which processes tobacco and produces alcoholic drinks, salt,
matches and other products. Another group of state-owned
factories, operated until recently by the Ministry of National
Defense, is now managed by the Machine and Chemical
Industries.

The bulk of the Government's investment in industry has
been channelled through the Silmerbank. Recent increases in
the output of the Sumerbank industries, which have in some
cases been spectacular, are shown in Table VI.

Marketing
The distribution and sale of merchandise are still in an

elementary stage of development, largely because of the low
level of income and hence of purchasing power, the high rate
of illiteracy, the remote location of most of the population



TABLE VI

PRODUCTION OF CERTAIN COMMODITIES BY SUiMERBANK INDUSTRIES,

1943 TO 1949

Commodity Unit 1943 1944 1945 1946 1947 1948 1949

Cotton yarn ......................... 1000 Tons 9.1 13.9 10.4 14.7 14.4 14.2 15.1

Wool yarn . ........................ " 3.8 3.9 3.8 3.8 3.8 4.1 4.6

Cotton cloth ......................... Million Meters 52.4 69.3 60.9 82.1 93.0 92.0 93.3

Wool cloth . ........................ " 3.4 4.3 5.0 5.2 5.4 5.1 5.0

Coke .......... .. ............. 1000 Tons 183.0 208.6 227.3 262.2 260.1 270.7 292.4

Pig iron .......................... "55.3 69.8 70.2 77.9 99.0 102.0 112.7

Steel ingots ......................... 42.7 60.8 63.5 79.9 92.6 101.2 101.0

Finished steel .......................... 36.0 42.8 85.8 105.5 71.0 n.a. n.a.

Iron pipe ......................... 6.2 7.8 4.7 4.6 6.5 7.4 11.0

Leather ......................... 1.7 2.0 2.0 1.4 1.8 1.8 1.6 2

Shoes .......................... Million Pairs 1.1 0.9 0.8 0.7 0.7 0.9 0.8

Paper ....... .................. 1000 Tons 10.3 12.5 11.2 17,3* 20.2* 20.0* 19.2*

Cement (Sivas only) ..... .... . .... . .......... " 26.2 74.7 62.6 74 .4 102.4 92.2 100.0 z
Brick ......................... Million Pieces 0.8 1.1 2.3 2.4 2.6 3.1 3.1 0

Tile ................ .......... " 1.0 1.5 1.3 2.4 2.9 3.9 3.6 FC

Rayon ....... .................. Tons 109 240 262 298 308 287 282 °

* Includes cardboard.
Source: Siimerbank.
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and the absence of large, mass-production industries. The
prospective volume of sales is too small to permit the estab-
lishment of well-organized, large-scale and integrated sales
and service organizations. Tax and labor laws have imposed
additional artificial barriers to the creation of large distribution
units. At almost every stage of production and distribution
operations are small in scale, middlemen are numerous and
high margins are relied on to offset low turnover.

There has as yet been little or no integration of the manu-
facturing and distributing functions, by which some of the
economies of larger-scale distribut;on might be realized.
Public enterprises have made some efforts in this direction,
but their emphasis has been on production rather than distri-
bution and they have been relatively insensitive to the chang-
ing demands, tastes and needs of consumers. Advertising and
other methods of sales promotion, market research, the use
of trade-marks and brands, efficient and attractive packaging,
and a flexible price policy are notably lacking. State enter-
prises show no greater ingenuity in marketing their products
than do private firms. The fact that producers are slow in
adapting their production to the demands of consumers is
one reason for the prevalence of large and uneconomical
inventories of goods.

Although private firms still predominate in Turkish trade,
the State has considerably increased its activities in this field
in recent years. The State has intervened in part to sell the
products of state factories. In most cases these products have
been sold to industrial users or to wholesalers. In the case
of textiles and shoes, however, the Siimerbank has undertaken
sales direct to consumers and for this purpose has set up
chains of stores. By the establishment of the Petrol Office,
the State has engaged in petroleum distribution. The Toprak
Office, whose operations were originally limited to the han-
dling of cereals and flour milling, has grown tremendously
until it may now buy, store, process and. sell most vegetable
and animal products. It is now also in charge of the develop-
ment of the ECA-sponsored processing and cold storage
plants for meats and fish.
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Priorities for Industrial Investment

Industry as a whole will naturally claim a large share of
any Turkish development program. Before such a program
can be laid out, however, we need to establish the relative
claims of the various industries to such investment funds as
may be available. On the basis of the general principles stated
in the Introduction to Part Two, the Mission recommends
the following as the most promising fields for development
or expansion:

(1) Processing of agricultural products, especially food
processing and cotton ginning;

(2) Light machinery, toolI and metalworking industries
such as foundries and galvanizing plants, stove making,
simple pumps, plows, hammers and saws;

(3) Building materials such as cement, brick, tile and glass;
(4) Leather working and shoes;
(5) Woodworking industries to make furniture, veneer

and plywoods;
(6) Light chemical industries to make the simple pharma-

ceuticals, vaccines and serum, soap, insecticides and
the like;

(7) Ceramics and pottery;
(8) Village handicraft industries.

Textiles would ordinarily appear in a list of this kind. The
cotton textiles industry is almost ideal for development in
Turkey and it has in fact been developed to a very considerable
extent. In this, Turkey has made a very judicious use of
available resources. Textiles have not, however, been included
in our list because of the possibility that with the projects
now under way, the industry has for the time being already
been expanded far enough, especially in cotton textiles. A
careful survey is required to determine whether additional
textile capacity is a priority need. In any case, more attention
should be given to the production of low-priced staple and
basic materials, leaving the finer and luxury products to be
imported. With concentrated research a method for using
native wool in making staple and economical clothing can
probably be found.
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Food processing should be developed gradually, with em-
phasis on processing perishable foods, using simple methods
and supplying basic, staple goods at prices within the reach
of low-income families. Milk processing facilities, especially
pasteurization plants, are urgently needed in all the larger
cities. More expensive processing should be undertaken only
for goods which can be profitably exported and only after
careful study of the prospective stability of demand.

The light machinery, tool and metalworking industries
offer great possibilities if producers will use ingenuity in
devising products suited to the Turkish market. A practicable
metal plow, for example, simple and cheap enough to displace
the peasant's wooden stick, might find a wide market and
work a minor revolution in Turkish agriculture if the extension
service could get it accepted by the farmer. The same might
be true of a simple grain separator to replace the sled used
at present. Many more modern cotton gins also are needed.
Iron and steel production should be adapted to insure a supply
of the right kind of material for these metal-using industries.

The leather and shoe industry is well suited for develop-
ment in Turkey. Thus far, the state-owned shoe factory is
the only large producer of shoes in the country. The prin-
cipal need is for simple, substantial and inexpensive shoes
for the peasants. In addition to new capacity, research to
improve the quality and treatment of native hides should
make it possible to reduce imports of leather from Europe.

More building materials, especially window glass, are
needed. Here again, emphasis should be put on the production
of simple and economical materials.. We have excluded heavy
or complicated products from the chemical industries appro-
priate to Turkey. We suggest one possible exception, however.
Agricultural development will 'create a large demand for
chemical fertilizers, especially phosphates. Some of the raw
materials exist in Turkey and some fertilizers are already being
produced. The Government should undertake a special study
to see if it is feasible to produce an adequate supply of such
fertilizers in Turkey at economic prices. If it is, this field
warrants investment.
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Although the industries we have cited are generally suit-
able for development, we do not mean to imply that they
should all be developed at once on a large scale. Gen-
erally, growth should be gradual so that workers can be
trained and techniques and practices can be mastered and
adapted to the special conditions prevailing in Turkey. In
many cases, the growth of one industry will have to be co-
ordinated with the development of related industries.

The priorities suggested above indicate also the industries
which should not be developed in Turkey at present. The
more important ones are:

(1) Luxury goods of all kinds;
(2) Heavy machinery and metalworking industries;
(3) Heavy chemical industries;
(4) Cellulose and paper.
In each of these cases either domestic raw materials are

unavailable, necessary skills are lacking, capital requirements
are high, there is no substantial demand for the product or
some combination of these factors is present. In most cases,
it will probably be desirable to retain any existing capacity
in these industries and to make the most economical use of it,
since the equipment is not likely to be readily adaptable to
other uses. It may even be necessary and desirable to make
further limited investments in order to utilize existing equip-
ment efficiently. Thus, with ECA help, the Sumerbank is
investing some TL 19 million at Karabuk for a new sinter-
ing plant, new coke ovens and changes in a rolling mill.
Moreover, if any industry in this list is regarded as essential
to national security the Government may decide to maintain
it and subsidize it despite its uneconomical nature. If so,
however, it should be done explicitly and with a clear under-
standing that resources are being diverted from productive
to security purposes.

Current Investment Programs

Public enterprises alone invested about TL 38 million in
industry in 1949. For 1950 and 1951, their investments are
estimated at about TL 84 million each year. No reliable data
are available on private industrial investment, but it has
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probably varied between TL 25 million and TL 40 million
annually, making a grand total of TL 110 million to TL 125
million.

Since only partial and unreliable data are available on the
plans of private enterprise, our review of current investment
commitments is necessarily limited to state enterprises. Some
of the commitments of the latter, because of their advanced
nature, must be accepted as part of the Mission's program;
others, not so far advanced, may be reappraised as to their
desirability.

Since the war, investment programs have been formulated
for all the major government-owned industries. These pro-
grams, however, have been in a constant state of change. Al-
though their time schedules are frequently indefinite and many
cost estimates are very tentative, the projects included within
these programs indicate the areas and extent of current plan-
ning.

Table VII shows the Siumerbank's postwar investment
program, totalling TL 173.5 million, as reported at the end
of June 1950. Many of the projects are already completed,
only TL 66.2 million being required for financing from 1951
on. The Siimerbank program is heavily concentrated in
textiles. Including power plants for textile factories, postwar
Siimerbank investments in this field amount to TL 104.8
million. Of this sum, TL 64.4 million represent investments
in cotton textifes, TL 27.8 million in woolens and TL 12.6
million in hemp and rayon.

The paper factories at lzmit are also being expanded to a
considerable extent, as is the Sivas cement factory. The new
firebrick factory at Filyos is virtually completed. Three pro-
jects for the Karabiik steel mill are being undertaken with
ECA assistance.

The Monopolies Administration also has several invest-
ment projects in process. These include expansion of the
Istanbul Brewery at a total cost of TL 7.5 million and salt
extraction plants at Camalti and Yav,an, which are being
erected with ECA assistance. Their cost is estimated at TL
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TABLE VII

POSTWAR INDUSTRIAL INVESTMENT PROGRAM OF THE SiIMERBANK

As OF JUNE 30, 1950*

(Thousands of Liras)

Total Alreadv Alloca- Remaining
Estimated Spent by tions for to be

Project Cost End 1949 1950 Allocated

Extension of Bakirkby cotton
textile factory ........................ 10,102 8,971 1,131 -

Izmir cotton textiles combine ....- 30,000 3,668 10,971 15,361

Extension of Eregli cotton spin-
ning factory ........................ 4,048 1,718 1,224 1,106

Denizli cotton spinning factory.. 7,289 267 1,345 5,677

Erzincan cotton spinning factory 8,605 228 1,708 6,669

Turbine for Nazilli cotton tex-
tile factory ......... , 532 378 154 -

Derme power plant (Malatya
cotton textile factory).. ............ 3,786 3,596 190 -

Extension of Merinos woolen
textile factory ......... 26,816 3,053 11,325 12,438

Extension of Hereke woolen
textile factory ........................ 1,016 328 688 -

Extension of Gemlik rayon plant 6,995 5,647 840 505

Task6prii hemp processing fac-
tory .,,, 5,650 993 2,532 2,125

Extension of cellulose and paper
industry .. ...................... 25,047 11,573 8,225 5,249

Extension of Sivas cement fac-
tory . , ,, 5,867 1,577 3,256 1,034

Filyos firebrick factory ................ 10,950 10,939 11 -

Chemical industry study .. ............. 309 9 - 300

Machine industry study ................ 1,122 822 - 300

Diyarbakir felt factory ...... ........ .. 6,256 222 1,400 4,634

Reorganization and extension of
Karabdik rolling mill , -........... 4,500 - 1,000 3.500

Extension of Karabiik coke
ovens ...... .................. 8,781 - 4,555 4,226

Karabiik sintering plant.. ............. 5,857 - 2,831 3,026

Total ........................ 173,525 53,989 53,386 66,150

* See explanation in text page 101 concerning time period and reliability
of data.

Source: Siumerbank.
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4.2 million in foreign exchange and TL 5.5 million in domestic
expenditures.

Public Information and Research
As in the case of agriculture, it is both necessary and

appropriate that the State provide for industry and commerce
those basic informational services and facilities that are essen-
tial to effective operation of a private competitive system. This
includes reliable and comprehensive information on current
economic conditions and prospects and on developments in
production methods and marketing techniques. It also includes
price-reporting, grading and standardization services.

We recommend, therefore, that an Industrial Marketing
Division be created in the Ministry of Economy and Commerce.
Foreign technical assistance would be helpful in its establish-
ment. This organization should conduct research and publish
statistics on marketing channels, prices, terms of trade and
costs of industrial products. It should make general surveys
of domestic and export markets, sales opportunities and con-
sumer preferences, and promote improved quality control in
manufacturing. It should serve as a clearing house through
which information about marketing practices and pricing tech-
niques, particularly those followed in more advanced countries,
could be made readily available to domestic manufacturers and
distributors. Finally, it should develop means of preventing
adulteration and mislabelling, in order that the consumer may
be better informed and the honest manufacturer protected
against unfair competition.

Price and Inventory Policies
In both state and private industry, manufacturers' inven-

tories of finished products are often maintained at a high level.
In state industry, an important cause of recent accumulation
of inventories has been the settting of prices at such a high
level as to retard sales. With the increased availability of
imported goods since the war, sales of state factories have
fallen off and their inventories have mounted at a rapid rate.
For example, stocks of steel products have accumulated at
Karabuk, because the delivered price of Siimerbank steel at
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tstanbul was, until recently, higher than that of imported
steel. The situation is aggravated by inefficiency in marketing
operations, high administrative costs, the cost of social ser-
vices and a psychological attitude common among managers
of state enterprises, which prefers a stock of goods to a book-
keeping entry in the ledger of a state-owned holding company.

Other factors are also involved in the price policies of
state enterprises. For example, prices of state textile products
have been(artificially maintained at high levels) to provide
the large profits required to finance other operations or invest-
ments. The price of domestic coal, on the other hand, has been
kept below ccst of production, with the Government subsidiz-
ing the loss.

No satisfactory production, inventory and price policies
can be established for the products and services of state enter-
prises without a clear definition of the basic purpose to be
achieved. The Mission believes that the fundamental aim of
the Government in this respect should be to adapt its produc-
tion to consumer needs and to sell the products of its industries
at the lowest price consistent with efficient business operation.
Given this principle, it follows that the prices of goods produced
by state factories should relate closely to their costs of pro-
duction. The Government should consider an exceptionally
high rate of return in any given enterprise as an indication that
prices and profits should be reduced and supplies increased by
expanded production or imports. Conversely, as a general
rule, an abnormally low rate of return in a particular enter-
prise should be taken to indicate the desirability of curtailing
its operations, instead of subsidizing its losses from more
profitable enterprises. Abnormally high-priced goods and goods
produced merely for inventory or for inventory speculation
represent a partial waste of resources. Possible exceptions
to the general rule are industries important to defense and
commodities, such as tobacco and alcoholic beverages, pro-
duced largely for revenue. Such exceptions should be con-
scious and deliberate.

In the light of the general criteria for investment priorities,
the Mission recommends, in summary, that:



INDUSTRY AND MINING 107

(1) The most promising fields for industrial development
or expansion are, in order of importance: (a) process-
ing of agricultural products; (b) light machinery,
metal and tool industries; (c) building materials; (d)
leather working; (e) woodworking; (f) light chemi-
cals; (g) ceramics and pottery; and (h) village handi-
crafts.

(2) Though textiles would ordinarily appear in such a
list as this, the Government should make a careful
survey to determine the priority of need for additional
capacity before sanctioning new investments in this
field.

(3) Industries producing luxury goods of all kinds, heavy
machinery and metal products, heavy chemicals (with
the possible exception of fertilizers), cellulose and
paper should not be developed at the present time.

(4) A study should be made to determine whether chemi-
cal fertilizers, especially phosphates, can be produced
in significant quantities at economic prices. If so,
investment in this field would be warranted.

(5) The Government should adopt these priorities in
planning its own industrial investments and in formu-
lating economic and financial policies affecting private
industrial investnment.

(6) The Government should review its current industrial
investment program in the light of these recom-
mendations and, where feasible, make adjustments
accordingly. /

(7) An Industril, Marketing Division should be estab-
lished in the Ministry of Economy and Commerce to
provide the public research and information services
essential to both state and private enterprise.

(8) As a general principle, production of state enterprises
should be adapted to consumer needs and their goods
and services sold at the lowest prices consistent with
efficient business operation. Prices should thus be
closely related to costs, and production and inventories
should be related to consumer demand.

MINING

Current Production
The principal minerals known to be present in Turkey are

coal, lignite, chrome, iron, salt and copper. The proven reserves
of bituminous coal are believed to be 500 million tons; of sub-
bituminous coal, over 125 million tons; and of lignite, very
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large. Reserves of iron are estimated to be over 40 million
tons; of chrome, several million tons; and of sulphur, about
one million tons. Other minerals present in varying amounts
and being mined at present include manganese, mercury, anti-
mony, asbestos, magnesite, boracite, emery and meerschaum.
Spasmodic production of gold, silver and fuller's earth has
taken place over the years.

Except for coal, lignite, chrome, iron and salt, mineral pro-
duction is relatively insignificant, as is shown in Table VIII.
The output of coal has risen from 2.5 million tons in 1937
to over four million tons. Production of sub-bituminous coal
and lignite has increased spectacularly from 158,000 tons in
1938 to 1.3 million tons in 1949. Chrome ore production has
varied over a wide range in accordance with foreign demand.
In 1949 it reached an all-time peak of 433,000 tons. Production
of blister copper has in recent years been in the vicinity of
10,000 to 11,500 tons. Production of salt by evaporation from
the sea and by extraction from the great Salt Lake (Tuz Golu)
has been a commercially profitable undertaking. Output varies
but in recent years it has exceeded 250,000 tons annually.

Although petroleum prospecting has been emphasized in
recent years at the expense of general geological survey work,
no significant amount of oil has yet been found in Turkey.
One small state-operated field in the southeast has been pro-
ducing from 50 to 60 tons of crude oil a day since 1946. It is
estimated that this field has proven reserves of 23 million tons,
with a possible reserve of as much as 55 million tons. B3ecause
the quality is poor, asphalt and diesel oil are the principal
derivatives rather than gasoline, kerosene and motor oil. In
the Adana area, surface seepage has raised hopes of finding
large oil deposits similar to those in other Near East countries,
but exploratory drilling has thus far been wholly unsuccessful.

The State is the largest producer of minerals. In part its
operations are a continuation of the foreign concessions which
were bought out by the Government after the establishment
of the Republic. The remainder are new exploitations, begun
by the Government following the inauguration, in 1937, of the
second five-year plan, which emphasized mineral and power
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TABLE VIII

PRODUCTION OF PRINCIPAL MINERALS, 1938 TO 1949 i
(Thousands of Tons)

z
Sub-Bitu-

Coal minous
(Un- Coal and Iron Chrome Blister z

washed) Lignite Ore Ore Salt Copper Sulphur Manganese Boracite Emery X

1938 .2,589 158 73 287 n.a. 2.3 3.8 2.2 4.1 8.5
1939 .. ...... 2,696 185 231 282 240 6.7 1.1 0.5 15.2 10.0
1940 .3,019 229 130 170 234 8.8 3.7 0.5 5.3 8.6
1941 .3,020 301 61 136 251 10.5 2.2 1.4 2.2 5.1
1942 .2,510 390 19 116 241 8.3 2.7 3.4 n.a. 9.3
1943 .3,166 625 92 155 266 9.7 3.4 2.7 n.a. 7.8
1944 .3,560 764 90 182 257 11.0 3.4 1.9 n.a. 0.1
1945 .3,720 725 126 147 254* 9.8 4.2 5.1 5.0 2.2
1946 .......... 3, 604 112 103 206 10.0 3.0 2.4 2.2 8.5
1947 .3,946 840 149 157 276 10.1 2.7 5.8 3.6 11.8
1948 .4,023 1,010 192 285 *263 11.0 2.6 8.3 5.3 7.9
1949 .4,183 1,259 211 433 n.a. 11.3 3.1 25.0 7.1 8.9

* Seven months only.
Source: Central Statistical Office.
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production. All state mining operations are the responsibility
of the government-owned Etibank, which is the sole producer
of bituminous and sub-bituminous coal, iron, copper, sulphur
and petroleum and the principal producer of chrome and brown
lignite.

The mines operated by the Etibank are generally located
in remote parts of Anatolia. Their development has been
costly, in many cases requiring heavy capital investment in
equipment and in power facilities. Transportation of ores'
is expensive, both from the mine face to shipping points and
from the mining areas to ports or markets. Living and work-
ing conditions in the mining regions are rigorous and charges
for social services to workers are high.

The Zonguldak ccal mines constitute the Etibank's largest
operation; indeed, they are the largest single industrial or
mining project in all of Turkey. As a result of the Govern-
ment's deliberate policy of keeping the selling price of Zong-
uldak coal well below the cost of production, the coal compa;Iy
has lost from TL 10 million to TL 20 million annually in
recent years; these losses have usually been covered by trans-
fers from other Etibank activities. The efficiency of Zonguldak
operations has suffered as a consequence.(The management
of an industrial operation is not led to efficient and economic
practices if its products are to be sold at a price below their
cost of production andits losses are to be reimbursed by the
Government)The complicated financial maneuvering that has
sometimes been necessary in order to reimburse both the mine
and the Etibank for losses on coal sales has impeded the
establishment of well-organized financial procedures in the
coal company. For example, some losses have not yet been
funded outright but are covered by loans to the coal company
from the Etibank. Finally, the policy of subsidizing Zong-
uldak coal may well have discouraged the exploitation of
both coal and lignite deposits elsewhere.

Private mining is limited to small enterprises scattered
throughout the country. Private companies mine chrome,
manganese, emery, boracite, meerschaum and lignite, as well
as small amounts of other minerals. Lack of transportation
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facilities, shortage of capital and the small-scale nature of
Turkish mineral deposits are limiting factors. Moreover, under
Turkish law private prospecting is an unusually risky busi-
ness. An exploration permit can be readily obtained from
the Government but the permit authorizes only limited amounts
of ore to be mined and for only a short time. The holder must
then apply for an exploitation permit, which he has no assur-
ance of receiving. In the past the State has frequently refused
to license exploitation of a deposit by its discoverer.

Current Investment Programs
In the past few years the Government has made large in-

vestments in mining, totalling TL 65 million to TL 80 million
annually, and a large part of recent foreign borrowings has'
been channelled into mining. Table IX shows the Etibank
mining investment program for the postwar period, totalling
TL 368.9 million. Resources have been concentrated on the
production of fuels to meet growing residential and industrial
requirements, the production of chrome, copper and manganese
for export to dollar areas, and on drilling for petroleum in an
effort to develop an oil supply.

Large parts of the Zonguldak coal, western sub-bituminous
coal and Divrigi iron projects are being financed by ECA. The
development program now under way at Zonguldak will cost
TL 275 million when completed and is probably the largest
investment project ever undertaken in Turkey. Its planning
has been an exceptional accomplishment. Basic research for
this program was originally carried out by Turkish engineers
and later coordinated with studies of foreign specialists. Two
of the most serious problems in production of coal at Zongul-
dak are inadequate washery and transportation facilities. They
will be ameliorated when the new installations are completed
and in operation. The new equipment will be complex, how-
ever, and employees will need careful training to enable them
to operate it efficiently. Coal production in this area is expected
to reach five million tons in 1953. There are plans for further
development after 1953 to raise production to 7.5 million tons
by 1957, but these 0hould definitely not be undertaken until
the results of present projects can be appraise)
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TABLE IX

POSTWAR MINING INVESTMIENT PROGRAM OF THE

ETiBANK AS OF JUNE 30, 1950*

(Thousands of Liras)

Total Already Remaining
Estimated Spent Allocations To Be

Project Cost by 1949 for 1950 Allocated

Eregli (Zonguldak) coal
mines ............... 276,856 66,031 35,883 174,942

Western sub-bituminous
coal mines ............... 31,084 10,216 15,345 6,523

Divrigi iron mines ............ 7,338 3,680 2,773 885
Guleman chrome mines .... 4,232 2,871 802 559
Keciborlu sulphur mines-. 3,026 181 200 2,645
Ergani copper mines .......... 5,035 3,084 1,017 934
Akaqli lignite mines ..... 3,647 2,847 250 550
Murgul copper mines ........ 27,520 21,675 4,567 1,278
Turhal antimony mines .... 1,725 - - 1,725
Bolkardag-Keban lead

mines . 8,403 - - 8,403

TOTAL ......... 368,866 110,585 60,837 198,444

* See explanation in text page 101 concerning time period and reliability
of data.

Source: Etibank.

In addition to the Zonguldak coal development, programs

of expansion are under way to increase the production of sub-

bituminous coal and lignite, chrome, copper, iron and other
minerals. Also, during 1950 TL 10 million was allotted for
drilling for oil. Most of these projects have received foreign
aid aggregating about TL 107 million (including Zonguldak).
Foreign exchange expenditures on the Murgul copper mine
installations are being financed by a credit from Great Britain,
as is a small part of the coal field development. The Export-
Import Bank is assisting in financing the Akacli brown lignite
mines, a flotation plant at the Ergani copper mines, a chrome
concentration plant at Guleman, a washery at the Soma lignite
mine and a small power plant at the Tuncbilek lignite mine.

The development of the Turhal antimony mines and the
Bolkardag-Keban lead mines, as well as the bulk of improve-
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ments in the Keciborlu sulphur mines, have not been started
as yet. Rough estimates of the sums still to be expended on
these projects total approximately TL 12.7 million.

Minerals Policy

It is important that the Government develop a general
policy in respect to minerals, as an aid to private mining.
Conservation of these resources should be comparatively easy,
for all mineral deposits are the property of the State, regard-
less of the ownership of the land surface, and all exploitations
are conducted or licensed by the State. Consideration should
therefore be given to the revision of the present laws which
restrict both private prospecting and private exploitation.

Our remarks regarding encouragement of private initiative
in mining apply particularly to oi for this field requires very
large financial and technical resources and is one of the fields
in which private capital may be available.) The Mission recom-
mends that, to ensure more rapid and effective petroleum
exploration and operation, the Government reconsider its
present policy of excluding private interests from this field.

State mining operations reap the benefit of an unusual
relationship between the Etibank and the Minerals Research
Institute (MTA) which is responsible for general geological
surveys and which prospects for and proves reserves of mineral
deposits. The Institute's findings are released only to the
Ministry of Economy and Commerce and to the Etibank,
which has the privilege of exploiting any mineral deposits
discovered by MTA. The Etibank reimburses MTA for ex-
ploration costs on properties it decides to exploit. Its relation-
ship with MTA gives, the Etibank a great advantage over
private mining enterprises, which may be denied access to
the most promising deposits and, in any event, have to do
their own prospecting. MTA, instead of limiting its reports
to the Government, should operate as a public service institu-
tion and make its findings available through publication to
the State and to private investors alike. Every effort should
be made by MTA to complete and publish the comprehensive
geological surveys now lacking in Turkey.
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In summary, since the Government's current commitments
for investments in mining, exclusive of the Zonguldak coal
devclopment, are relatively small and require new expendi-
tures of only TL 24 million, we make no recommendations
concerning them. The Mission recommends, however, that:

(1) No commitments should be made for development of
the Zonguldak coal fields after 1953, until the results
of the present investment program can be appraised.

(2) A minerals policy conducive to private exploration
and exploitation should be adopted. The Govern-
ment should reconsider its policy of excluding private
interests from petroleum exploration and operation.

(3) The results of MTA surveys should be made available
to the public.

UTILIZATION OF EQUIPMENT, TRAINING OF PERSONNEL

AND LABOR POLICY

In an economy where capital goods are scarce, it is par-
ticularly important that all available equipment be utilized
with maximum efficiency for its entire potential life, It is
equally important that competent administrative and man-
agerial personnel be available to direct trained technical staff
and a permanent and skilled labor force. Despite the ad-
vances made in Turkey in the past two decades, great efforts
must still be devoted to the better utilization and maintenance
of physical plant and to the training of personnel at all levels.
Improvements in efficiency in both public and private enter-
prise are as essential to the economic development of Turkey
as are increases in the physical capacity of factories and mines
and do not call for much, if any, investment of funds.

In recent years progress has been made in increasing the
productive efficiency of state factories in terms of productivity
per man hour. This was particularly true during World War
II, when increased production could come only from better
use of available facilities. This progress is in part attributable
to the activities of the Prime Minister's High Control Board,
which sends specialists to study plant efficiency. In the field
of mining, the growth of the Etibank's production in the past
15 years also represents, in part, better use of manpower and
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better production management. However, state factories have
too often, especially since the war -resorted to expansion of
facilities to increase production rather than attending to the
more difficult problems of improving administration and man-
agement and of increasing worker efficiency by training in
better methods. In every factory and in every mine, further
improvements in the techniques of operation are needed. Im-
proved production techniques, better training and use of fore-
men and labor and better relationship between management
and workers could probably do as much as substantial new
capital investment to increase productivity per man hour.

This condition is undoubtedly as prevalent in private as in
state enterprises(although little information concerning pro-
ductivity in privately owned plants is available) Government
policy can have an indirect impact on the use of equipment
and the productivity of personnel in private enterprises, partly
by the example it sets in its own enterprises and partly by
the provision of opportunities for training.

Maintenance and Utilization of Equipment

Machinery is generally not well maintained in Turkish in-
dustry. State factories often take better care of their equip-
ment than do private plants, but even there opportunity exists
for general improvement in maintenance practices. On the
ot-her hand government plants often fail to make full use of
equipment. 1_State factories are generally complete within
themselves and 100 per cent standby capacity is frequently
maintained in basic operations, especially in the power plants
of individual factories. Such services as shop repairs and the
manufacture of spare parts are performed in each plant.
Foundries and complete woodworking and metal shops are
attached to nearly every government factory and mine. Many
of the services might be furnished by an independent job shop
at a fraction of the cost of maintaining complete shops at
each factoryjSome plan of coordination of facilities and work
to gain better utilization of existing equipment should be
devised by state industry. This has already been done in the
monopoly factories, where a single repair and job shop serves
all the plants.
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In public and private enterprises alike, financial provisions
for maintenance and renewal of equipment are often inade-
quate. In fact, paper profits are frequently produced by in-
adequate allowances for depreciation reserves and maintenance
costs. While certain government enterprises have in general
set aside sufficient depreciation funds, others, such as the
monopolies, are short on reserves for depreciation. Similarly
the balance sheets of private factories frequently show only a
bare minimum set aside for depreciation. Although this prac-
tice is often excused by such plant owners on the grounds
that they feared expropriation and therefore carried their
plants on the books at the highest possible valuation, funds
that should have been allocated to depreciation have undoubt-
edly often been put to more lucrative use elsewhere.

In general, Turkish industrial enterprises should give pri-
ority to better use and maintenance of existing equipment
rather than to the acquisition of new equipment. When equip-
ment is not fully utilized, or is improperly maintained, valuable
and scarce resources are wasted. New equipment should not
be purchased without making certain that existing equipment
is being used adequately. By failing to allocate sufficient funds
for depreciation and maintenance, costs are underestimated and
profits exaggerated. Even more serious, the failure to provide
for maintenance and renewal out of current expenditures has
a cumulative effect, requiring eventual large-scale diversion
of new investment funds to uses which should have been
financed out of returns from previous investments.

Training Programs

Industrial enterprises, whether public or private, cannot
be efficiently operated unless both management and the labor
force are trained and skilled in their respective functions.
Apart from the general education of industrial labor, there is
an urgent need for in-service training of factory workers. Only
the barest beginning has been made in in-service training.
Upgrading courses are now legally mandatory for Turkish
enterprises with more than 100 employees and, since 1946,
the State Employment Service has instituted a number of
training courses for industrial apprentices and adult workers.
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But further industrialization will demand a greatly acceler-
ated development of practical vocational training, particularly
in improving the knowledge and skill of supervisors and fore-
men.

(One of the greatest deficiencies of Turkish enterprise is
lack of managerial competence.) This element is essential to
efficient operation of any undertaking and, in a system of free
enterprise, it is the factor through which private firms respond
to the invisible controls of the market economy. We mean by
management, not only the top-level officials, but also all levels
of supervisors, foremen and crew bosses. In Turkey, and
particularly in state enterprises, those who direct labor have
usually been preoccupied with technology and rarely know
the workers' jobs. Between top management and workers
there is at present an almost complete lack of liaison. Pro-
grams of managerial and supervisory training would help to
remedy this weakness.

It is noteworthy, in this regard, that the supply of engineers
in state enterprises is considerably better than in private, due
to the emphasis given by the Government to such training
for its own plants and mines. Indeed, in some of the state
plants, a surplus of trained engineers exists. In the Karabuk
steel mills, for example, there were 63 graduate engineers in
July 1950. The Zonguldakl coal mines are also relatively well
supplied. There, training of engineers and of some skilled
foremen and technicians is carried out at the Zonguldak Insti-
tute of Mines. Many of the top engineers at Zonguldak are
graduates of this school. Since the mines were taken over by
the State, the facilities of the Institute have been greatly
expanded. Unfortunately, management training is not pro-
vided, though Zonguldak is in particular need of it.

There is also urgent need for the establishment of a system
for the training and licensing of certified public accountants.
This is needed not only to strengthen public confidence in
accounting as an inducement to investment, but also to make
available to businessmen and to the managers of state enter-
prises the fundamental information which accounting provides.
At the present time, because of the lack of uniformity in
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accounting terminology and practice, financial statements
tend to conceal and confuse rather than to reveal and clarify.

Both public and private enterprises suffer from a lack of
personnel trained in simplified business bookkeeping, short-
hand, typing, filing, marketing and advertising. Programs
which emphasize the teaching of these techniques and practices
on a practical level should be introduced into the educational
systemn.

Labor Policy

A permanent industrial labor force is conspicuously lack-
ing in Turkey,>where urbanization has not occurred to any
significant extent. Unskilled labor in particular is highly
mobile, moving to and from agriculture with the seasons.
The recruitment of a labor force for the mines has been a
particularly difficult problem because of the remote location
of most of the mines and the difficult living conditions there.
State factories and mines alike have therefore had to resort to
the provision of a number of costly social services and pay-
ments in kind, such as food, clothing, housing, medical care
and recreational facilities.

At Zonguldak, for example, operations require over 15,000
miners underground and about 2,000 workers above ground.
Most of the workers come from agricultural communities and
engage in mining during only part of the year. In order to
control turnover, the management has adopted a system of
rotating two groups of miners at 45-day intervals. The workers
are housed in barracks, given three free meals a day and
furnished with work clothing. Costs of such social services
fiave been high, averaging 15 per cent of total costs, as com-
paredl to 25 per cent for laborers' wages. While average cash
wages per worker increased only from 1.11 liras a day in 1939
to 3.01 liras in 1949, social benefits rose from 0.06 to 1.66 liras
per day per worker during the same period. Despite these
extensive social services, recruitment continues to be a prob-
lem. The Siimerbank faces a similar problem. In a recent
year, the cost of its outlay for social services was estimated at
60 per cent of the amount it paid as wages.
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The cost of providing these social services has affected
the prices of government-produced goods. The services have
been provided, not only as a protection for the worker, but
as a means of attracting workers into industry and mining in
a country in which a permanent industrial labor supply is
largely lacking. The Mission believes, however, that as a
general principle social welfare measures are properly part
of the general social cost of industrialization. Problems of
social welfare are of general importance and require national
planning, coordination and control. We suggest, therefore,
that the Government review its policy regarding social serv-
ices in industrial plants and mines.

In summary, the Mission makes the following recommen-
dations:

(1) More attention should be given to full utilization and
proper maintenance of industrial and mining equip-
ment.

(2) State factories should centralize such services as shop
repairs and manufacture of spare parts, some of which
might be provided more economically by independent
shops.

(3) Both public and private enterprise should make more
adequate financial provision for current maintenance
costs and depreciation reserves.

(4) In order to provide the skills required by Turkish
industry, particular attention should be devoted to:

(a) In-service training of workers;

(b) Training of all levels of management, including
supervisors, foremen and crew bosses; and

(c) Training in business administrative services, ad-
vertising and marketing.

(5) A system of training and licensing certified public
accountants should be adopted.

(6) The Government should review its policy in respect to
the social services provided in its factories and mines.
Consideration should be given to the adoption of gen-
eral public programs to provide some of the social
services now provided by individual state enterprises.





CHAPTER VII

Transportation, Communications and Power

Transportation, communications and power have one im-
portant element in common. They all provide auxiliary ser-
vices important to the development of agriculture, industry,
mining and domestic and foreign trade.

Adequate and efficient transportation and communication
services permit cheaper and faster movement of farm com-
modities to markets. They prevent waste through spoilage 2
and reduce the spread between farm and city prices, to the
advantage of both farmers and urban consumers. They in-
crease the farmers' incentive to produce by raising the price
of their products and by making industrial consumer goods
more accessible. They expand the market which an industrial 4

producer can reach and thus facilitate regional specialization
and the growth of larger industrial units. Finally, they help y

to reduce the psychological barriers to the spread of scientific
knowledge and modern ideas, thereby facilitating economic
growth as well as cultural and political development.

Abundant electric power, reasonably priced, is also indis-
pensable to a modern economy. Not only is it basic to modern
industry, but it has many important uses on the farm, in the
home and in commerce.

In this Chapter, we shall review the present status, existing
programs of development and proposals for additional projects
in the fields of transportation, communications and.power. We
shall also make recommendations on important issues of or-
ganization, management and operations.

TRANSPORTATION SERVICES AND PROGRAMS

Insufficiency of cheap transport facilities has been an
obstacle to Turkey's economic development. Although con-
siderable funds have been expended on transportation since
the establishment of the Republic, it is doubtful that the
Government gave adequate recognition to the economic as-
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pects of railways, highways and shipping as services vital to
the nation's economy. Military considerations, concentration
on railways virtually to the exclusion of other means of trans-
port, lack of proper maintenance and management and other
factors have resulted in high transport costs and inefficient
use of existing facilities.

Since the end of World War II, the Government has
launched a variety of programs in the transport field. Fore-
most among these programs is one for the rehabilitation of
highways, which will for the first time give the road system
a significant place among the means of transport. Of almost
equal importance are programs for training of management
and personnel and improvement of maintenance practices in
all branches of transport. A program lhas also been launched to
expand the capacity of Turkish ports and to utilize them more
fully. All of these programs properly emphasize better and
fuller utilization of present facilities rather than the develop-
ment of new ones. When completed they should permit
Turkey's transport system to carry double, and in some cases
up to five times, the traffic it now handles, at a cost which
that traffic can comfortably bear. They will provide facilities
and services adequate to Turkey's needs for some time to come.

In terms of investment resources, over-all transport plans
may appear somewhat ambitious. To the extent that this is
the case, the accomplishment of those plans may have to be
stretched over a longer period of time than is now contem-
plated. But their eventual realization is necessary to give
Turkey a transport system commensurate with its potential
for economic development.

The Mission wishes to emphasize, however, that in its
opinion substantial expenditures for expansion of facilities can
be justified and will prove effective only if steps are taken
concurrently to improve the administration and operation of
existing transport facilities, to maintain both fixed and mobile
equipment more adequately and to provide for a greater de-
gree of coordination of programs and services in the various
fields of transport. Many of our recommendations are accord-
ingly directed to these matters.
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ment in the next five years. We recommend thatcwork on
these projects should proceed but, if financial resources be
lacking, they could, without serious consequences, be slowed
down./When they are completed, the rail network will unite
all sections of the country and will link every major city
except Bursa.

In addition to these projects, the Ministry of Public Works
has in its files a 15-year plan for the construction of 2,300 kilo-
meters of branch lines at a cost currently estimated at TL
800 million, but no action is contemplated on this plan until
the situation regarding alternative means of transport has
become clearer. The Mission believes that, since current
projects will give Turkey an adequate rail system{no new
construction program should be considered at this time.)

The State Railway Lines are also well advanced/on a
program to construct or acquire additional workshops, tools,
rolling stock and permanent way materials, much of it made
necessary by neglect of maintenance'and renewals in the past.
Given the present railway situation1 annual renewal programs
should provide for at least 160 kilometers of track and access-
ories, five locomotives, 25 passenger cars and 300 freight cars)
Thus far, TL 92 million have been expended for renewals and
new equipment and an additional TL 77 million is scheduled
for expenditure by 1955. ECA is assisting in,financing this
project. These expenditures, already too long deferred, should
be carried out.

The Mission also recommends that the Government con-
sider the construction of a telecommunications system con-
necting all parts of the rail network. The present single
Morse telegraph station-to-station system hinders desirable
improvements in administration, operation and service. Wie
estimate that a complete telephone circuit for the entire rail
system would require expenditure of TL 9.5 million.

Highways
Rugged terrain, lack of skills and the necessity of import-

ing all equipment, fuel and vehicles have made the develop-
ment of highways slow and difficult. Indeed, not until after
World War II did Turkey devote real attention to its high-
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ways. In 1949 the country had about 43,000 kilometers of
roads, most of them in poor or impassable condition. Of the
total, the national highway system, about 21,600 kilometers
in length, consisted of 500 kilometers of asphalt, 7,400 kilo-
meters of passable macadam, 4,700 kilometers of ruined maca-
dam, 4,500 kilometers graded and 4,500 kilometers of primitive
trails. In addition, there were an estimated 21,800 kilometers
of provincial roads of all types.

Since 1947, the United States Government, first through
its Military Aid Mission and then through ECA, has given
or lent to Turkey about TL 56 million for highway develop-
ment. During this period, a special mission of the U. S. Bureau
of Public Roads has been in Turkey advising on the organiza-
tion and administration of highway work and training per-
sonnel. Early in 1950, a General Directorate of Highways was
established in the Ministry of Public Works. This new
Directorate is well organized and efficiently administered. It
has its own annexed budget and certain revenues are ear-
marked for its use. Its budget for 1950, exclusive of ECA
aid, showed revenues of TL 53 million, appropriations from the
general budget of TL 19.5 million and proceeds from loans
of TL 10 million, making a total of TL 82.5 million. Of this
amount, seven million liras were allocated for provincial high-
way programs and approximately TL 50 million were devoted
to new trunk-line construction and improvement. The re-
mainder was devoted to maintenance and administration.

With the assistance of the United States, Turkey embarked
in 1949 upon a nine-year program of highway rehabilitation,
divided into three stages of three years each. The program
provides for imFprovement, reconstructio7~n,and maintenance
of a national highway sye 000 kilometers, at an esti-
mated cost of TL 1,500. million, of which only TL 74 million
have thus far been expended. Another program, also under-
way, provides for the improvement, under tlihe direction of the
provincial governments, of the secondary and feeder road
system, at an estimated cost of TL 150 million.

These programs are (well balanced and technically sound
and should remain the basis of Turkey's highway development'
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plans. The Mission believes, however, that under present
circumstances for Turkey to undertake the full nine-year
national highway program within the period con templated
would be too costly and would provide a system Lin excess
of traffic needs./

Traffic on the highways, both mechanical and animal drawn,
is still very light. There were, in 1949, only 11,300 trucks,
2,540 buses and 7,950 automobiles, a large portion of which
were taxis. Traffic density is not likely to increase quickly
since all mechanized vehicles, spare parts and fuel must be
imported, and foreign exchange available for this purpose
is and will remain limited. Thus revenues from highway users
will be insufficient to finance any significant portion of the
program and, in any event, prospective highway traffic is not
sufficient to justify on economic grounds investment in an
elaborate highway system. Additionally, the training of per-
sonnel, now underway, will take time and must not fall behind
construction programs.

For these reasons, although we believe that highway
expansion has been properly emphasized and that the nine-
year national highway program is well conceived, we urge
that the program be constantly reviewed and revised in the
light of resources, personnel and needs. ZSpecifically, we rec-
ommend that stages two and three of the program be sub-
ordinated to the construction of secondary feeder roads and
that the whole program be carried out over a longer period
of time and in accordance with available resources and traffic
needs. The construction of feeder roads should in any case
receive greater emphasis because of their vital importance
to agricultural development, as described in Chapter V. These
roads can be built cheaply, using locally found materials and
employing farm labor in slack periods, and require no foreign
exchange.

As the highway system grows, private trucking will de-
velop. This is both desirable and necessary if the highways
are to be used efficiently. We recommend, therefore, that
the Government provide the foreign exchange necessary to
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import commercial vehicles of a type and weight appropriate
to Turkey's roads.

Ports
Turkey's long coast line provides the opportunity for

cheap water transportation. Unfortunately, there are no nat-
ural harbors on either the Black Sea or the Mediterranean Sea
and no well-equipped ports anywhere. Most ports are open
roadsteads with overcrowded and inadequate harbor areas
and obsolete and inefficient handling facilities.

Istanbul (including Haydarpa,a on the Asiatic side of the
Bosporus) is Turkey's major port. It is a focus for railway,
coastal shipping and ocean-going facilities and an important
industrial area. Izmir, Turkey's second port, taps an important
agricultural hinterland and has its own industry and inland
transport lines. On the Mediterranean, Mersin and Isken-
derun serve eastern Turkey and parts of Iran, Iraq and Syria.
The Black Sea ports are primitive by any standards. Zongul-
dak and Erekli, in the west, are primarily coal ports; Trabzon,
in the east, taps northeast Turkey and parts of Iran. Between
them are a number of smaller harbors serving as feeders in
coastwise shipping, of which Samisun is the most important.
All Turkish ports together handle only about 4.3 million tons
of cargo per year.

New port construction is a function of the Ministry of
Public Works, while responsibility for port operation is shared
by the State Railway Lines and the State Shipping Lines,
except for some small landing stages for which local authori-
ties are responsible. The Shipping Lines, poorly organized
and inefficiently operated, are the weakest link in Turkey's
transport organization. The agency is rigidly organized,
overstaffed and costly. Despite the almost monopolistic posi-
tion of the Shipping Lines, they have consistently operated at
a loss.

Turkey has presently under way a comprehensive program
to increase port capacity and operational efficiency. Harbor
works are being built at Trabzon, Erekli and Zonguldak, the
last being partially financed by ECA. A recent International
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Bank loan of TL 35 million will finance the foreign exchange
costs of major construction and improvements at Istanbul.
Haydarpasa. Izmir, Samsun, Iskenderun and Mersin. All of
these projects should be completed by the end of 1953, except
Samsun which will require an additional three years. Their
total cost is estimated at TL 173 million. The construction
equipment will be pooled for later use in the development of
other ports, beginning with Mersin. The Ministry of Public
Works also contemplates a 10-year program of building jetties
and shelter accommodations at 23 roadsteads along the coasts.
The estimated cost of Mersin and these small harbor works is
TL 45 million. We recommend that all these projects be
carried forward according to schedule. Since they will provide
all the port facilities required for shipping in the foreseeable
future, no further investments appear necessary.

Shipping

The Turkish merchant marine has been developed largely
since the establishment of the Republic. Starting with a small
number of vessels purchased from foreign owners, the Gov-
ernment built up the merchant fleet to a total of 356,000 d.w.t.
by June 1949; this includes 33,000 tons of tankers, 89,000 tons
of combined passenger-dry cargo ships and 234,000 tons of
other dry cargo vessels. Most of the mercantile fleet is owned
and operated by the State through the State Shipping Lines.
Only state-owned vessels may carry passengers and, until
1950, private shipping was severely restricted in carrying
intercoastal freight. Foreign shipping is barred entirely from
coastal trade.

About half of Turkey's present merchant fleet is made up
of new acquisitions. Since World War II, the State Shipping
Lines have added 20 tankers and passenger and cargo vessels
and six ferry boats at a cost of TL 92.2 million. The tonnage
of these ships totals 100,000 d.w.t., as compared with 24 cargo
ships totalling 64,000 d.w.t. privately acquired in the same
period. In addition, the State Shipping Lines have under
contract several new ships costing TL 37.5 million, which are
being financed by ECA. No further investment in shipping
would appear to be justified until the large recent acquisitions
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have been assimilated and until a careful survey is made of
the probable future demand for shipping services.

The Mission recommends that closer attention be given
to the quality of ships. Some of the vessels recently acquired
show defects in construction; others, uneconomical use of
passenger and cargo space; yet others, lack of quality in fur-
nishings and fittings. We recommend that, in any future con-
tracts for shipbuilding, the services of qualified shipbuilding
enginieers be obtained as consultants and that the work of
design, supervision and construction should not be left solely
to the shipyard.

With Export-Import Bank assistance amounting to the
equivalent of TL 11.9 million, the State Shipping Lines is
acquiring a new floating dry-dock and new equipment for
three of its ship repair yards.

Airlines

Thc State Airlines operate all air services. There are no
definite plans at present for increasing the size of the air fleet,
which now consists of 27 DC-3's (of which five are grounded)
and five small De Haviland planes. All craft are over-age
and will shortly need replacement or conversion. All need
additional equipment.

Two investment programs are now under way in this
field. The first is for aircraft reconditioning, conversion and
equipment at an estimated cost of TL 20 million. This project
is essential to enable the air fleet to carry the increased traffic
expected when airfield facilities improve. Consideration should
be given to the conversion of the DC-3's into Super DC-3
craft as the speediest and cheapest method of treatment. This
conversion would put the airways in a position to meet traffic
demands for many years. The second program is for airfield
construction. Construction and equipment of three interna-
tional airports, rated as Class B under the standards of the
International Civil Aviation Organization, are in progress at
Istanbul, Ankara and Adana. This program also provides
for extensions to buildings, navigational aid equipment and
power supplies at eight provincial airports, Izmir, Afyon,
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Konya, Eskisehir, El&zig, Erzurum, Diyarbakir and Trabzon.
Altogether it will require an estimated investment of TL 65
million, of which only TL 25 million have so far been expended.

Both these programs are, we feel, essential to the efficient
operation of Turkey's air services and should be completed.
We recommend, however, that, in the light of the probable
demands on it, the Adana field be lowered from Class B to
Class C.

Recommendations

Government investment programs now under way in the
field of transportation are summarized in Table X. Concerning
these projects, the Mission recommends that:

(1) The railway construction program should be slowed
down, if necessary, to conform with the amount of
resources available for this purpose. To increase opera-
tional efficiency, a telecommunications system should
be constructed to connect all parts of the rail network.

(2) The nine-year national highway program should .be
completed but it should be carried out over a longer
period of time and stages two and three of the pro-
gram should be subordinated to the rehabilitation and
construction of secondary feeder roads. The Govern-
ment should provide the foreign exchange necessary
for importation of appropriate types of commercial
motor vehicles.

(3) The ports, shipping and airlines programs should be
carried to completion. The airfield at Adana should,
however, be constructed as a Class C field. Considera-
tion should be given to the conversion of the DC-3's
of the State Airlines into Super DC-3's. Closer atten-
tion should henceforth be given to the quality of ships
acquired by the merchant marine.
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TABLE X

CURRENT GOVERNMENT INVESTMENT PROGRAMS IN TRANSPORTATION*
(Millions of Liras)

Estimated Expenditure Expenditure
Total Cost to June 1950 Remaining

RAILWAYS:

1. Narli-Karkamis construction 75 10 65
2. Elazig-Tatvan construction ...... 210 113.5 96.5
3. Erzurum-Sarikamns conversion 90 46 44

Total ........................... 375 169.5 205.5

PORTS:

1. Eregli construction .................... 20 15 5
2. Trabzon construction ................ 20 10 10
3. Zonguldak construction ............ 25 - 25
4. General port development ........ 108 - 108
5. Mersin and minor harbors ........ 45 - 45

Total ................. .......... 218 25 193

SHIPPING:
1. Ships ........... ................ 37.5 - 37.5
2. Drydock and ship repair

equipment ........................... 11.9 n.a. 11.9

Total ........................... 49.4 - 49.4

HIGHWAYS:

1. Nine-year trunk program .......... 1,500 74 1,426
2. Secondary road program ............ 150 - 150

Total ........................... 1,650 74 1,576

AIRLINES:

1. Airport construction .................. 65 29 36
2. Aircraft repair and conversion 20 - 20

Total ........................... 85 29 56

TOTAL TRANSPORTATION ...................... 2,377.4 297.5 2,079.9

* This table does not include the replacement and renewal program for
the railways, now under way with ECA aid, nor does it include the railway
telephone circuit which the Mission recommends.
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TRANSPORTATION ADMINISTRATION AND OPERATION

Coordination of Transportation

Turkey's transport system is entering a new phase. The
development of road transport will intensify competition be-
tween highways, railways and coastal shipping, and between
public and private means of transport. Turkey will have a
variety of complex problems to solve, such as whether a newly
opened district should be served by rail or road; which type
of access a newly developed port should have to its hinterland;
whether important urban centers should be linked by rail and
road along parallel or alternative routes; and whether feeder
lines should be by rail or road. Rates and schedules are now
inconsistent and conflicting and do not always meet the needs
of the country. The existence of development programs in all
fields of transport makes the determination of priorities essen-
tial. It is thus apparent that the time has come to provide for
the coordination of all transportation services.

We recommend, therefore, the establishment of a Trans-
portation Coordination Commission as an advisory body to
the Minister of Communicatons on routes, rates, schedules
and safety regulations for all means of transportation. This
Commission would also advise on the relative priorities of new
investments and of repairs and replacements. To this end, it
should be charged with coordinating and reviewing invest-
ment plans in the transportation field before they are pre-
sented to the Prime Minister under the procedure described
in Chapter IV. Ultimately the Commission should also recom-
mend policies regarding such questions as the regulation of
private shipping and trucking in the public interest.

The Commission should consist of the heads of the various
existing transport agencies, with an independent chairman.
Staff work for the Commission would be done by a small
permanent staff supplemented by independent experienced
experts and technicians from the transport agncies. In any
case, the joint approach suggested here would foster common
action by all the agencies and should result in savings as well
as better service.
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The schedules and services of the railways and coastal
shipping are in particular need of overhauling to meet the
needs of producers and markets. The Railway Lines, for
instance, have at times insisted on maintaining schedules fixed
for administrative convenience in disregard of the obvious
shipping and marketing needs of fruit and vegetable pro-
ducers. Insufficient rolling stock equipped to protect cargo
against freezing or overheating causes excessive spoilage in
transit. Schedules are unnecessarily slow because trains make
too many stops. Buyers of livestock complain about the lack
of feeding stations on the long rail haul from central and
eastern Anatolia to western markets and ports. Careful time
table research and a willingness to adapt services to economic
needs are therefore essential.

Realignment of Functions

A coordinated transportation policy will require reduction
in the number of governmental agencies now engaged in this
field and realignment of several transport functions.

The first step we recommend is the separation of port
administration from shipping services, with the State Ship-
ping Lines set up to run on business lines as a shipping service
only. In order to assure proper services and facilities and
maintenance of equipment, the ports should be operated by a
port authority. While this authority might be local for each
port, we believe a national port administration would be more
effective. The Government should also consider the eventual
separation of the operation of the airlines from the operation
of airports. For the present, however, operation of the air-
ports should continue on the present basis.

Division of responsibility for the operation of certain'ports,
such as Izmir and Iskenderun, between the State Shipping
Lines and the State Railway Lines is inefficient and leads to
confusion. Ports in many parts of the world have been suc-
cessfully operated by railway administrations, but the sharing
of responsibility for a single port can hardly be justified. We
recommend that responsibility for each port be unified under
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the State Railway Lines or the proposed port authority or
authorities as appropriate in the particular case.'

If this recommendation is adopted, it would also be advan-
tageous to unite the now divided responsibilities for construc-
tion and operation of port and railway services. Construction
responsibility now rests with the Ministry of Public Works,
while the transport agencies are responsible for operations.
If both functions were under the same direction, substantial
economies in equipment and materials could be effected. This
is particularly important in the case of railways. Major rail
construction is approaching its end, and the inclusion of con-
struction in the railway administration would assure another
transition from construction to operation and would permit
more efficient use of materials and equipment released from
older lines in process of repair and replacement.

Organization of Transportation Agencies

Like other state enterprises, the transport agencies suffer
from insufficient delegation of authority. They should be
given authority to operate on a business budget and to manage
their business, within the general policies established by the
Minister of Communications, in such a manner as to pay
operating expenses, including adequate provision for mainte-
nance and depreciation, out of current revenues. In this con-
nection, we strongly recommend that the chief accountants
of the transport agencies be appointed by, and be responsible
to the managers of those agencies.

Within the agencies authority is excessively concentrated
at the top. Delegation to heads of departments, regions, divi-
sions and sections is virtually nonexistent. While decisions
of prime importance should rest with the directors of services,
matters of day-to-day operation should be the responsibility
of employees of lower rank. In addition, too many inter-

1 There is no contradiction between the suggestion to separate port admin-
istration from shipping and the suggestion that certain ports should be
operated by the railways. There is only one railway administration to use
the port in inland transport, but there are many shipping lines to use the
port in sea transport. It would be unwise to leave port operation in the
hands of one of the many shipping lines using the port.
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mediate functions and functionaries exist between the agency
directors and executive staff members in operating posts.

The State Railway Lines in particular have too large a
general administrative staff. Reduction in numbers and the
elimination of officials between the divisional officers and the
service chiefs at headquarters would produce greater efficiency
as well as economy. For example, there is no need for inter-
mediate posts of responsibility between the Station Master
and the Divisional Movement Superintendent, nor between
the latter and the Operation and Traffic Director in Ankara.
Divisional staff offices seem wholfy unnecessary. In the lower
ranks of the Railway Lines a streamlining of organization
seems to be in process but it should be extended to all levels.
The same process would be useful in the other transport
agencies.

Utilization and Maintenance of Equipment

With few exceptions, insufficient attention has been given
to proper use and maintenance of equipment in all the trans-
port fields. Foreign visitors to Turkey, for example, are
forcibly struck by the improvidence and recklessness with
which trucks, tractors and automobiles -are driven, used and
maintained. Trucks and tiresowhich in Turkey cost more than
twice as much as in the United States, have an estimated
average life only one half to two thirds as long. Economy in
the use of fuel and oil is also poor. At best, Turkey is certain
to face a serious problem of foreign exchange in maintaining
or expanding its present supplies of motor equipment, tires,
spare parts, fuel and oil. Mechanical training, the establish-
ment of more machine shops equipped to make major repairs
and more adequate and better distributed stocks of spare
parts can, in time, partially solve this problem. Meanwhile a
nationwide propaganda and policing campaign is essential to
assure proper conservation of vital motor equipment. In addi-
tion, in the interests of both conservation and public safety,
a well enforced system of revokable drivers' licenses, frequent
inspection of vehicles for their roadworthiness and detailed
traffic rules and regulations is long overdue.
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The situation with regard to maintenance and full utiliza-
tion of equipment and installations is not much better in the
case of the state transport agencies. In port administration,
for example, failure to draw a clear distinction between a
transit shed and a warehouse seriously slows down the move-
ment of goods. The function of a transit shed is to land or
dispatch passengers and cargo as quickly as possible. Its
whole aim should be to keep traffic moving. The purpose of
a warehouse, on the other hand, is to store goods until they
are required for markets or for reshipment, and it should be
operated so as to earn revenues. Combination of these func-
tions results in congestion, slows down the turn-around of
ships and allows port equipment to remain idle while ships
wait. To improve the present situation, additional structures
should be supplied for storage. If ground space is lacking, a
warehouse might be built as a second story to a transit shed.
If space is available, it should be built behind the transit shed.
In any event, port authorities should levy heavy demurrage
charges on cargo left in transit sheds beyond a reasonable
time.

This applies with equal force to lighters, which should not
be used for storage. Here again heavy demurrage charges
would be effective in preventing such, misuse. More cargo
could be handled, and at less cost, if berth and port equipment
were better maintained and wharf space properly used, and
if more efficient use were made of equipment and hand labor
at the docks.

The railways system particularly suffers from lack of
maintenance and renewals. Workshops, locomotive sheds and
permanent way shops should be properly equipped with suffi-
cient tools and materials to maintain structures and rolling
stock. This needs urgent attention. Such investment should,
however, be limited to items needed to make possible fuller
use of installations and equipment now at hand. Improve-
ments in management and personnel training are even more
essential. They could go a long way towards increasing the
number of locomotives in service even without new repair
equipment or new repair shops.
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The transport services provide an example of the neglect
of depreciation and maintenance allowances in the accounts
of state enterprises. Failure to finance ordinary maintenance
is especially marked in the State Railway Lines. In attempt-
ing to minimize railway charges and to keep rates low, the
Government has underestimated costs and neglected mainte-
nance and renewal programs. (ECA aid has been required to
carry out a long delayed track renewal program which should
have been provided from current maintenance budgets. The
other transport services suffer similarly from failure to appro-
priate the funds necessary for maintenance and periodic over-
haul of equipment. We recommend thal, adequate provision
be made for maintenance of all fixed an d movable equipment)
and that arrears of maintenance and renewals should be made
up as rapidly as possible.

In the light of these considerations, we make the following
recommendations regarding transportation administration
and operation:

(1) A Transportation Coordination Commission should
be established as an advisory body to the Minister
of Communications to coordinate the services and
investment requirements of all types of transport
and to review routes, rates, safety regulations and
schedules.

(2) Certain functions relating to public transport should
be realigned:
(a) Responsibility for port administration should be

separated from shipping services.
(b) Responsibility for port operation should rest with

a port authority, preferably established on. a
national basis. In a few cases it may be desirable
to place individual ports under the State Rail-
way Lines but in every case there should be a
single operating authority.

(c). In the case of both ports and railways and func-
tions of construction and operation might advan-
tageously be combined.

(3) The heads of the transport agencies should be given
full authority to operate as business entities, within
the general policies established by the Minister of
Communications. The chief accountants of the trans-
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port agencies should be directly and fully responsible
to the heads of the agencies. More authority should
be delegated by the agency chiefs to their subordinates.

(4) Careful attention should be paid to fuller utilization
and maintenance of all fixed and movable equipment.
To this end:
(a) Adequate maintenance expenditures and depreci-

ation allowances should be made.
(b) Heavy demurrage charges should be levied to

discourage use of transit sheds or lighters for
storage.

(c) A system of highway traffic control and regula-
tion should be instituted as quickly as possible.

TECHNICAL ASSISTANCE

The transport agencies, from top to bottom, take consid-
erable pride in their achievements since the establishment of
the Republic. It is therefore not surprising to find in the exec-
utive ranks some feeling of resentment towards the numerous
foreign missions and individual experts who have surveyed
the transport system in recent years and the individual for-
eigners who now hold advisory positions in the various
agencies.

There can be no doubt that foreign technical assistance
can do much for Turkey's transport agencies and services,
but we urge that closer attention be given to the kinds of
experts and the purposes for which they are obtained. Where
assistance is given to new organizations, as in the case of
highways, teams of foreign experts with some executive but
mostly advisory powers have shown themselvs to be very
beneficial. In older organizations, the utmost caution is nec-
essary. Experts must have a varied experience, an apprecia-
tion of local conditions, and the ability to adapt themselves
to those conditions; otherwise they will find themselves sur-
rounded by an atmosphere of suspicion and much of their
work will be frustrated.

In the older transport organizations, particular stress
should be placed on visits by Turkish transport experts to
systems abroad, from which they could learn the particular
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features which could with benefit be adapted to their own.
Care is needed in selecting the staff to make those visits. We
suggest that they should not, in the first instance, be made
by younger officials who on their return would have the diffi-
cult task of convincing their seniors of the desirability of the
new methods. It would appear more desirable to have senior
executives make the initial visits, accompanied by executive
assistants and perhaps junior officers. On their return, their
teamwork in actual operation would assure beneficial results.
Such visits should not be concentrated in any one country,
for no nation can claim leadership in all fields of transport.

COMMUNICATIONS

All communications facilities in Turkey are owned and
operated by the Government. The Turkish postal service has
developed steadily in the past and has kept pace with public
demand. Mails are carried regularly to and from all areas
inside and outside the country. There are 832 post offices
in towns and villages, 31 branch offices in rural areas and about
500 postal agencies.

A multi-channel trunk telegraph and telephone system con-
nects the principal cities and towns of Turkey with branches
serving outlying places. Thirteen towns have automatic ex-
changes, four others have semi-automatic systems and a num-
ber of towns and villages have manual exchanges even though
these often have but a single telephone. Telecommunications
with foreign countries based on radio telegraph and telephone
are improving. Radio broadcasting is relatively well developed
in Turkey. It is financed by a tax on radio sets, which brings
in revenues nearly sufficient to meet expenditures.

Postal, telegraph and telephone rates in Turkey are rela-
tively high in comparison with many other countries, but
costs of operation are also high. Telephone revenues are well
above ordinary operating and maintenance expenditures, but
the other services operate at losses because of the necessity of
maintaining regular service to remote districts. A slight in-
crease in postal and telegraph rates should be considered, in
view of the annual operating deficit.



140 THE ECONOMY OF TURKEY

About TL 15 million is being invested each year in expan-
sion of telephone, postal and telegraph services and present
plans call for continuance of this rate of investment for about
15 years. The program thus financed includes rnodern public
facilities in principal post offices, light mail vans in rural areas,
gradual expansion and modernization of the telephone network
with automatic exchanges in the large cities and modern man-
ual switchboards in rural areas, a radio transmitter and re-
ceiver for Ankara, equipment for telegraph and telephone
maintenance shops, and telephone apparatus for additional
subscribers. The program properly emphasizes improvement
of telephone service in Istanbul and extension of telephone
service into the rural areas, Turkey's two main telecommuni-
cations needs. Investments for this program should certainly
continue at the current rate.

A proposed development program in radio, which will pro-
vide for two new stations in southeast and northwest Turkey,
is estimated to cost a total of nine million liras over a period
of three years. The Mission recommends that this program
also be carried through.

ECA has recently sponsored a survey of the personnel and
equipment required to improve Turkey's telephone system.
Training programs with foreign technical assistance have been
undertaken by the Postal, Telephone and Telegraph Adminis-
tration during the past few years. These programs have
shown encouraging results and should be continued.

Our recommendations on communications are:
(1) Present development programs should be continued.
(2) A slight increase in postal and telegraph rates should

be considered.
(3) Training programs already inaugurated should be con-

tinued and, if possible, expanded.

ELECTRlC POWER

Present Capacity and Production

The use of electric power in Turkey dates from 1913. The
growth of capacity and production since then is shown in
Table XI. In 1923, when the Republic was established, gen-
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erating capacity still mounted to only 33,000 kw., but the
following 25 years witnessed a spectacular increase. By 1935,
capacity had grown to 126,000 kw., and the production of
current to 160 million kw-hr. Twelve years later, in 1947,
capacity had approximately doubled. By 1949, the total in-
stalled capacity of Turkey's power plants was 374,000 kw.
and the production of electrical energy amounted to 739
million kw-hr.

The bulk of, this electrical current was generated by rel-
atively small industrial and municipal plants. Of the total
installed capacity in 1949, 166,000 kw. were in municipal
power plants and 208,000 kw. were in industrial plants. The
former accounted for slightly more than half the output of
energy. Only two plants in each category had a capacity
greater than 20,000 kw. each. Almost all the power was
thermal in origin, 70.7 per cent deriving from bituminous coal,
16.4 per cent from lignite, 6.6 per cent from fuel oil, 2.3 per
cent from other fuels and 4.0 per cent from water power.
These plants are not united by any grid system to permit pool-
ing of power and the more efficient use of generating facilities.
Even where there are several generators in one city they are
usually not interconnected.

Despite the rapid growth of capacity and production, both
the number of consumers and the average consumption of
current are very low-in Turkey. Industry used 71.6 per cent
of the total electric power consumed in 1948, domestic users
consumed 12.6 per cent and the remainder was distributed
among a variety of purposes. The combined population of all
cities and towns supplied with electricity was 3,900,000, of
whom about 2,000,000, or about 10 per cent of the total popu-
lation, (enjoyed the benefits of electrical facilities) Per capita
consumption of electricity in Turkey was about 37 kw-hr per
annum, as compared, for example, with 49 in Greece, 50 in
Lebanon, 62 in Bulgaria and 496 in Italy.

( Electric rates are high by American and European stand-
ards because of high generating and distributing costs.and
substantial taxes imposed both by the central government
and by municipalities. In 1948, for example, municipal electric



TABLE XI

DEVELOPMENT OF ELECTRIC POWER, 1913 To 1949

Municipal Plants Industrial Plants
Total

Total Installed Per Cent Per Cent Per Cent Per Cent Number of
Number Capacity Production of Total of Total of Total of Total Subscribers

Year of Plants (kw.) (1,000 kw-hr) Capacity Production Capacity Production (1,000)

1913..... .... 7 17,322 n.a. n.a. n.a. n.a. n.a. n.a.

1925 ........ 17 33,424 n.a. n.a. n.a. n.a. n.a. n.a.

1930 ........ 90 78,007 n.a. n.a. n.a. n.a. n.a. n.a.

1935 ......... 157 126,153 159,691 n.a. n.a. n.a. n.a. n.a.

1940 ........ 258 216,965 396,899 46.0 54.7 54.0 45.3 275 m

1945.... .... 274 245,938 527,808 43.6 48.3 56.4 51.7 355 M

1946 ......... 272 247,520 562,676 43.8 49.5 56.2 50.5 367 M
0

1947 ........ 283 251,355 625,008 44.1 49.7 55.9 50.3 384 t
0

1948 ........ 289 305,494 676,390 39.8 49.8 60.2 50.2 409 X

1949 ........ 307 374,292 739,000 44.3 50.5 55.7 49.5 n.a. 0

Source: Electrical Study Institute.
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plants paid TL 9.5 million in taxes, compared with TL 10.3
million paid for fuel. The high taxes have often been con-
demned in strong terms So long as there is a general shortage
of power, however, there must be some means of rationing
the limited amount, and every effort must be made to con-
serve and use it as efficiently as possible. In this respect, the
taxes may not be entirely harmful. Moreover, rates to con-
sumers, despite their present high level, have not increased
nearly as much as prices generally during the past ten years.
Some municipal plants are hard pressed financially and do
not have sufficient funds to replace worn out equipment. Better
maintenance and renewal policies are needed, as well as fuller
utilization of capacity.

Development Plans
Turkey has substantial commitments in the power field in

the next several years. The completion of a grid for north-
west Anatolia will require an estimated TL 25.5 million: The
construction of the Sariyar hydroelectric plant is estimated to
cost TL 106.3 million. Six to eight million liras annually will
be needed for a variety of small municipal and industrial
plants. ' These commitments should raise total capacity to
over 500,000 kw. by 1954 and would represent a doubling of
the capacity of 1947. State investment expenditures on power
reached about TL 22 million in 1949. The projects now in
hand would require raising this amount somewhat.

The power grid, the first of its kind in Turkey, is a develop-
ment of major significance and will service Turkey's most im-
portant industrial and mining areas. In 1949, a large steam
generating plant with a capacity of 60,000 kw. was completed
at (;atalakzi in Zonguldak area, but it is operating far below
capacity because of lack of demand in the immediate area.
A transmission line is being built to link this plant with
Istanbul. The recently authorized Sarlyar hydroelectric plant
with a capacity of 80,000 kw. will be linked with this system
to provide a grid which will connect Zonguldak, Istanbul,
Karabiuk, Ankara, Izmit, Kirikkale and other cities. It is
estimated that, when this system is completed, the area served
will have adequate power until 1960. ECA has assisted with



144 THE ECONOMY OF TURKEY

the foreign exchange cost of the transmission line, and up to
the middle of 1950 it had allocated TL 19 million for that
purpose. It will also finance part of the foreign exchange costs
of the Sarlyar project. Twenty-three million liras have already
been allocated for this purpose.

Three general types of power projects are now being con-
sidered in Turkey. The first is composed of relatively small
municipal and industrial plants, usually powered by diesel or
steam engines. Present plans call for an increase of 20,000 kw.
in municipal plant capacity and 35,000 kw. in industrial
plant capacity during 1950-52. The annual investment will
run from six to eight million liras.

The second type consists of medium-sized hydroelectric
projects (4,000 to 7+000 kw. capacity), sometimes connected
with irrigation or flood control projects. In a few cases these
use natural waterfalls or facilities for diverting water-flows
without expensive dams. At least six projects of this kind
have been surveyed in the following areas: Sivas and Kayseri
(Sizir project); Erzurum (Tortum project); Elazig (Golcuk
project to serve Ergani and Guleman mines); Konya (Goksu
project); Trabzon (Dekirmendere project); and Tarsus and
Adana (Kadinclk projects). These will probably cost on the
average about TL 10 million each. They are widely scattered
to serve different parts of the country.

The third type consist of large, mtulti-purpose projects for
power, flood control and irrigation, estimated to cost between
TL 100 million and TL 200 million each. In this category,
work is getting under way on the Sarlyar Project. Other
projects which have been actively considered are the Seyhan,
the Gediz and the Bilyuk Menderes projects.

Analysis of the relative merits of such multi-purpose pro-
jects is difficult since careful study is required of the break-
down of costs and returns related to each of their aspects,
i.e., power, flood control and irrigation. While construction
of a large dam and power station might create power capacity
for which there is no present demand, such a project might
nonetheless be justified by the benefits to be gained from use
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of the dam in irrigation or flood control. Conversely, where
demands for power are large enough to warrant construction
of a dam, the installation or irrigation facilities may be
justified which would not otherwise be contemplated. Thus,
coordinated financial and economic analysis is essential to
the planning of any multi-purpose project. Despite the pro-
gress which has been made in such planning by the Electrical
Study Institute, which serves both the power division of the
Etibank and the Irrigation and Reclamation Department of
the Ministry of Public Works, lack of coordination between
agencies responsible for power, irrigation and flood control
remains an obstacle to the careful preparation of multi-purpose
projects.

There is no doubt that cheap and abundant electric power
is an important feature of an industrial economy and, in the
proper circumstances, can do much to promote industrializa-
tion. We believe, however, that Turkey should be cautious
in making new commitments in the power field for the next
few years. Expansion is already proceeding at a fast rate and
it will take time to absorb the increased capacity provided
for in the existing programs. Power plants require large out-
lays of capital, which is scarce, in relation to the amount of
labor, which is plentiful. They constitute an especially heavy
drain on foreign exchange resources since practically ali equip-
ment must come from abroad.

Additional factors apply in the case of the large multi-
purpose projects.(Any one of them would create generating
capacity which wou d for some years be in excess of demand
in the area it would serve.) In the face of pressing demands
for investment funds in other sectors of the economy, it would
be uneconomical to build capacity which would be -partially
idle for several years. After several years, when present
commitments in other sectors of the economy have been met
and when Turkey's balance of payments situation may be more
favorable, more foreign exch.ange for new investment in power
may be available. Qn the meantime, the Government will have
the opportunity to do the agricultural research necessary to
insure maximum benefits from the irrigation aspects of the
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multi-purpose projects.) By that time it will also be possible
to make a better judgni ent of the potential demand for power.

For the present, we recommend that any undertakings
beyond current commitments should be limited to small plants
to meet the most pressing demands. Should the location of such
small plants be used for a multi-purpose project later, their
equipment could be moved elsewhere or used for stand-by
purposes.

Coordination and Management

At present the Etibank is nominally responsible for govern-
ment-owned power installations. The only large-scale power
plant now in existence is ,Catalakzi, which is linked to the
coal fields and, therefore, naturally falls under Etibank super-
vision. However, with the building of the Sariyar and possibly
other hydro-electric plants, the present allocation of responsi-
bility would appear inappropriate. These new plants will have
little relation to Etibank mining enterprises. More importantly,
they will require close coordination of irrigation and flood
control with power facilities. It would seem desirable, there-
fore, that all public power plants, except those owned by
municipalities, should be placed under a single operating
authority. The Ministry of Public Works might perform this
function through a General Director for State Power Plants.
The Etibank would then be responsible only for state mining
enterprises.

Since coordination is absolutely essential in the fields of
power, irrigation and flood control, a Power, Irrigation and
Reclamation Commission should be created to advise the
Minister of Public Works on policy matters in these fields.
The Commission should have as members the General Director
of Irrigation and Reclamation, the proposed General Director
for State Power Plants, a representative of private power
interests and one or more representatives of the public at
large. All development projects should be reviewed by this
Commission. Studies of services and rates, as well as of the
regulation of power grids, should also be made by this group.
We further recommend that the existing Electrical Study
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Institute be placed in the Ministry of Public Works to carry
out basic research on projects planned by the Ministry on
advice of the Power, Irrigation and Reclamation Commission.

Our recommendations on investment and policy relating
to electric power may be summarized as follows:

(1) The Government's present power program, the north-
twestern grid and the Sariyar Project, should be com-

pleted, as should the currently projected small indus-
trial and municipal power plants. Additional under-
takings should be limited to small plants to meet the
most urgent demands for power. New large-scale
multi-purpose projects should not be undertaken for
the next several years.)

(2) A single operating agency in the Ministry of Public
Works should be responsible for public power installa-
tions other than those operated by municipalities. The
Etibank should be concerned only with mining enter-
prises.

(3) A Power, Irrigation and Reclamation Commission
should be created to advise the Minister of Public
Works on policy in these fields and to help coordinate
planning of new developments. The Electrical Study
Institute should be placed in the Ministry of Public
Works.





CHAPTER VIII

Organization of State Enterprises and
Encouragement of Private Initiative

The preceding discussion of the various important sectors
of the Turkish economy has indicated the substantial role
played in almost every sector by state-owned enterprises. In
this Chapter we consider how the organization and adminis-
tration of existing state enterprises can be improved so as to
enable them to use their considerable resources more effici-
ently. We also consider means by which the Government can
appropriately carry out its stated policy of encouraging the
development of private initiative.

We are not here concerned with the much-debated problem
of choosing between public and private activity as alternative
means of conducting the nation's economic activity. It is
plain that, no matter how much encouragement is given to
private enterprise, the State will not for a considerable time
be able to relinquish certain of its public undertakings, even
if it should wish to do so. Our recommendations, therefore,
necessarily concern those matters of organization, administra-
tion and economic environment which, in the judgment of the
Mission, are most important to assure that all resources,
whether public or private, are effectively mobilized for the
further economic development of the country. The policies
and practices recommended should eventually and increas-
ingly produce an appropriate balance and relationship between
private and public enterprise.

ORGANIZATION OF STATE ENTERPRISES

Regardless of the decisions eventually taken on the role
of the Governmnent in economic activity, some reorganization
of existing state enterprises is essential to the more efficient
use of the resources they employ. Such reorganization is also
essential to the proper functioning of a sound investment
program and as a basis for intelligent decisions as to the
sale of state-owned enterprises.

149
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Present Forms of Organization
There is no standard organizational plan for enterprises

owned by the Government. The Surmerbank, Etibank, Agri-
cultural Bank, Toprak Office and the newly formed Machine
and Chemical Industries, for example, follow a general plan
prescribed by the Law for State Economic Enterprises. The
Sugar Factories are subject to this law, but are also organized
along the lines of a private joint-stock company. The monopo-
lies (chiefly tobacco, alcoholic beverages, salt and matches)
and the several transport and communications agencies, on the
other hand, are General Directorates under the Ministry of
Customs and Monopolies and the Ministry of Communications
respectively. There are substantial differences among the
various enterprises as to legal status, operational authority
and financial independence.

The two principal types of organization are that laid down
in the Law for State Economic Enterprises, best illustrated
by the Siimerbank and Etibank, and that prescribed for the
transport agencies. From the point of view of effective busi-
ness operation, the former is the better because it gives the
individual enterprises greater independence.

The organizational plan prescribed by the Law for State
Economy Enterprises provides for a General Economic Com-
mission, presided over by the Prime Minister and including
the Ministers of Finance, Economy and Commerce, Exploita-
tions and Agriculture, members of various committees of the
Grand National Assembly and directors of various state banks
and enterprises. The Commission annually reviews the fin-
ancial and operational performance and general programs of
all enterprises in which the Government owns more than 50
per cent of the stock, excepting the monopolies and trans-
portation and communications agencies. The Prime Minister's
High Control Board carries out an annual audit and inspection
of each and reports to the General Economic Commission.

The Sumerbank, Etibank, Agricultural Bank, Toprak Office
and Machine and Chemical Industries each has a Board of
Directors appointed by the Council of Ministers. Under the
Board is a general management, usually consisting of a Gen-
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eral Director and two assistants, one technical and one admin-
istrative. The General Director is an ex officio member of the
Board of Directors. Managers of individual plants or offices
are responsible directly to the general management.

The Siimerbank and Etibank, which are typical of the
economic entities in this category, are independent of the
government budget. They prepare their own operational
budgets. Their financial operations are subject to careful
post-audit by the Auditing and Control Board, as well as to
general review by the General Economic Commission, but
their accountants have no relation to the Ministry of Finance
and there is no item-by-item approval of their expenditures
by the Ministry. They operate under special civil service
laws and are free to hire and dismiss personnel as they see fit.

In contrast to the State Economic Enterprises, the monopo-
lies and the state transportation and communications agencies
are organized as General Directorates under their respective
ministries. Each has a Board of Directors made up of officers
of the organization. They must apply to the Assembly each
year for an annexed budget. Their revenues must be turned
over to the T.reasury. Funds for operational expenditures, in-
vestment and depreciation are provided annually in their bud-
gets. The Court of Accounts post-audits all expenditures under
these budgets. The chief accountant of; each organization is
appointed by the Minister of Finance. Although he is nomin-
ally responsible to the General Director of the enterprise, the
accountant is actually quite independent and in effect makes
policy through his power to approve each expenditure of the
organization. In many cases, the Barem- (the civil service laws
and -practices) applies to the monopolies and transport agen-
cies, although numerous exceptions to the system have
evolved.

This brief comparison of the two types of organizations
illustrates only the general points of difference. There are
many special provisions applying to individual agencies, such
as the revolving fund created to give the monopolies the
permanent operating capital required for their operations.
Such measures are at best temporary expedients and often
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further complicate operations. Because their capital derives
from two sources, for example, the monopolies are subject to
three types of audit: by the Court of Accounts for budgetary
appropriations, by a special joint Committee from the Ministry
of Finance and the Court of Accounts for the revolving fund,
and by inspectors of the Ministry of Customs and Monopolies
for general operations. The accounting system is extremely
complicated since expenditures under the budget and revolv-
ing funds are recorded separately. There is duplication in
auditing and the three groups of auditors seldom coordinate

their work.
Neither of the two organizational plans which we have

outlined is entirely satisfactory. The monopolies and the trans-
portation and communications agencies are so subject to
government interference that it is difficult for them to operate
as business enterprises. They spend much time justifying
appropriations for ordinary operations. On the other hand,
the system under which the State Economic Enterprises oper-
ate lacks general policy control, especially over investments.

We noted in an earlier Chapter the absence of govern-
mental control over the investment activities of the Sumer-
bank and the Etibank, which are the major State Economic
Enterprises. As has been pointed out, both institutions were
created to help carry out the Government's development plans,
the Siimerbank in industry and the Etibank in mining and
power. Both are state-owned holding companies and have
minor banking functions. The paid-in capital of the Siumer-
bank stood at TL 109.5 million at the end of 1949, and that
of the Etibank at TL 68.7 million. The two companies are
also authorized to discount Treasury-guaranteed bills at the
Central Bank. At the end of 1949, for instance, TL 96.1 million
of the Sumerbank's bills were outstanding, in addition to
TL 11 million of bills under the Siimerbank's normal banking
discount privileges. (Table XII shows the sources from which
the Sumerbank obtained funds to finance its expansion.)

Profits of Sumerbank enterprises have habitually been
retained as additions to capital or as surplus and special re-
serves. The Sumerbank has never paid the State any interest



ORGANIZATION OF STATE ENTERPRISES 153

on investment capital, nor has it returned any capital funds
to the Treasury. Depreciation funds set aside by individual
industrial plants are also retained by the holding company and
may be reinvested as the Samerbank deems advisable. Thus
the Siimerbank has substantial funds for expansion at its
disposal.

Some Siimerbank factories have operated at a loss, espec-
ially during their early years. In such cases there has been
a tendency to increase investment in an attempt to bring down
costs of production. It has also been customary to cover the
losses of some plants with the profits of others. Demand for
funds to cover losses, as well as for new investment needs,
has led the Siimerbank to expand profitable industries and to
enter others where prospects of profits are good, irrespective
of the importance of such industries to the economy as a whole.
In addition, some plant managers have tended to build per-
sonal empires by expanding their enterprises. The result has
been a large, cumulative and uneven growth of state industries
financed by the State but along lines largely determined by
the enterprises themselves.

Like the Siumerbank, the Etibank has retained its net earn-
ings and reserves. It has not, however, been as financially
successful as its sister institution, with the result that, until
recently, it has been constantly short of investment funds and
has often lacked even working capital (see Table XIII). So
far as investment funds are concerned, the situation has been
improved in the past few years by the large amount of foreign
financial aid devoted to Etibank enterprises. The shortage of
working capital has been relieved by the provision of govern-
ment funds through emergency practices made possible by
the fact that the Etibank, like the Siimerbank, is empowered
to engage in banking activities. In 1949, for example, the
Treasury deposited some TL 15 million in the Etibank to
cover losses on coal production, pending appropriation of
funds from other sources.

The State's enterprises are( bureaucratic and top heavy. /
Authority is heavily concentrated at the top and is not suffici-
ently delegated to lesser officials and employees. We referred



TABLE XII

GROWTH OF SijMERBANK CAPITAL AND LIABILITIES, 1933 TO 1949
(Millions of Liras)

Total Capital and Liabilities
Increments to Capital (At year-end)

Deposits
Allocations Special Total Depre- Discounts and Other

Retained from and Misc. Capital Paid-In ciation at Central Current
Years Earnings Budget Sources Additions Capital Reserves Accounts Bank Liabilities Total

1933-35 ... 2.1 5.1 10.71 17.9 17.9 1.9 0.1 n.a. 22.3 42.2

1936-38.. 2.5 14.5 6.22 23.2 41.1 2.4 5.7 4.4 32.4 86.0

1939-41 .... 1.6 5.2 0.12 6.9 48.0 8.3 18.3 53.6 19.5 147.7

1942-44 .... 6.4 16.4 - 22.8 70.8 61.0 39.3 72.3 20.3 263.7 ,

1945 ..... 6.3 2.7 - 9.0 79.8 77.6 47.5 52.1 14.7 271.7

1946 ..... 10.4 3.0 - 13.4 93.2 100.5 61.4 36.0 17.5 308.6 m

1947 ..... 3.8 - - 3.8 97.0 114.0 68.2 103.0 23.4 405.6 0

1948 ..... 2.6 - 2.6 99.6 137.2 75.8 106.2 47.4 466.2 0

1949 ..... 9.9 - - 9.9 109.5 139.2 84.2 107.1 52.8 492.8 <
c

1 Value of factories turned over to Sfimerbank at beginning of operations.

2 Proceeds of Russian loan.

Source: Sunmerbank.



TABLE XIII >
GROWTH OF ETiBANK CAPITAL AND LIABILITIES, 1935 TO 1949

(Millions of Liras) >

Total Capital and Liabilities oIncrements to Capital (At year-end) I
CA

Deposits
Allocations Special Total Depre- Discounts and OtherRetained from and Misc. Capital Paid-In ciation at Central CurrentYears Earnings Budget Sourcesl Additions Capital Reserves Accounts Bank Liabilities Total i

1935-38 ... 0.1 1.8 2.6 4.5 4.5 0.3 1.2 1.8 6.4 9.7 a
1939-41 1.1 0.02 1.5 2.6 7.1 6.3 4.8 23.8 7.9 42.8 W
1942-44 . 3.6 25.4 4.5 33.5 40.6 14.4 19.8 30.0 20.9 125.7 a
1945 .. 1.1 8.1 0.02 9.2 49.8 13.5 23.5 30.0 29.7 146.5
1946 .. . 0.5 2.0 0.02 2.5 52.3 17.0 29.5 30.0 34.5 163.3
1947 1.4 ... . 2.0 0.1 3.5. 55.8 21.8 36.6 43.0 46.5 203.7
1948 . 1.2 3.0 0.3 4.5 60.3 33.9 43.7 59.4 54.8 252.1
1949 .. 4.8 3.5 0.1 8.4 68.7 41.4 55.7 69.6 76.2 311.6

1 Value of mines owned or purchased by Government and Treasury receipts from private mining concessions turned over to theEtibank.

2 Less than TL 50,000.

Source: Etibank.

LI
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in Chapter VII to these characteristics in the transport
agencies. They are equally typical of the industrial enterprises.
Channels of communication are unnecessarily complicated and
routine activities are hampered by restrictions and paper work
to such an extent that productive efficiency is seriously im-
paired. Factory employees, as far down as minor clerical staff,
are hired and dismissed by the central office of the holding
company, not by the factory management. The Siimerbank's
head office also intervenes in the purchase of raw materials
and supplies as well as in the marketing of products- of indi--
vidual factories. As a result, plant managers can exercise
little initiative and(tend merely to carry out orders from aboveJ
Top Siimerbank management, on the other hand, is hampered
by lack of information on operations and over-burdened with
paper work. In the accounting systems of public enterprises,
terminology is not uniform, so that financial statements can
rarely be read and interpreted correctly without consulting
the responsible accounting department. Heavy administrative
charges add to costs of production and unnecessarily raise the
prices of finished goods.

Responsibility for Investment Policy
A more detailed analysis than the Mission was able to

make and the continued advice of experts will be required in
order to construct a satisfactory general organizational plan
for state enterprises. We can, however, suggest a few spe-
cific changes which would be helpful. The primary objective
of an organizational plan for state enterprises should be to
separate responsibility for investment policy from responsi-
bility for operations. No coordinated investment program for
the country as a whole can be realized while important state
institutions have the power to determine their own growth.
It is clear that policy decisions should be made at a high
governmental level, but is it equally clear that substantial
authority over activities other than investment should be
delegated to the managers of individual economic enterprises.
A system which incorporates these principles should result
in better use of resources and will aid in the analysis of the
value and efficiency of individual enterprises.
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The Mission therefore recommends that all investment
decisions respecting'state enterprises should be coordinated
and approved under the system proposed in Chapter IV. In
other words, subordinate organizations should be relieved of
the power to make their own investment decisions and this
power should be concentrated in the Prime Minister or in his
Deputy for Economic Coordination, acting on the advice of
the Economic Coordination Staff. All enterprises should turn
over to the Treasury their net profits after making adequate
maintenance allowances. Depreciation funds should be clearly
earmarked in-the accounts of each firm. Individual factories,
mines and transportation agencies should recommend to their
parent organizations what investments in new plant or fa-
cilities they believe desirable, but the final decision on such
recommendations should be made by the Prime Minister or
his Deputy. In this connection, the banking activities of the
Siimerbank and Etibank should be terminated.

Adoption of this recommendation as to the responsibility
for invest-ment decisions will obviate the need for the present
General Economic Commission. This unwieldy body should
be abolished. The Control Board should continue to audit
and review operations and programs of all enterprises owned
by the Government or in which it holds stock, but the Board
should report to the Prime Minister. Its reports. should be
published and made available to the public.

Responsibility for Activities Other Than Investment
Final responsibility for the general operations of public

enterprises should also reside in a high-level authority. The
Mission believes that the various Ministers should fulfill this
function, namely the Minister of Exploitations for all indus-
trial and mining enterprises, the Minister of Communications
for transportation and communications agencies, the Minister
of Public Works for government-owned power installations,
and the Minister of Agriculture for the Toprak Office, the
Agricultural Bank and the State Farms.

It would seem desirable that industrial and mining enter-
prises be divided into four groups within the Ministry of
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Exploitations, namely Suimerbank Industrial Enterprises, Eti-
bank Mining Enterprises, National Defense Industries (the
present Machine and Chemical Industries) and Revenue En-
terprises (monopolies and Sugar Factories). This would
clearly distinguish between those enterprises which compete
with private industry and mining, those which are subsidized
for national defense purposes and those which are operated
purely for revenue.

There does not seem to be any strong justification for
continuing the present Ministry of Customs and Monopolies.
It should be abolished and its customs function transferred
to the Ministry of Finance. Each monopoly retained should
be run as an economic entity. An excise tax on monopoly
products can provide the Treasury with certain revenues while
allowing the factories to base their prices on costs of produc-
tion. The Sugar Factories are a case in point. If revenue from
Sugar Factories is indispensable to the State, their revenue
contributions could be maintained by an excise tax on sugar.
Should it be decided to keep the Sugar Factories under state
ownership, the stock owned by the Is Bank should be pur-
chased by the Government and the factories placed under the
division of Revenue Enterprises of the Ministry of Exploita-
tions.

We suggest that each of the four offices of the Ministry
of Exploitations should be headed by a permanent General
Director with a Board of Directors of which he is a member.
Each Board would review the operations of its related enter-
prises, approve the budgets of individual plants, select factory
managers and generally supervise activities ini its field. The
General Directors and members of the Boards should be
chosen for business ability and should be free from political
interference. The expense of the Ministry of Exploitations
and of its directorates should be met by appropriations in the
national budget in order that independent accounting may be
instituted for each factory and mine.

Delegation of Authority to Individual Plants
Operation of public enterprises has in general been ham-

pered by the fact that they do not have sufficient independence
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to operate as business entities. A substantial amount of au-
thority should be delegated to managers of individual under-
takings. This would increase their efficiency as well as give
wider experience to the managers. Only through such a dele-
gation of responsibility can good managers be developed and
incompetent ones weeded out.

The managers of individual enterprises should have the
authority to operate on the basis of a business budget as
approved by the responsible Minister. This means that each
plant or agency should pay its current operating expenses out
of current revenues. Other powers which should be delegated
to individual factory managements are freedom to buy raw
materials, to hire or dismiss personnel, to set wage rates on
the basis of local labor market conditions and to market their
goods and services under general price policies approved by
the responsible Minister.

In summary, we make the following recommendations on
the organization and policy of state enterprises:

(1) Investment decisions affecting state enterprises should
be taken by the Prime Minister or his Deputy in
accordance with the procedure proposed in Chapter IV,
although individual enterprises should be encouraged
to initiate investment proposals. The General 'Eco-
nomic Commission should be abolished. Reports of
the High Control Board should be available to the
public.

(2) Net profits of state enterprises should be paid directly
into the Treasury. Adequate depreciation funds should
be clearly earmarked in the accounts of eac-h enterprise.

(3) Final responsibility for operations of state enterprises
other than investment should lie with the various
Ministers. The Ministry of Explbitations should in-
clude four divisions: Siimerbank Industrial Enter-
prises, Etibank Mining Enterprises, National Defense
Industries and Revenue Enterprises. The Ministry of
Customs and Monopolies should be abolished and. its
customs functions transferred to the Ministry of
Finance.

(4) The manager of each enterprise should have sufficient
authority to conduct-his enterprise as a business entity.
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STATE PROMOTION OF PRIVATE INITIATIVE

The past two decades have witnessed a much more rapid de-
velopment in the public than in the private industrial sector.
Private industry has lagged in part because of the direct impact
of governmental policies and activities, but not all the short-
comings of private enterprise are attributable to the State.

The nature of the Turkish entrepreneur has affected the
kind of skills he has developed and hence his ability to engage
in production, especially in the industrial field. His mechanical
and technical competence are seriously inadequate.' While
state enterprises have concentrated on the training of engineers
and technicians, private enterprise suffers from a lack of such
trained personnel. On the other hand, Fhe business management
and marketing practices of private firms are generally superior
to those of state enterprises simply because the private entre-
preneur has to make correct decisions or go out of business).1

Turkish private enterprise has a distinct trading complex.
Many of the important factories are owned by families who
originally acquired their wealth in trade and whose attitude
is that of the merchant rather than the industrialist. A high
return on investment and quick return of capital are expected
as a matter of course, with the result that industrial invest-
ment is relatively unattractive. Such investment as does take
place in industry is too often speculative. The desire for a
quick turnover and high profits and the fear of inflation have
blocked long-term investment commitments. The pursuit
of profit through small margins earned on a large volume of
production is practically an unknown concept.

If private enterprise is to play its proper role in Turkey's
economic development, the Government will have to adopt
positive measures of encouragement. The development of an
entrepreneurial class willing to invest funds over a long period
and to submit to the rigors of competition depends primarily
on the energies, initiative and growing experience of private
individuals. The leadership and cooperation of the State can,
however, assist that process by elimination of the obstacles
and inhibitions to initiative resulting from the economic activ-
ities and policies of the State. Clear-cut legislative and admin-
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istrative decisions by the Government will remove many of
them. The obstacles arising from the character and psychol-
ogy of Turkish private enterprise itself will require greater
effort but can in time be overcome if the Government helps
create a general climate in which private investment can
flourish.

Scope of State Enterprise

A first step in overcoming the obstacles created by the
State should be to dispel the prevailing uncertainty as to the
intended scope of public enterprise.

From the establishment of the Republic until 1942, private
industry in Turkey was aided and protected by the Govern-
ment through tax exemptions, special transport rates and pref-
erential buying and selling by the Government. Many of
the existing private industries owe much of their development
to this assistance. Since 1933, however, the effects of this en-
couragement have been increa jngly offset by the tremendous
expansion of state enterprise Private producers in general
have grown increasingly apprehensive of expanding state
operations and the possibility of expropriation. In the past two
decades they have seen the State enter many fields and have
become acutely aware of the tendency towards self-expansion
among the major state economic organizations. As a result
private enterprise is justifiably cautious of entering or ex-
panding in any major field, whether or not public enterprise
already exists there. -.-

Events since World War II have somewhat allayed this
anxiety, but it continues to retard private industrial develop-
ment. In May 1950, the Prime Minister declared that the
Government intended to limit its active participation in in-
dustry to fields of a public utility character and "basic"' indus-
tries. We believe, however, that the Government should
specify more clearly the particular industries which fall into
these exceptional categories, explicitly reserving all other
fields to private enterprise.)

It should be noted that state competition has not always
had an adverse effect on private enterprises operating in the
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same field. In the textile industry, for example, the Govern-
ment's selling price has become the market price and, because
of the high costs of production in state plants, private firms
have made substantial profits by selling at that price. Further-
more, the types of goods produced by state factories have
often received greater protection against imports than other
goods and this has, of course, aided private enterprises in
competition with those state factories. It would seem that
fear of state competition has not been as important a deter-
rent to private investment as fear of(expropriation, discrim-
ination or the creation of a monopolistic position by the State.

Sale of State Enterprises

( Prompt action on the transfer of at least some state plants
or mines to private ownership would undoubtedly be valuable
as a tangible demonstration of the Government's intention to
limit its economic activity.)We wish to emphasize, however,
that the disposal of state plants poses difficult questions which
need careful study and considered judgment. Availability of
private capital for the purchase of government enterprises is
likely to be limited. Should the Government decide to pro-
vide credit facilities for this purpose, it would have to face
the problem of devising means and conditions of credit exten-
sion consistent with general financial stability. It will also
not be easy to arrive at fair prices for the enterprises to be
sold, for the complexities of Sumerbank and Etibank organ-
ization and financing make it difficult to untangle an individual
enterprise from the web of its parent organization. The recom-
mendations we have made concerning the reorganization of
state enterprises should help in this respect. Once capital is
found and a price agreed on, the Government will have to
decide how to use the proceeds of sale, a decision which may
have important effects on the general economic situation. De-
cision as to the status of officials and employees of state
enterprises and of the social welfare measures affecting them
will have both political and economic implications. Such
questions as these cannot be superficially answered. In any
case the Mission believes that,(at this stage, increased indus-
trial and mining efficiency and the development of new indus-
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tries are fundamentally more important than a change in the
ownership of certain existing plants. )

Discrimination Against Private Enterprise

Equal in importance to the definition of the scope of state
enterprise, as an encouragement to private initiative, would
be prompt elimination of government practices which give
public enterprises advantages over their private competitors.
Among these are'cheap and relatively plentiful credit, priority
in obtaining import and export licenses and foreign exchange,
guaranteed markets and privileged sources of raw materialsJ

Public enterprise enjoys a distinct advantage in obtaining
investment funds. In fact, there has been(distinct discrimina-
tion \against private industry in this respect. (Through bor-
rowing, high taxes and high profits from the sale of state-
produced goods, ,the State has controlled the bulk of Turkish
capital and made it available to state enterprises. Private
industries must compete with high profit, short-ter'm com-
mercial operations for the remaining credit available. (Many
state enterprises can borrow extensively at a low interest rate
(one per cent) from the Central Bank. )Private plants must
pay from 8½2 to 12 per cent interest on 90-day loans from
private commercial banks, when and if they can arrange loans.
State enterprises also have an advantage in obtaining foreign
exchange permits for the importation of capital goods or raw
materials. Theoretically, all applications for exchange permits
are treated equally, but there is no clear-cut system of rationing
and in fact state institutions frequently are given preference.

State enterprises also often receive preferential treatment
in purchasing scarce goods from other government-factories.
*For example, the Sugar Factories receive all of the Karabiik
superphosphate production. Similarly, some government en-
terprises have a favored selling position in relation to private
competition. Public enterprises have been known to pay a
higher price to state-owned brickyards than to private brick
manufacturers. Sales from one government agency to another
are sometimes more easily and quicky arranged than are
similar sales to private firms.
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Equitable treatment of all enterprises in these matters
would not only eliminate unfair competition between state
and private enterprises, but would also remove political con-
siderations from the calculations of the private entrepreneur.)
Private economic enterprises now have to work under many
bureaucratic regulations and decrees. As a result, Turkish
businessmen are frequently more concerned with obtaining
an exchange permit or with influencing the administration of
government regulations than with producing goods econom-
ically and marketing them efficiently. Moreover, since state
institutions are the largest purchasers of goods, political influ-
ence is frequently important in marketing operations. With the
removal of discriminatory regulations and practices, energies
now devoted to courting political favor could be directed to
improvement of efficiency in production and marketing. Elim-
ination of the special privileges now enjoyed by state enter-
prises would also put greater pressure on both public and
private firms to operate at lower costs and to sell at lower
prices.

Private Associations

In the more developed parts of the world, it is an accepted
principle that free private associations of farmers, manufac-
turers, workers and merchants contribute to the growth of
leadership, initiative and enterprise. The advantages such
associations can offer Turkey have largely been lost, for they
have been made instruments of state policy, organized and
controlled by the Government.(Labor unions have opcrated
under severe restrictions, strikes and lockouts have been
prohibited by law, and government arbitration has been com-
pulsory) Similar controls have been imposed on the Chambers
of Commerce and Industry and the Unions of Industrialists
and were not relaxed until 1950.

The oldest Chambers of Commerce in Turkey originated
as private, voluntary associations, but in 1925 the Government
took them over, organized many others and required all busi-
nessmen with a capital of more than TL 5,000 to join. There-
after, the Minister of Commerce appointed a Secretary Gen-
eral of each local unit, who had the power to veto any decision
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of the membership. During the recent war years the Govern-
ment also organized Unions of Industrialists to coordinate the
policies of public and private enterprises. All private indus-
trialists were compelled to join and any conflicts arising be-
tween them and public enterprises were settled by the Minister
of Commerce. While a few private voluntary business associa-
tions also exist, their membership is small and their influence
minor. The major business associations have thus been semi-
official organizations, created to implement public policies
affecting business (e.g. exchange controls) and to facilitate
government controls over private business practices and
policies. They have not been an effective channel by which
businessmen might make their own wishes known.

Early in 1950, the Chambers of Commerce were again
made private autonomous organizations, independent of gov-
ernment supervision and control. The Government is to be
commended for this decision. The complete liberation of such
organizations from the tutelage of the State could have a
considerable beneficial effect in industrialization. We believe,
therefore, that the Government should give serious attention
to eliminating controls over labor unions, cooperatives and
business associations. The Ministries of Labor and Economy
and Commerce should do all in their power to promote the
development of such private organizations as part of the
general policy of encouraging private enterprise.

Economic and Financial Measures

The shortage of long-term investment capital available to
private enterprise has been a serious barrier to industrial
development. This situation has been aggravated rather than
relieved by the activity of the State.

Limitation on investments by the Government and pres-
sure on its enterprises to operate more efficiently would
undoubtedly make possible greater accumulation of capital
in private hands and its subsequent investment in mining and
industry. The State can actively contribute to this process
by its credit policies. We do not mean, of course, that the
Government should make credit and foreign exchange avail-
able indiscriminately to private enterprise. Rather, the Gov-
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ernment should make credit and exchange available by selec-
tive rationing and in accordance with its program for the
general economic development of the country. Techniques
of doing so and recommendations for their use are discussed
in Chapters XI and XII.

The Mission wishes to note that in 1950 the Government
took a major step towards assisting the private entrepreneur
to obtain long-term investment capital. With the technical
advice of the International Bank, it joined with private firms
and individuals in fostering the creation of the Industrial
Development Bank, the first private bank in Turkey devoted
exclusively to industrial investment. By its pledge to make
available a loan from the Central Bank, the Government has
made it possible for the new bank to add to its local currency
resources; and by guaranteeing a loan from the International
Bank, it assisted in providing the new bank with foreign ex-
change resources. These actions by the Government are highly
commendable and illustrate ways in which it can help alleviate
the shortage of long-term capital for private enterprise.

No measures by the Government can, however, be of any
avail unless the general financial environment is such as to
instill public confidence both in the financial stability of the
country and in the general economic and financial policies of
the Government. To this end, we offer, in Chapter XI, specific
recommendations on financial organization and policy.

Danger of Monopoly
Apprehension has often been expressed in Turkey over the

monopolistic tendencies of private enterprise. This fear has,
in fact, been frequently cited as a reason for the need of
extensive government participation in industry and trade.
We believe that the long-run aim of the Government should
be the development of private competitive enterprise. That
view seems to be generally prevalent in Turkey today.

In our judgment there is, at present, little danger of the
harmful aspects of private monopoly-certainly not enough
to require government action to prevent it at this time. Never-
theless, it would be desirable for the Government to encourage
in every feasible way the entry of new firms into all appro-
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priate fields of economic activity. If it does so, ventures which
are initially monopolistic, not by intention but because they
are pioneers in the field, will attract competition, resulting
in greater productivity and lower prices. Should it be neces-
sary to take legal steps to prevent collusive agreements among
competitors on matters of price and production, this should
be done through public regulation of business practices rather
than through direct state intervention in production or dis-
tribution, as has been the case in the past.

In this connection, it should be recognized that the Gov-
ernment itself, through its controls over imports, over the
capacity of state-owned factories and over the establishment
of new private firms, has a far greater power to keep up
prices than the most powerful private monopoly. There is
great temptation to use that power in order to increase public
revenues from state industries. As previously recommended,
the general policy of the Government should be to fix prices
of state-produced goods at as low a level as is consistent
with efficient business operations.

In summary, we make the following specific recommenda-
tions with respect to encouragement of private initiative:

(1) The Government should define more clearly the- in-
tended scope of the State's direct participation in
industry, mining and commerce.

(2) Prompt sale of certain state enterprises would demon-
strate the Government's intention to restrict its
economic activity, but such sales require careful con-
sideration of many important economic, social antd
political questions.

(3) The Government should put private and public enter-
prise on an equal competitive basis by abolishing the
special privileges which public enterprises now enjoy
in obtaining credit, foreign exchange, import licenses
and raw materials and in selling their products.

(4) Direct controls over associations of farmers, workers
and businessmeh should be eliminated.

Recommendations on economic and financial measures re-
quired for the encouragement of private enterprise, including
measures concerning the provision of credit and foreign ex-
change, are contained,in Chapters XI and XII.





CHAPTER IX

Education and Public Health

A population handicapped by poor health and possessing
only traditional knowledge and rudimentary skills cannot
produce efficiently. Rising levels of health, general and special-
ized knowledge, and technical skills are essential both to the
general well-being of a people and to their economic and cul-
tural growth.

Among the most important barriers to economic develop-
ment in Turkey are the scarcity of enlightened farmers in
agriculture, the shortage of skilled labor and competent man-
agement in industry, the lack of qualified executives in busi-
ness, the scarcity of efficient administrators in government, and,
in society at large, the insufficiency of independent and sci-
entific thought and physical vigor and the higher productivity
which they yield. Therefore, improvement of public health
and education should be high on the list of Turkey's priorities.

The returns on investments in education and health, though
manifold in their ramifications, are not saleable or negotiable
and are of little direct interest to private investors. Through
their effects on the general level of human productivity, the
benefits of those investments do accrue, however, to the indi-
vidual and to the private businessman as well as to the nation
as a whole. Probably no other type of investment, public or
private, will produce a greater return per unit of outlay. A
generally literate, vigorous and skilled people are not so spec-
tacular or tangible a symbol of progress as a hydroelectric
plant or a steel mill, but their value is infinitely greater.

EDUCATION

The Mission did not attempt an intensive survey of educa-
tion in Turkey, yet as a result of our studies of Turkey's
economy, economic policy and public administration, and of
our talks with educators, we were greatly impressed by certain
aspects of the educational system in which we feel remedial
action would be desirable. The Mission recognizes that
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changes in the educational system of a society still based
largely on a primitive village culture may be difficult and
must in any event be gradual. The comments that followv are
therefore not meant to be recommendations for immediate
action, but rather suggestions for more detailed study by the
Government. We strongly urge the Government to obtain
the services of foreign specialists for a thorough reexamination
of the content, methods and organization of Turkish education.

It is apparent even to the casual observer that the educa-
tioh al base of Turkish society is not yet adequate to support
large-scale economic development, particularly industrializa-
tion and mechanization; nor is it sufficiently broad or appro-
priate in its content and method to support the democratic
process to which the Turkish people have committed them-
selves. Turkey has made rapid advances in education in the
past 2t years, but the extent of independent and scientific
thought and of specialized training remains dangerously small.
The problem is twofold: lack of focus on the needs of the
country and inadequate educational expenditure. The order
in which these factors have been cited indicates their relative
importance. Before substantially increased educational invest-
ment can be justified, proper use must be made of present
facilities and a sound foundation laid for the use of additional
funds.

Educational Methods

The raw materials of a free and productive society are
inquiring minds, personal and independent inquiry, and indi-
vidual initiative. These elements have not received appropri-
ate stress in Turkish education. On the contrary, teaching in
Turkish schools has, by and large, emphasized formalistic
learning. This seems to be true from the earliest grades
through the university level and called forth a warning from
the Rector of Istanbul University that "the tendency to remain
tied to the professor's statements is still dominant" and that
knowledge "acquired by memorizing and applied like a clich6"
will not enable the young Turk to accomplish \vhat is expected
of him.
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The authoritarian character of the teaching process is
reinforced by an educational hierarchy built on rigid lines with
strictly defined channels of authority and a strict and military-
like subservience of students to teachers. The school system,
while it has undoubtedly spread a certain amount of informa-
tion, has not adequately trained children to think or sufficiently
stimulated scientific inquiry. It seems essential, therefore, that
the content, organization and teaching methods at all levels
of Turkish education should be revised in order to encourage
greater freedom of thought and inquiry and that educational
administration should be made less authoritarian.

Decentralization of Control and Finances

One aspect of the authoritarian character of education is
the virtually complete absorption by the central government
of all responsibility for the educational system. Provincial gov-
ernments once carried complete responsibility for the financ-
ing of primary and middle school education. However, the
inability of local governments to provide the necessary funds
and the effort of the central government to exploit all major
sources of revenue reduced local financial participation to only
14 per cent of all educational expenditures in 1948. Educa-
tional policy, the administration of all schools and the con-
struction of all but primary and middle schools are under the
direct supervision of the Minister of Education. There is no
local control over either personnel or policy.

The revolutionary origin and character of the Turkish
Republic made this process of absorption and centralization
both necessary and desirable. It may indeed still be difficult
or inexpedient to permit much responsibility for policy to
revert to local communities. We believe, however, that the
time has come to examine the centralization of education, and
to review the degree to which local communities should be
permitted and encouraged to participate. The stimulation of
individual initiative and enterprise is closely related to the
opportunity for the development and expression of community
initiative and responsibility. If the latter are to be encouraged,
local and provincial governments should carry a greater part
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of the financial and administrative load of the activities that
affect them directly. One of these is education.

For instance, the Government might explore the possibility
of returning to the local community the responsibility for
paying a larger share of the expense of primary education. If
receipts from the provincial and municipal land and building
taxes are increased, as recommended in Chapter XI, local
governments would have the means of doing so which they
have hitherto lacked. The ultimate goal should be greater
local control over school administration. This shift will neces-
sarily be very gradual and is undoubtedly in the distant future.
Increasing the financial responsibility of local governments
is a step in that direction.

Specialized Training

A second major characteristic of Turkish education that
impressed the Mission is its failure to provide adequate voca-
tional, technical and administrative training, which is now
the principal educational need of the country. A nation whose
productivity is low needs to provide opportunities for acquiring
technical and managerial skills, improving techniques and
increasing efficiency. Such things can be imported but the
effects of imported management and skills are limited and
slow to spread. If Turkish education is to contribute to
national development, it must provide the more advanced and
more specialized training. In Chapter V we emphasized the
urgency of training the competent research and extension
corps which are absolutely necessary for the development of
agricultural productivity. In Chapters VI and VII, we noted
that Turkey's present physical facilities are not being used
to their fullest and that its economic development will be
hampered because of the shortages of trained personnel in
almost every field of endeavor from administration to applied
science, from accountancy to engineering, from factory labor
to management. We shall stress later the same shortages
and the same need for training in public health and in public
administration.
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Despite these needs, the major educational effort of the
Government has thus far been on the expansion of primary
schools' and the increase of literacy. Half of all educational
expenditures are for such schools and three quarters of the
teachers teach in them. The percentage of children of primary
school age actually attending school rose from 30.9 to 58.3
per cent from 1933 to 1949, while the percentage in schools
beyond the primary grades changed little during that period.
Only eight per cent of primary school students continue their
education beyond that level. There are, of course, good eco-
nomic reasons for this great gap between primary and middle
schools in a relatively poor agricultural country.

We do not wish to minimize or to underestimate the literacy
or importance of primary schools. We believe, however, that
the time has come when the Government should give greater
attention to strengthening schools beyond the primary grades
and to provide opportunities for greater numbers of carefully
selected students to continue their education in the middle
schools and lycees. Moreover the emphasis in the expansion
of such secondary schools should be on technical and vocational
training. Turkey already has a number of technical middle
schools and technical lycees for training industrial and agri-
cultural workers. These schools received an increasing pro-
portion (rising from 5.5 per cent to 12.5 per cent) of the total
expenditures on education during 1935-48. Turkey's needs for
trained craftsmen and mechanics, nevertheless, remain far in
excess of present training facilities. The Government should
also seek to provide more financial assistance to permit a much
greater number of promising village. boys to attend such
schools.

College and university training in Turkey suffers from an
excessive number of students in relation to the facilities and
faculty available. The greater economic gap in education occurs
after primary school. Those who can afford to continue their
education beyond that level normally proceed to the college

1 Primary schools include grades one through five, ages seven through 11;
middle schools, grades six through eight, ages 12 through 14; Iycees, grades

-nine through 12, ages 15 through 18.
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level. Classes are now far too large for available teaching
staffs and laboratory accommodations. More rigorous selec-
tion by competitive entrance examinations is greatly needed
both to improve the quality of the student body and to reduce
its size so as to relieve the pressure on teaching facilities. At
the same time, more scholarships for the promising but poor
students would remove one obstacle to college attendance
among the more impoverished sections of the population and
help to inculcate a more democratic spirit among college
graduates.

The curricula, standards and facilities of colleges need
urgent attention and greater emphasis on specialized training
in fields of greatest importance to the country. For example,
college and university students engaged in the study of law
far outnumber those in engineering, agriculture, science,
government administration and medicine. In the latter fields
both the facilities and the number of students are highly in-
adequate and the ccurses given are not sufficiently specialized.
Courses are few and inadequate in such important subjects as
industrial engineering, business management, cost accounting
and personnel administration.

The quality of professional education is very uneven. Tur-
key is well supplied with competent engineers who received
their education abroad, particularly in Germany. As a result,
its own technical universities are relatively well equipped to
offer high-quality professional training in the engineering field.
On the other hand, as we pointed out in Chapter V, the agri-
cultural colleges give all students the same general training
and offer few opportunities for specialized study. Similarly,
legal training appears to be poor and students are far in ex-
cess of either needs or teaching resources. Since many law
students take legal training simply as a stepping-stone to gov-
ernment employment, it would be desirable to divert a substan-
tial part of this student body to courses of study in public and
business administration. This would require the establishment
of more chairs, faculties and courses in public administration,
business administration and industrial management. The Fac-
iilty of Political Science of the University of Ankara, which
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has been a major source of government administrators, would
be an excellent place to begin this development.

Improving Village Primary Schools

A third problem to which the Government needs to direct
attention is the quality of teachers, particularly village primary
school teachers. We stress the latter, because they are the
only contact with formal education which the overwhelming
majority of Turkish children have and because of the influence
they wield as a result of their important role in the village
community. At present these teachers are irained in 21 village
institutes, which provide five years of education beyond the
primary school level. Entrance is by competitive examination,
all expenses are borne by the Government and all graduates
are required to serve for 20 years as village teachers. While
the village institutes appear to be doing an excellent job within
their present limited resources, their graduates are assigned
their first teaching post when they are only 17 to 20 years old.
They lack the maturity, training and prestige to do the job
expected of them.

Improvement in the training of the village teacher is essen-
tial. Ccnsideration might be given, for instance, to the adop-
tion of a system in which outstanding primary school graduates
would receive middle and lycee training at government ex-
pense, followed by two or three years of training in pedogogy
and agriculture at a more advanced type of teacher institute
or at normal schools comparable to those at which town and
city teachers are trained, and one or two years of required
military service. The teacher would then enter the village
school at a more mature age and with the benefit of a better
education and would thus command greater prestige. His
longer, more diversified training and more mature judgment,
would permit him to make a greater contribution to village
education and to hold out more effectively-against the influence
of traditional village ways.

The Mission recognizes that the backwardness of village
life may place social and psychological obstacles in the way
of carrying out such a change in the primary school system
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except very gradually. We recognize, too, that a potential
village teacher, given the greater training we suggest, may
become unwilling to confine himself to village life. We
believe, however, that the importance of improving primary
education makes it essential that new methods of training
teachers be thoroughly explored.

Educational Expenditures

Despite the large increases of recent years, the present
level of expenditures for education is(clearly inadequat;. Per
capita expenditure for all public education has risen from
TL 1.4 in 1935 to TL 10.5 in 1948 and expenditure per child
in school, from TL 34 to TL 111. Similarly, the share of the
national budget devoted to education rose from four to 12
per cent between 1936 and 1950. But these increases were
largely offset by inflation. The increase in per capita real
expenditure was only 46 per cent, while the expenditure per
school child actually declined by 41 per cent between 1934
and 1948. In terms of purchasing power, the growth of the
central government's expenditures from TL 10 million in
1936 to TL 176 million in 1950 represented a less than three-
fold increase. Most of that increase was the result of shifting
the burden of financing education from local governments
to the central government.

(Unfortunately, the limited resources available for govern-
ment investment necessarily r,estrict the possibilities of greater
expenditures on education. ) Some increase is nevertheless
necessary if the educational system is to provide the kinds
of training required by the Turkish people. Such increases
should be devoted to expanding technical middle and high
schools, vocational training and the training of specialists
at the college and university level. For such purposes( a
cautious expansion of educational outlays)is clearly desirable.

Financial limitations require making the most of present
resources and effecting economies in current operations and
plans. For instance, wherever space and teaching staff are
already adequate, present resources should be fully utilized
by more rigorous enforcement of compulsory attendance laws
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and by increased use of local schools as centers of adult
education. New school construction plans should provide for
buildings of less expensive design. Where local road con-
ditions permit, bus transportation might be used to bring
children to a centrally located school. In such areas, prefer-
ence should be given to building a single new school at a
central accessible point, instead of constructing several smaller
schools in the individual villages to be served. This would
achieve economies of construction and operation. It would
also result in better teaching staffs and equipment and wider
social contacts among children of different villages.

In summary, we believe that the educational foundations
of Turkish society could be greatly strengthened if the follow-
ing recommendations were adopted:

(1) The content, methods and organization of teaching
at all levels should be thoroughly reexamined with
the aid of foreign specialists.

(2) In reviewing the educational system, the Government
should explore the possibility of:
(a) Encouraging greater freedom of thought and in-

quiry at all levels of education and reducing the
authoritarianism characteristic of the educational
system;

(b) Returning to local governments a larger share of
the financial burden of primary schools;

(c) Placing greater emphasis on the training of
students in the skills and professions most
urgently required for Turkey's development
program.

(d) Shifting the central government's emphasis to the
middle and higher educational levels where facili-
ties need greatest expansion and greatest qualita-
tive improvement;

(e) Tightening the entrance requirements of colleges
and universities and raising their academic stand-
ards;

(f) Revising the present system of training village
teachers so as to provide older, more mature and
better educated personnel for primary schools.
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PUBLIC HEALTH

Need for Public Health Services

Public health and medical services have a history of barely
30 years in Turkey, yet even this brief period has witnessed
great achievements. In health, as in other fields, the Govern-
ment has made an impressive effort to make up for lost time.
The expansion of hospital facilities, the increase in the number
cf physicians, nuirses and hospitals, and the attacks on tubercu-
losis, malaria, trachoma and other diseases common in Turkey
are all evidence of progress.

Despite these achievements, health services and medical
facilities are still inadequate to meet the needs of the Turkish
people. Seventy per cent of Turkey's 20,000 hospital beds
are concentrated in Istanbul. Only 13,000 of the beds are
available for the treatment of ailments other than tubercu-
losis, mental diseases and leprosy; and two thirds of these
are in the metropolis, leaving wholly inadequate provision
for the 19 million persons outside Istanbul. On the basis
of a modest goal of three beds per 1,000 population, Turkey
still needs an additional 47,000 beds for general purposes and
33,000 special beds. Similarly, Turkey's 22 operating health
centers and the 18 now in construction or planned for comple-
tion by 1952 are but a fraction of the Government's goal of
1,000. Even these institutions are inadequately staffed. A
fifth of Turkey's 7,500 doctors are in the armed forces and
another fifth are in the Istanbul area. Outside the armed
forces and five major provinces, there is but one doctor per
4,139 of population, and most of them are in towns. The
rural population, particularly in the remote parts of the
country, is thus virtually beyond the reach of medical assist-
ance. There are only 600 trained nurses in the country and
they are equally badly distributed. The nation's output of
both physicians and nurses cannot cope with the need and
in both cases the quality of training is far from satisfactory.
Tuberculosis remains a serious national problem. Malaria,
trachoma and venereal and other diseases are still prevalent.
Public sanitation is grossly inadequate. It is indicative of
the level of health service in Turkey that no reliable statistics
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are available regarding birth, death and infant mortality rates
or the incidence of disease. Despite the advances of the past
three decades, Turkey still has a long way to go in improving
the health of its population.

The background of Turkey's public health problem is a
familiar one, common to a large part of the world. Poverty,
with its attendant evils and problems, is the source of the
difficulty and Turkey's low per capita production and income
are the root causes. A permanent solution can be achieved
only when the nation attains a much higher standard of
living and can afford the volume of health and welfare services
now considered essential in more developed countries. Until
then, efforts must be circumscribed by the limits of Turkey's
resources and must be concentrated on the more urgent and
serious conditions which affect the working capacity of the
population or which take a large toll of human life.

The speed with which Turkey has sought to move in
public health is one cause of many of the present difficulties.
In their haste, the Turkish people have neglected some of the
essential intermediate steps in the development of their
services, not realizing that large schemes of development,
even in health, must start with less ambitious and spectacular
beginnings. Modest facilities scientifically operated and
widely distributed are more effective than monumental and
costly buildings. The quality of services and personnel is
more important than their ,numbers if steady and effective
improvement is desired.. Existing facilities need to be effec-
tively used before new facilities are launched. There are
thus steps to be retraced and basic problems to be overcome
before Turkey can hope to advance more rapidly in the field
of medicine and public health.

In general, the deficiencies in Turkey's public health
services may be summarized as follows. First, the country
suffers from a scarcity of well-trained medical and health
personnel. Second, public health efforts have been concen-
trated on the cure rather than the prevention of disease and.
insufficient attention has been given to environmental sanita-
tion. Third, the seientific approach to problems of disease
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prevention and control has not been sufficiently emphasized.
Finally, public health administration has been poor and
unintegrated.

Technical Training

Despite the urgent need for expansion of medical services,
Turkey can not profitably spend large amounts of money
for new hospital construction and expanded services, even
if funds were available, until there are more adequate facilities
for training medical and health personnel and technical assist-
ants. The highest priority should therefore be given to the
training of technical staff, both to complete the establishment
of existing institutions and services and to provide the st,aff
needed for the new ones that must some day be created. It
cannot be too greatly stressed that progress in the future
depends on the ability to produce necessary technical staff,
for without this staff no amount of investment can solve
Turkey's health problems. \

The need for new and better training facilities for nurses
and allied staff is especially urgent. Hospitals now employ
75 per cent of the 600 professional nurses in the country, but
for proper staffing they need at least twice as many. An
ultimate fivefold increase of hospital beds and the needs of
dispensaries, health centers and a public health nursing ser-
vice would bring the requirement for nurses to at least 11,700.
Yet present training facilities are turning out only about 65
new nurses per yearr Turkey thus has an enormous training
problem ahead which must take priority over all else)

To supply the need for trained nurses, the Mission calcu-
lates that about TL 70 million would have to be spent over
a 20-year period. Existing training schools should be enlarged
and new ones opened in connection with nearly all the larger
hospitals of the country. The major difficulty in this connec-
tion is the provision of trained teaching staff, which now exists
only in the Red Crescent Society's Nurses School at Istanbul.
Employment of foreign nursing instructors and the sending
of Turkish nurses abroad for special training would help
to speed the training program. Serious consideration might
also be given to employing male nurses to serve-male hospital
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patients, at least as a temporary expedient, for a large number
of female nurses leave the profession after a few years and
the social traditions of Turkey make it difficult to obtain
enough female recruits. A concerted campaign to break down
such barriers and to improve the conditions of service are
essential if more and higher quality personnel are to be
recruited and retained.

The development of a system of public health nurses,
with at least one for every 5,000 people, should also be incor-
porated into the training program. Such nurses, of whom
there are now but few in Turkey, would, in addition to general
training, receive special instruction in home nursing, infant
and child care, school health inspection, home hygiene, and the
improved use and preparation of local foodstuffs. A nursing
service of this kind should be an important part of the nation's
health services, particularly in rural areas where there is
likely to be little else in the way of home medical assistance.
An early start should therefore be made in training nurses
for such a service and particular care must be taken in select-
ing recruits. Because of the need for expanding maternity
service as part of a future system of public health centers,
immediate plans should also be made to increase the number
of midwives trained both in the special School for Midwives
and in the two practical training schools for village midwives.

Three schools- in Turkey now graduate an officer called
a "sanitarian," who is a partially trained sanitary inspector
and a partially trained medical aide. These functions need to
be separated and the curricula of the schools for sanitarians
should be revised accordingly. One course should be designed
to turn out a medical assistant who can perform minor medical
functions, including vaccination and diagnosis of the commoner
communicable diseases, and simple dispensing and treatment.
Such assistants will be important in the development of health
centers, in which they can freAuently serve in place of a perma-
nent, fully trained doctor. A separate course for sanitary
inspectors should place primary emphasis, at a thoroughly
practical level, on disease prevention, food inspection and
environmental sanitation. If properly trained, sanitary inspec-
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tors could save much time of health officers and could assure
the proper inspection of sanitary conditions and the systematic
abatement of nuisances. It is important to get these courses
of study under way quickly.

Additional training facilities are needed for X-ray and
laboratory technicians. At present, radiographic work in Tur-
key is of poor quality despite excellent and often over-elaborate
equipment. The services of a competent radiographer should
therefore be obtained to train X-ray technicians for hospitals
and tuberculosis dispensaries. Nurses, who can ill be spared
from their proper duties, and even partially trained hospital
servants, are frequently employed in laboratories. A special
course of instruction for laboratory technicians should be
instituted in the central laboratory of the Institute of Hygiene
in Ankara. The course should include modern techniques of
diagnosing tuberculosis.

There is also a pressing need for more doctors, but improved
quality of medical training and a shift in its emphasis are of
even greater importance. As in other professional education,
teaching and laboratory facilities at the Medical Faculties of
Istanbul and Ankara are insufficient to provide adequately
for the student body. In recognition of this fact, it is intended
to restrict annual admissions considerably. Additional facili-
ties are urgently required.

Medical training in Turkey places insufficient emphasis
on hygiene and the basic principles of disease prevention, with
the result that medical graduates have an insufficient apprecia-
tion of the value of preventive medicine. This is a particularly
serious failing in doctors employed by the health service, about
a third of the total. Greater emphasis should be placed on the
teaching of public health throughout the qualifying medical
courses. The general pattern of diseases should be presented
to the student in relation to the economic and social structure
of the country and without too much detail of public health
organization and practice, as this is more appropriate to post-
graduate work for specialists. Every doctor will then have a
broad general perspective of public health and the value of
preventive methods.
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No ordinary medical curriculum can, however, adequately
train public health officers for their specialized work. It is,
therefore, of great importance that postgraduate training for
public health officers be re-established as soon as possible.
Such special training was once given at the Institute of
Hygiene in Ankara, but the course had to be discontinued when
the premises were required by the medical faculty of the new
University of Ankara. A comprehensive course along modern
lines is needed, adapted to local conditions in Turkey. For
this purpose, it would be desirable to obtain the services of a
specialist in public health to reorganize the Institute.and to
draw up a suitable syllabus. The Institute should grant a
diploma in public health, which should be a prerequisite for
all appointments to major positions in the public health field.

The provision of 'more and better training facilities for
public health personnel will not in itself ensure a larger num-
ber of recruits. It is essential that present low salaries be
raised sufficiently to attract men and women into training.
Public health administrators and officers should receive salary
increases sufficient to compensate them for their inability to
engage in private practice. If this were done, fewer doctors
would be reluctant to adopt preventive medicine as a career.
The Government should consider the desirability of paying
higher salaries to new recruits for its medical staff and ban-
ning them from private practice, thus assuring full-time atten-
tion to official duties. Nurses and other public health em-
ployees also receive wholly inadequate pay. Though it is a
general problem, low government salaries are especially seri-
ous in the field of public health.

Preventive Medicine
The second major requirement of Turkey's medical and

public health program is to change its emphasis from cure to
prevention. Those who have preached the importance of pre-
vention have thus far made little impression on their colleagues
or on the Government. Since it is unlikely that Turkey will
be able to afford for many years to come the standard of hospi-
tal accommodations now enjoyed by more developed coun-
tries, the incidence of preventable disease must be held at as
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low a level as possible. In this manner, it will be possible to
make better use of the limited hospital accommodations which
are now, or are likely to become available. The emphasis
recommended here is essential because Turkey is just com-
mencing to build up a medical profession and a state health
service. Now is the time to lay sound foundations and to
develop a scientific outlook on the nation's health problems.

Closely related to the emphasis on cure rather than on
prevention is the serious lack of attention to the simpler
problems of environmental and general sanitation. Much of
the preventable disease now prevalent in Turkey is directly
attributable to low standards of hygiene. To a large extent
they are responsible for the high incidence of trachoma,
typhoid fever, worm infections in children, gastro-enteritis
in infants and other diseases. There is little routine sanitarv
inspection in any real and effective sense and little attempt
to abate nuisances in either towns or villages. Until recently,
little has been done regarding water supplies outside the larger
cities and few such supplies receive adequate inspection or
protection. Aside from small sections of Ankara and Istanbul,
there is no modern sewerage in Turkey.

These conditions require immediate attention. In propor-
tion as that attention is effectively given, the pressure on cura-
tive facilities will be relieved and the general standaid of
health raised. As fast as sanitary inspectors can be properlv
trained, their energies should be applied to the abatement of
nuisances, public education on the value of clean surroundings,
the protection and improvement of water supplies, better meth-
ods of sewage and refuse disposal, and inspection of housing
and food. Urban communities should be provided with water
purification plants, or at least emergency chlorination plants.
Regular inspection and frequent bacteriological analysis should
be made of all major supplies of water, and such analysis
should be supplemented by inspection of supplies from source
to consumer so that contamination may be prevented all along
the line. In small rural communities, purity is more important
than piping and water sources should be carefully chosen and
protected. Greater attention to the effective enforcement of
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regulations regarding septic tanks and cesspools and to the
controlled collection and dumping of refuse, is vital in towns
and hardly less important in villages. Disposal in villages is
now haphazard and left to the individual. If villagers were
taught to treat refuse on a selected site by the method of com-
posting, they could dispose of it in a sanitary and harmless
manner and at the same time provide valuable organic material
for their land. Such measures would do much to promote
public health with minimum capital requirements.

We do not wish to imply that prevention of disease has
been entirely neglected in Turkey. Such problems as tubercu-
losis and malaria, among others, have been attacked with vigor,
even if the measures taken have not always been as success-
ful as they might have been. The absence of a scientific out-
look on these problems, as well as the failure to build up an
adequately trained subordinate staff, has been a major reason
for the limited success. Infant mortality due to intestinal com-
plaints, for example, is understandably high in view of the
lack of sanitation facilities, but the indiscriminate use of sul-
phaguanadine in villages to control it is merely a palliative
measure which does not strike at the root of the condition
and hence must be continued indefinitely. Similarly, in the
malaria control program, the simultaneous use of almost every
known method of control makes it difficult to say definitely
which method produced the results, which method would in
given circumstances be most effective and which would be
cheapest to use in the future. As personnel trained scientifi-
cally and with due attention to preventive medicine become
available, we may expect a more effective attack against
disease.

Tuberculosis
Tuberculosis is Turkey's iargest single public health prob-

lem. Its annual death toll of about 2,000 per million people
is comparable to that of England and Wales some 50 years
ago. The disease takes its heaviest toll in the working and
reproductive years of life, and in urban rather than rural
populations. In the future, increasing urbanization and a move-
ment of young people from rural to urban areas are thus
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likely to be serious factors influencing the spread of the disease.
Overcrowded housing and malnutrition also favour the spread
of the disease.

The major effort to combat tuberculosis has until recently
been carried on by voluntary associations which receive public
grants-in-aid but remain free agents in the control and opera-
tion of their institutions and finances. Their efforts have been
sporadic and, combined with lack of trained staff, inadequate
isolation facilities and imperfect diagnostic techniques, have
produced little or no reduction in incidence or mortality. Both
may, in fact, be increasing. Many of the existing tuberculosis
hospitals are unduly luxurious. Those who can pay the com-
paratively high fees charged in certain instances usually
come from homes in which isolation would be relatively easy.
In general, diagnostic techniques are poor and unstandardized.
Diagnosis is not usually made until the disease is already
well advanced and cases have been sources of infection for
some time, and inadequate facilities exist for isolating them
from their healthy associates. Existing tuberculosis dispen-
saries are not functioning as real control centers for the
communities they serve. They do not provide sufficient home
visiting, supervision and aftercare to prevent many cases from
breaking down, becoming further sources of infection and
destroying the value of previous institutional treatnment.

The tuberculosis service should be reorganized and ex-
tended as8 rapidly as trained staff becomes available. The
Minister of Health has recently established a special section
under the Director of Hygiene to deal with tuberculosis, but
there is little evidence that it will be adequate for its purpose.
Turkey needs urgently a competent, experienced central direc-
torate capable of organizing a workable plan of control based
on the special characteristics of the disease. In view of the
size of the country, regional organization appears to be
essential, with perhaps 20 experienced regional directors in
charge of all tuberculosis activities in their respective areas.
They should ensure coordination of the work of clinic, hospital
and aftercare services. The importance of such teamwork in
tuberculosis control cannot be too greatly emphasized. More
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simple and cheap accommodation for open cases is urgently
required, and dispensary facilities must be increased and
extended to the areas not yet served. For the sake of more
effective control, the Government should assume direct respon-
sibility for all tuberculosis services, relying on the private
associations for assistance in the social work, rehabilitation
and aftercare which will be necessary in a comprehensive
scheme.

Turkey may need foreign assistance in the establishment
of such a unified plan of control. For that purpose, it would
be wise to secure the services of a tuberculosis specialist with
administrative experience to conduct a survey and organize
the service on a proper basis. At the same time, a few selected
members of the present staff should be sent abroad for
training to fit them for senior appointments in the service
at headquarters or in the regional organizations. The special
training in radiography and in laboratory techniques of diag-
nosis, which we recommended earlier, will be particularly
important in the campaign against tuberculosis. A central
laboratory for diagnosis should be attached to the laboratory
of the Institute of Hygiene and should function as the main
laboratory for the whole country and as a training center.

Malaria

Malaria is widespread and is still an important problem,
particularly in the coastal areas. Much progress has been made
in lowering the incidence of the disease despite a somewhat
haphazard use of various systems of control. Anti-malarial
drugs, drainage, larvicides and DDT as a residual insecticide
have been used more or less simultaneously. The first method
can, on the basis of experience elsewhere, be ruled out as a
means of controlling malaria on a nation-wide basis. The
-others should be investigated carefully by a malariologist and
an entomologist in order to assess their respective 'effective-
ness and to develop a control program which is both practical
and economical. These specialists should also cooperate with
agricultural experts in investigating the breeding of mosquitos
in rice fields, so that present bans on rice growing near towns
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may be eliminated. The malaria control service is at present
a separate section of the Ministry of Health, with its own
Director General. It might more appropriately be placed.
under the Director General of Hygiene, who should be directly
responsible for all health services.

Other Communicable Diseases
The situation regarding communicable and infectious

diseases is varied. Since 1939, the Ministry of Health has
greatly redluced the incidence of trachoma, prevalent in south-
eastern Turkey. More modern methods of treatment could,
however, be adopted with advantage and much more attention
paid to environmental sanitation in the area. Mobile epidemic
units are already being used in Turkey in connection with
epidemic disease generally. They have proved effective and
are probably the cheapest and most effective means of control
in a country very short of hospital beds for isolation purposes.
In the control of venereal diseases, general dispensaries and
out-patient departments of general hospitals would probably
be more effective than the present specialized clinics, which
many people are doubtless reluctant to use. Convenient facil-
ities for early diagnosis and prompt treatment, wider distri-
bution of more carefully designed propaganda and more
attention to the social aspects of syphilis would also be
desirable. The incidence of typhoid fever, wvhile declining in
recent years, will remain high so long as sanitary standards
are relatively low. Typhus fever has also declined notably
and, with modern insecticides, should not again assume epi-
demic proportions. The incidence of smallpox is very low,
undoubtedly because of extensive vaccination. The consider-
able unexplained increase in anthrax in the past 10 years calls
for investigation.

The General Program

Each of the recommendations we have thus far made for
the improvement of public health is adapted to a particular
need and is self-contained, but we envisage them all as integral
parts of a comprehensive health program adapted to Turkey's
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requirements and to the limited resources available. The
objective of the program would be to bring some medical and
health assistance, however simple at first, to as many of
Turkey's people as possible without 'imposing too great a
burden on the nation's resources. In that program, the hospital
and the hospital bed, which now loom so large in Turkish
plans, would be simply part of a balanced group of facilities
designed to improve the health of the nation as economically
as possible. There is little prospect for many years to come
of an expansion of general medical services and hospital
accommodation of the size desired by Turkey. In the mean-
time, public health planning must be along other lines.

The Mission's long-term program envisages a system of
regional hospitals, each with special facilities for maternity
services, tuberculosis and the like, and each serving as the
focus of the health activities of its region. Dependent upon
each regional hospital would be a network of health centers
serving the surrounding area. In the early stages, these
centers would be simple in function, providing elementary
medical and surgical aid, prenatal, maternity and infant-welfare
services, and sanitary inspection. As conditions permitted,
the scope of the center could be increased to include public
health nursing and medical care of school children. -Radiating
from these centers would be a village maternity and welfare
service. Ultimately, such special services as those for the
treatment and control of tuberculosis and venereal diseases,
which are now operated as separate entities, would be incor-
porated into the centers. In their final form, the centers would
embrace all public health activities in the areas they serve.

An organization such as this, combining medical and public
health services and the principles of curative and preventive
medicine, would reach more people at less cost than any other
system. In a country like Turkey in its present stage of
development, it would lay a solid foundation for the future.
Its influence would be enormous in promoting a better way
of living, for it would reach the homes of the people and
particularly the women and children.
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Organization of Ministry of Health
Unfortunately, Turkey now lacks the effective organization

and administration required to plan and carry out the broad
program we envisage. The Ministry of Health is at present
poorly equipped to prepare well conceived programs and to
organize their effective execution. The tradition that the
Minister of Health and his permanent undersecretaries must
be members of the medical profession is firmly established.
Medical training is a desirable attribute, but unless at least
the undersecretaries are also outstanding administrators, their
,interest in professional affairs and details may obscure their
vision of broader matters of public policy and its direction.
Moreover, unless they have training and experience in public
health administration, they are likely to underemphasize the
importance of preventive medicine.

The present organization of the Ministry is complex and
overcentralized. Matters of minor importance must be handled
at a very high level. Provincial Directors of Health are caught
between bureaucratic restraints imposed by the Ministry and
the political and administrative control of the provincial
governors to whom they are subservient. They have only
nominal control even over the centrally directed special serv-
ices, such as the campaigns against malaria, tuberculosis,
venereal diseases and trachoma. In such circumstances, re-
sponsibility and initiative cannot be developed in the lower
ranks of the service.

Accordingly, we recommend that an experienced foreign
public health administrator should be attached to the Ministry
for a minimum period of five years. This specialist, who
should have demonstrated his administrative ability, pref-
erably in some other underdevelcped country, would advise
the Minister of Health on the organization of the Ministry
and its services and would help to work out the kind of
general public health service we have outlined and the pre-
requisite programs of training and construction.
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Expenditures

The expenditures required to give effect to the foregoing
recornmendations will be considerable. In 1949, about four
per cent of the budget of the central government, and slightly
more than five per cent of all government bludgets, were
devoted to public health purposes, amounting to a total at
all levels of TL 97 million. This expenditure was only TL
4.8 per capita, or less than is required to maintain one person
in a hospital for one day. This sum i( obviously inadequate
and must be increased if satisfactory standards of health
are to be achieved. An eventual expenditur9 of 10 per cent
of the total revenue fould not be unreagonable) Yet *in
Turkey's present situatlon, such increases must be gradual,
not only because of the limitations imposed by Turkey's
resources, but also because much of the new expenditure
must be for new staff, which will take time to recruit and
train. It is our firm conviction that capital expenditure
should in no case be sanctioned for any scheme until its
staff and maintenance are assured.

We especially emphasize restraint in capital expenditures
for new hospital construction. The only exceptions should
be hospital extensions required as part of the training pro-
gram and. for the urgently needed simple and economical
tuberculosis pavilions attached to general hospitals. Construc-
tion of general hospitals -and health centers should be carried
cut gradually, according to the integrated, long-term public
health plan previously recommended. Achievement of present
hospital construction goals would, at current prices, require
the irivestment of TL 50 million a year for the next 20 years
in buildings, -exclusive of interest charges. Even more im-
portant, annual operating and maintenance costs would ultir_
mately reach TL 174 million. Obviously, available funds will
fall far short of these tremendous amounts. Hence, the most
careful planning and economy are of paramount importance
in these construction programs.

Even today's level of expenditure could be more effectively
used. For instance, the Ministry of Health has no central
buying or distribution agency for the many items of equip-
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ment and supplies required for its services. Its piecemeal
method of purchase and supply results in great diversity in
type and quality, and greater cost. The adoption of bulk

purchasing and of a central medical store would facilitate
the introduction of a much needed cost accounting system.
We have also found evidence of neglect and hence waste of

equipment. While maintenance costs should be kept low,
reasonable standards of efficiency require that equipment be
kept in good repair if it is to have an average period of
serviceability. Projected buildings could be made less elab-

orate and expensive than many existing structures, but they
should be designed to permit extension as circumstances
permit.

To increase the health and productive efficiency of the
Turkish people, we offer the following recommendations:

(1) The Ministry of Health should develop an integrated,
long-term public health plan, based on a system of
regional hospitals and a subsidiary network of health
centers to serve the surrounding territory. The prin-
cipal purpose of the health centers should be disease
prevention and health education in the broadest sense.
To assist in laying out this program and to advise on
a more efficient organization of the Ministry, the
services of an experienced foreign public health admin-
istrator should be secured by the Ministry for a least
five years.

(2) Highest priority should be given to the training of
technical staff. First attention should go to the train-
ing of nurses. Other immediate needs are: expanded
and improved schools for midwives; a training course
for X-ray and laboratory technicians, with special
attention to diagnosis of tuberculosis; and the train-
ing of two separate types of health officers (medical
aides and sanitary inspectors) instead of sanitarians.
As rapidly as qualified inspectors become available,
a sanitary inspection service should be established
and extended.

(3) Greater emphasis should be put on public health and
the principles of disease prevention both in the medical
schools and in state health programs. The Institute
of Hygiene in Ankara should be reorganized with the
help of a foreign specialist and its diploma in public
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health should be required for appointments to all
public health posts. Salaries of public health personnel
should be raised sufficiently to induce adequate num-
bers of men and women to work in the field of pre-
ventive medicine.

(4) With regard to specific services: the tuberculosis serv-
ice should be reorganized with the aid of a foreign
tuberculosis specialist and expanded as soon as trained
staff is available; a central laboratory should be set
up in the Institute of Hygiene to function as the main
laboratory for diagnosis of tuberculosis for the whole
country and to serve as a training center; the Govern-
ment should assume responsibility for all tuberculosis
hospital dispensary services; the malaria control serv-
ice should acquire the services of a malariologist and
an entomologist; in the control of other communicable
diseases, mobile epidemic units should be more widely
used.

(5) Further capital outlays for construction of hospitals
and health centers should be held in abeyance until
trained staff is available and a long-term integrated
plan of construction and maintenance is worked out.
The only exceptions should be hospital extensions
required as part of the expanded training program
and urgently needed tuberculosis pavilions. Every
effort should be made to economize on the construc-
tion and operating costs of institutions and services.





CHAPTER X

Public Administration

In previous chapters, we have made recommendations on
organization and management in several parts of the Turkish
Government and its enterprises. In view of the extensive role
which the State must necessarily play in carrying out the
development program proposed in this Report, it has seemed
appropriate to the Mission to go further and to comment
also cn certain more general aspects of Turkish public admin-
istration. We have not attempted to make an intensive
analysis of the problem for this was not within our terms
of reference. Our examination did suffice, however, to con-
vince us that the time has come for a comprehensive and
thorough study of the organization and administration of all
governmental activities. We strongly recommend that the
Government arrange for such a study to be made, utilizing
for the purpose both Turkish and foreign specialists in public
administration.

The best approach to such a study, in our judgment, would
be through the appointment of a nonpartisan Commission on
Public Administration consisting of competent and distin-
guished citizens from both the Government and the public.
Its purpose would be to study all aspects of government admin-
istration and to make recommendations for its improvement.
The Commission should have a competent Turkish staff and
a consulting staff of foreign experts. Both staffs would study
the methods by which the best of foreign experience in public
administration can be adapted to Turkish conditions and would
lay out long-range plans for its increasing absorption into
Turkish practice.

In anticipation that a study along the above lines will be
undertaken, we have made several recommendations concern-
ing urgent and important problems of public administration.
These recommendations will need to be adjusted and varied
as Turkish experience requires. That process would be a
function of the proposed Commission.

195
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AuTHorr= AND DECENTRALIZATION

Delegation of Authority
In the executive branch of the Turkish Government,

authority is heavily concentrated at the top. Concentration
of power without proper delegation of authority can lead to
weakness rather than to strength. Failure to delegate power
can result in a creeping paralysis of government in which
decisions of the most minor character are successively referred
to the next higher level until they reach the top. This situa-
tion has developed in Turkey as the scope and responsibilities
of the Government have grown and become more complex.
Civil servants will not act without approval of their superiors
and insignificant matters find their way to a minister for
decision. Even ministers too often feel that they must con-
sult the Council of Ministers on operational as well as policy
matters. As a result, the Council's time is frequently taken
up with matters of detail on which the ministers may not be
well informed, to the neglect of more important policy matters.
The Council of Ministers, for example, must authorize the
sale of stock of a private corporation to the public. Even
appointments of certain officials and authorizations of per
diems for official travel outside the country require a decree
of the Council.

Group responsibility is often substituted for individuaj
responsibility. Documents must be signed and countersigned
by several persons at the expense of much delay and confu-
sion. Top officials are thus subjected to an almost unbearable
pressure of work while lower ranking civil servants feel that
safety lies in letting a group or the man above take all decisions.
These tendencies are reinfcrced by the present government
regulations which impose on officials personal financial re-
sponsibility for errors, including those of subordinates.

It is clearly necessary that measures be taken to reduce
the over-centralization of governmental authority and to
assure that only important policy matters are brought to
the higher levels for decision. Division of responsibility and
authority is essential to the proper carrying out of policies
and programs. The coordination of economic policies, which
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we have recommended in Chapter IV, can be successful only
if questions of detail are decided at lower levels and if the
policy-making levels are not clogged with masses of minor
problems.

The achievement of better delegation of authority, how-
ever, is a problem which requires much thought and conscious
effort on the part of civil servants. There is no easy road
to, or legislative panacea for, its accomplishment. The top
executive must of his own accord pass on authority to his
subordinates and the latter must be persuaded to accept indi-
vidual responsibility for making decisions. Changes in present
laws, so as not to penalize unduly mistakes and errors in
judgment, would be helpful in this connection. The regulations
now in effect fail to distinguish between simple failure of
judgment as opposed to bad intentions.

The creation of clearly defined channels of authority would
also relive a difficult situation which now exists among officials
in the provinces and which impedes the effectiveness of govern-
ment operations. Under present regulations, all instructions
to representatives of the central government in the provinces
must be channeled through the provincial governors, who
are also appointed by the central government. This require-
ment slows down the transmission of orders and results in
a multiplication of work. Orders should go directly from the
various departments in Ankara to the departmental officials
in the field. The governors need not be in the line of authority
in all activities, although they should be kept informed of
all activities of the central government in their provinces.

Central and Local Government

Over-centralization also creates problems in the relations
between the central government at Ankara and provincial
and local authorities. For administrative purposes, Turkey
is divided into 63 provinces (il), which are in turn divided
and subdivided into districts (ilce), counties (bucak) and
villages (koy). At each administrative level except the village,
there is an official appointed either directly by the Council
of Ministers or by the Prime Minister or by their appointees.
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An adminstrative hierarchy of civil officials thus reaches
down from Ankara almost to the individual village. In addi-
tion there are locally-elected cfficials: the village headman
(muhtar) and village council, the municipal council (which
usually elects the mayor) and the provincial council. But
the decisions of these locally-elected officers and councils are
frequently subject to the veto of centrally-appointed officials.
The result of such control is wasted effort and many pcints
of conflict, especially between provincial governor and council,
provincial governor and city mayor, and village headman and
county director.

The Turkish constitution provides that "the provinces are
administered according to the principle of decentralization
and division of functions." In practice the "divisicn of func-
tions" has left little of significance for the local authorities to
do. One reason for this has been the increasing centraliza-
tion of finances. If the central government is to avoid an
unbearable financial burden, and if local initiative and re-
sponsibility are to be encouraged, local and provincial author-
ities must be helped to carry a greater part of the financial
and administrative burden of governmental functions.

PERSONNEL

Personnel administration, whether public or private, is
fundamentally a problem in the organization of human effort.
The Turkish people have in their traditions and approach to
life a basic attitude towards government service which is
healthy. Throughout the Government, striking examples may
be found of the best type of devoted and competent public
servant. But the Government is a large enterprise and like
all large organizations it has developed a number of undesir-
able traits and practices. Some of these practices have grown
to a point where they not only slow up the whole process
of government but threaten to defeat the efforts being made
to develop the economy.

Inefficiency and wvaste seem to be common. They arise
from emphasis on form rather than on substance, both in the
selection of personnel and in the performance of duties, and
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from the low salaries paid to civil servants. Recruitment
often has no relation to need with the result that many govern-
ment offices are overstaffed. Duties are poorly defined and
insufficiently coordinated. The inefficient are protected by
rigid personnel laws and regulations designed to protect per-
sonnel rather than to promote efficient administration. Ad-
vancement is not based on merit.

The Civil Service Law regarding conditions of service and
pay for regular civil servants, known as the Barem, was
originally intended to promote good personnel management,
but through narrow interpretation and inflexibility in applica-
tion it has become an obstacle to good administration. The
safety and protection given to the civil servant are so great
that it is very difficult for a government official to be dis-
missed. Even the highest ranking civil servant, if found un-
satisfactory for his position, is usually given another job.
On the lower levels, several years of continuously adverse
performance ratings are required before dismissal is possible.
If the official who dismisses an employee is overruled by higher.
authority, he becomes personally liable to a suit for damages.
Promotion depends primarily on seniority rather than on
demonstrated merit.. Because of the premium on university
training, it is nearly impossible for an ambitious worker
without a degree to rise to a supervisory position however
great his ability.

Pay scales at all levels are low by comparison with private.
enterprise. Although salaries have risen during the past 15
years, their purchasing power has declined. At the higher
levels the decline has been from 50 to 60 per cent; at the
lower levels, from 20 to 40 per cent.. The result has been
to reduce financial incentive and to put a premium on medi-
ocrity. A complex system of special subsidies and allowances
further complicates the picture. Inadequate allowances for
government personnel and services hamper work in the
provinces. Agricultural extension workers and health officers
are allowed a mere pittance for travel expenses, making it
financially impossible for them to do their jobs as well as
they should.
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A complete revision of the civil service system would appear
to be in order. To this end, the Government should arrange
for a careful study of the civil service to be made by Turkish
and foreign specialists. Among the problems which should
be considered are:

(I) provisions for a job classification plan;

(2) development and maintenance of an adequate system
of pay and retirement and of disability insurance;

(3) development of programs of recruitment and promo-
tion;

(4) procedures for removing incompetent personnel; and

(5) development of in-service training programs.

We recommend that a permanent Central Personnel
Agency be established as part f the revision of the civil
service. Such an agency would revise common policies and
procedures for all matters affecting government personnel
and would effect continuous revision of the civil service system
in the light of developing needs and conditions. It(should be
placed high enough in the Government to enable it to integrate
and review personnel policies and practices in all departments)

The development of a two-party system in Turkey has
introduced the problem of assuring continuity of operations
and efficiency of administration despite changes in the political
complexion of the Government. It is the strength of such a
system that at top policy levels individuals serve at the pleas-
ure of an elected government. But it is important that below
such levels positions be unaffected by political changes. There
should be safeguards against political interruption of adminis-
trative functions. Such safeguards can be created by develop-
ing permanent staffs of skilled personnel whose selection and
tenure are based solely on ability. Regular employees should
not have to fear for their future because of the outcome of an
election. At the same time any civil servant who runs for
poLitical office or participates actively in party affairs should
be required to resign his position. A career civil service such
as this will be especially needed in carrying out a long-range
program of economic development.
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STAFF SERVICES

An executive in the higher levels of any large organization
requires not only subordinates who will interpret and carry
out his orders, but also assistance in acquiring and interpreting
information needed for policy decisions, as well as various
types of auxiliary operational services. Such services, not
directly connected with lines of authority, are known as "staff
services". Staff aid facilitates the work of the executive by
furnishing facts and advising action. On a lower level it also
provides such services as stenography, accounting, filing, print-
ing and duplicating, office transportation and supervision of
buildings and grounds. Where a number of departments use
some of the more important services, a centralized staff unit
available to all is often more economical and more efficient
than scattered, smaller units.

In the Turkish Government, operations have already been
improved by the development of staff organizations. The
Electrical Study Institute, the Minerals Research Institute, the
High Control Board and the Central Statistical Office are
examples. Throughout the Government, however, there is
need for further improvement of staff services and the develop-
ment of more staff organizations. In earlier Chapters we have
recommended the creation of an Economic Coordination Staff,
an expanded Budget Office which will carry out true staff
functions, a policy planning staff in the Ministry of Agriculture
and advisory commissions in the fields of transportation and
power. We have also 'recommended that the Central Statistical
Office shculd establish policies and standards for all statistical
work carried out in government departments.

The need for staff services goes far beyond these recom-
mendations and the Government should explore the possibility
of expanding the use of such services. The Grand National
Assembly would. also find staff services in the form of a
research and reference organization useful in its operations.

Certain auxiliary types of staff services are used by all
departments of the Government. Consideration should be
given to combining some of these services in a single agency
designed to serve the entire Government. Precedent exists
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for such centralization, as for example the State Printing
Office which wvas set up to serve all departments. A similar
agency or group of agencies might well be created for other
services required by all departments, such as procurement
and storage of office equipment, supervision of buildings and
grounds, and operation of cars and trucks.

In particular, the purchasing of supplies could be greatly
simplified and substantial savings realized by the establish-
ment of a central procurement agency. Where this staff
function has already been centralized within individual depart-
ments of the Government, greater efficiency has been attained;
in one organization, for example, steel plates, formely pur-
chased on a haphazard local basis, are now bought through a
central agency at much lower prices.

MISCELLANEOUS

Financial Administration
Although all governmental departments and agencies

shTould be closely scrutinized in order to improve the effective-
ness of their operations, we wish to draw particular attention
to financial administration, which we consider of critical
importance.

The Government's financial operations are unnecessarily
complicated. The budgeting of state expenditures, concerning
which we have made recommendations in Chapter IV, is the
most urgent problem of financial administration at the present
time, but there are also other problems. Many of them arise
from the fact that the Government's financial operations
are not well organized and often do not serve the purposes for
which they are undertaken. The Ministry of Finance is
charged with a variety of functions, including treasury, budget,
revenue, disbursement, foreign exchange and some auditing
operations. It is not well organized, it is rigid in its operations
and some of its activities overlap and conflict with those
of other government departments and with the Central Bank.

A study is now being made, under ECA sponsorship, of
the organization and administration of the Ministry of Finance.
The Mission urges that, as soon as the results of this study are
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available, the Government take steps to reorganize the Minis-
try and to improve its efficiency.

Accounting

We have pointed out in Chapter VI' that accounting prac-
tices in Turkey lack uniformity and often do not provide
executives with the information they need to make intelligent
decisions. This is very evident in public administration. Many
government organizations follow their own systems of ac-
counts, while others compile accounts in accordance with
complicated directives. A general study of accounting in the
Government should be undertaken to devise a uniform and
simplified system.

The relationship between accountants of other government
departments and the Ministry of Finance deserves particular
examination. We have recommended, in Chapter VII, that
the chief accountants of the transport agencies should be
responsible only to the heads of these organizations and should-
not also be responsible to the Minister of Finance. This
recommendation applies to all government organizations since
the primary purpose of accounting should be to serve the mana-
ger of the organization in which it is carried out. If proper
budgeting and post-audit of government expenditures are
provided for there should be no need for item-by-item control
of expenditures by the Ministry of Finance through its
accountants in other departments. The Court of Accounts
already performs a post-audit of all expenditures under the
general and annexed budgets. This responsibil,ity should be
clearly defined and extended to cover expenditures of all
departments and agencies of the Government except those,,
audited by the High Control Board.

Training
The ability to organize and administer activities, whether

governmental or private, is generally acquired through actual
experience. In recent years, however, universities in other
countries have developed program for training specialists in
public administration as well as in business management.
These training programs are generally of two types. The first
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is an ordinary course of university studies emphasizing prob-
lems and techniques of organization, administration and man-
agement. The second type of training is designed to build on
the experience of people already engaged in these activities
and is essentially an adult training program in which employ-
ees of both the Government and business corporations study
the latest techniques in these fields.

Training programs of both types might prove valuable in
Turkey. We have already stressed the need for the develop-
ment of supervisory skills for industry, mining, transportation
and public health. The need is equally great in public admin-
istration and our recommendations on education, in Chapter
IX, reflect that fact. Turkish universities should, with the
advice of foreign specialists, institute chairs or departments
of public administration and management to serve both under-
graduate students and more advanced specialists in these fields.
In-service training for the lower and middle ranks of the
civil service should be introduced. We consider such in-service
training of special importance because it should result in the
creation of a competent group of civil servants from which top
executives may be drawn.

In summary, to improve the functioning of the Government,
we recommend that:

(1) The Government should establish a nonpartisan Com-
mission to study all aspects of government organization
and administration with the assistance of both Turkish
and foreign specialists.

(2) Among the problems urgently requiring attention are:

(a) Better delegation of authority and division of
responsibility for policy and operations;

(b) Encouragement of local and provincial authorities
to carry a greater part of the financial and ad-
ministrative burden of government functions;

(c) Thorough revision of the present civil service
system and establishment of a career service. A
permanent Central Personnel Agency should be
established to integrate and review personnel
policies and practices in all departments;

(d) Expansion of the use of staff services.
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(3) Specific steps to improve administration should include:
reorganization of the Ministry of Finance in the light
of the ECA study now being made; institution of a
standard and simplified system of government account-
ing; making the chief accountant in each agency re-
sponsible solely to the head of his agency; extension
of the responsibility of the Court of Accounts for
post-audits to all departments except those audited by
the High Control Board; establishment of both uni-
versity and in-service courses for training in public
administration and management.





CHAPTER XI

Financial Organization and Policy

The continued economic development of Turkey can be
achieved on an efficient basis only if there is general monetary
stability during the process of development. In general in-
flation does not make any additional resources available to an
economy; in fact, by the very price and profit distortions it
creates, it usually diverts resources into less essential and
less useful activities. Inflation has the twofold disadvantage
of undermining the community's desire to save as well as
making it less likely that savings will be channeled into the
most productive purposes. For these reasons, the more limited
are the resources available to a country for investment, the
more costly will be the wasteful effects of inflation. The desire
to maintain a rapid pace of investment in the face of limited
resources is readily understandable and it is therefore par-
ticularly important that a country anxious to achieve rapid
development should adopt monetary and fiscal policies (Con-
ducive to the most efficient use of available resources and thus
to the acceleration of the development process.

A DEcADE OF INFLATION

Turkey 4ias experienced monetary instability during the
past decade. Both the money supply and prices have increased
approximately fivefold since the beginning of the war, with
most of the increase occurring during the war years 1939-44,
when prices rose from 101 to 459 (1938=100).

Causes of Inflation
The basic cause for both the wartime and postwar inflation

was the expansion in personal and business incomes without a
corresponding increase in the supply of goods and services
available for domestic utilization. The expansion in incomes
was accompanied by a parallel increase in the money supply
which rose from TL 307 million to TL 1,534 million in the
period from the beginning of 1939 to the end of 1949. Slightly

207
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more than half of the money supply is in the form of cur-
rency-primarily Central Bank notes-and the remainder in
the form of demand deposits in banks. The increase in the
decade was almost evenly divided between currency and
deposits.

The following table shows the sources of money supply
increases since the beginning of 1939.

TABLE XIV

INCREASE IN MONEY SUPPLY BY SOURCES, 1939 TO 1949
(Millions of Liras)

Source 1939-46 1947-49

1. Net monetized gold and foreign exchange + 245.1 -233.7
2. Central Bank + 570.3 +214.2
3. Commercial banks . . 311.8 + 99.0
4. Ministry of Finance ............... . + 12.4 + 8.2

Total ................ +1,139.6 + 87.7

Source: Basic data furnished by Central Bank and Ministry of Finance
and arranged in this form by the Mission.

While the net inflow of gold and foreign exchange was an
important cause of inflation in 1939-46, internal financial poli-
cies were far more important. Heavy investment expenditures
were carried out by the Government, financed to a consider-
able degree through Central Bank borrowing, at a time when
defense expenditures were consuming an ever-growing share
of the nation's resources and when total availability of re-
sources was reduced by the export surplus. In the period since
1946 there has been a substantial import surplus, financed
both by drawinig down foreign exchange reserves and by
foreign assistance. This was deflationary. However, internal
monetary, budget and fiscal policies have more than offset the
effects of the import surplus and the total money supply has
continued to grow. Heavy deficits incurred by the Govern-
ment and by state enterprises since 1946 have been financed by
new credit expansion by the Central Bank and commercial
banks in the amounts of TL 234.3 million and TL 150.1 mil-



FINANCIAL ORGANIZATION AND POLICY 209

lion, respectively. The result might well have been a continua-
tion of the sharp price rises that occurred during the war years
if the credit expansion had not been offset by the large import
surplus.

Consequences of Inflation

Le effects of the inflationary process have been detrimen-
tal to the economy. Salaried people and others on fixed in-
comes have been severely affected. The saving habits of these
groups, an important factor in financing balanced economic
development, were undermined, as individuals saw their sav-
ings decline in value. At the same time the anticipation of
rapid and continuous price rises stimulated speculative invest-
ments and inventory accumulations rather than long-term
investment in productive projects.) This was reflected in part
in the channelling of a disproportidnately large amount of sav-
ings into luxury residential construction. Domestic inflation
also stimulated imports and held down exports, with a result-
ing adverse effect on the balance of payments. Finally, despite
the burdens imposed by the inflation on a large segment of
the Turkish people, the ratio of real investment to the gross
national product did not increase appreciably in the postwar
period as compared with 1936, even though substantial
amounts of foreign assistance were received to help finance
investmenjE3

Every reasonable effort must be made to avoid a continu-
ance of the inflationary policies of the past decade if Turkey
is to achieve sound economic development on a scale within its
capabilities. This means that monetary, budget and fiscal
policies must all be well conceived and properly fitted together.

PUBLIC FINANCE AND FISCAL POLICY

Receipts and expenditures of the Government, through its
general and annexed budgets as well as through its economic
enterprises, are responsible for a considerable proportion of
the total money flow in the economy. As a result, the financial
operations of the Government play a crucial role in determin-
ing monetary stability.
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Budget

Normally the budget accounts of a government indicate
the extent of its inflationary or deflationary impact upon the
econcmy. In Turkey, however, the budgetary system is par-
ticularly complex because it involves several separate cate-
gories of budgets and accounts. Of these the most important
is the general budget of the national government. In addition,
there are annexed budgets of such governmental activities as
the monopolies, post office, railways and others; the accounts
of autonomous state economic enterprises such as the Sumer-
bank and the Etibank; and the budgets of the provinces, munic-
ipalities and villages. The combined expenditures of all these
instrumentalities have constituted a higher proportion of
the national income during and since the war than they did
prior to it. This rapid growth in public expenditures, un-
matched by an equal growth in receipts, has unquestionably
been a basic factor in generating the inflationary spiral.

An adequate appraisal of the Government's financial opera-
tions in order to determine the extent of their inflationary
or deflationary effects can be made only by considering all
the elements of all these categories of budgets and accounts.
Unfortunately no consolidated summaries of this kind are pres-
ently available in Turkey. The importance of considering the
total financial position of the Government, rather than the
position of the general budget alone, is showNii by the fact
that, according to very rough estimates made by the Mission,
the consolidated net cash payments on government account
in 1949 were about TL 120 million even though the net cash
payments of the general budget were only TL 27.1 million.
Nor is it enough merely to consider the position of the general
and annexed budgets alone since in 1948, for example, their
combined deficits were less than half of the total deficit after
taking into account the financing of state-owned enterprises.

The Mission has already recommended that the present
Budget Office be strengthened substantially. We consider it
essential that this expanded Budget Office should supervise
the preparation and maintenance of consolidated government
financial accounts. These accounts are necessary for the
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formulation of appropriate fiscal policies which will enable the
Government to carry out the desired rate of economic develop-
ment without the harmful effects of inflation.

Public Debt

When consolidated budget data are not available, an esti-
mate of the approximate size of the budget deficit can be
obtained from the increase in the public debt. The increase
in the internal public debt in Turkey during the decade from
1939 to 1949 was about TL 1,000 million. In addition, there
were rather substantial bookkeeping profits in 1947 as a result
of the devaluation of the lira, which were used to reduce the
public debt. On the other hand, some of the increase in debt
may possibly reflect bookkeeping transactions rather than
actual cash outlays, such as the transfer to the public debt
of debts previously carried by the autonomous economic enter-
prises. In any event, the increase in the debt indicates the
general order of magnitude of the drain of the Government's
various operations on the resources of Turkey which were not
met out of ordinary receipts.

Basis of Fiscal Policy
The Mission considers it to be of the utmost importance

that the inflationary budget and fiscal policies followed by
Turkey during the past decade should not be continued. A
sound fiscal policy should be based first on a comprehensive
estimate of the expenditure needs of the Government and
government-owned enterprises, including investment outlays,
in the light of competing requirements of the private sector.
It requires, secondly, a program of taxation and public bor-
rowing which will finance these expenditures entirely from
ordinary revenues and receipts or from domestic savings and
foreign borrowings. The need of budget equilibrium in Tur-
key stems largely from the very limited possibilities of cover-
ing deficits in a noninflationary manner. Less than 10 per
cent of the total public debt has been purchased by individuals
out of their savings. Most of the remainder has been absorbed
by the banks and has given rise to new money. Furthermore,
because a large proportion of the peasantry is outside the
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monetary system, newly created money is concentrated in a
relatively small area and tends to exert strong pressures on
the demand for goods and services. Thus deficits exert strong
inflationary pressures.

Because of the foregoing factors, any substantial rise in
particular government expenditures, if it is not to have serious
inflationary consequences, must be balanced by either a re-
duction in other government expenditures, an increase in
taxation so as to reduce private expenditures, government
borrowing from the public for the same purpose, or foreign
assistance. The first two methods would tend to reduce gov-
ernment deficits and the second two would provide non-infla-
tionary ways of financing deficits.

Quite obviously the Mission could not attempt a full
examination of present government expenditures to determine
which are essential and which could be reduced. We sug-
gest, however, that the Government itself should make such
an examination. Every lira saved by reducing nonessential
expenditures is another lira available for more important needs,
including investment. Neither have we reviewed in detail
the present taxation system with a view to finding ways of
increasing the revenues it now yields. We have, however,
examined it in terms of its impact on economic development
and offer recommendations on this subject later in this Chapter.

It is obviously essential that such deficits as occur in the
future must be limited in magnitude to the means available to
finance them in a noninflationary manner. Though some for-
eign assistance may be expected, the Government will have
to rely primarily on domestic borrowings to bear the brunt
of financing its deficits. It is vital, therefore, that a larger
market for public securities be developed among non-bank
investors. Since such a development will depend both on mone-
tary stability and on a growing level of personal savings, the
Government must exercise the budgetary restraint which is
the prerequisite of both conditions. For the period of the
Mission's program, we have estimated in Chapter XIII the
amount of investment expenditure which we believe the Gov-
ernment can finance in a noninflationary manner.
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In summary, we make the following recommendations with
regard to public finance and fiscal policy:

(1) The Government should maintain consolidated financial
accounts covering its operations and those of all its
agencies.

(2) As the basis of a sound fiscal policy, the Government
should prepare estimates at regular intervals of its
proposed expenditures, including investment expendi-
tures, and of the total financial resources that will be
available to finance them.

(3) Total expenditures of the Government and of all its
agencies should be limited to the amount which can
be paid for out of ordinary revenues and receipts or
financed by domestic borrowing from the public or
from foreign assistance.

MONETARY AND BANKING POLICY

Unsatisfactory budgetary and fiscal policies are the most
important causes of monetary instability. The manner in
which they have operated through the monetary and banking
system has tended to intensify the inflationary effects of the
policies adopted. In this operation, the role of the Central
Bank has been of fundamental importance.

Central Bank

Established in 1930 and patterned in its broad outline
after the central banks of Western Europe, the Central Bank
of Turkey stands at the apex of the Turkish banking system.
The Government owns one fourth of the stock and appoints
two of the eight directors. The Government also appoints
the general director, the assistant general director and the chief
accountant. The powers and functions of the Central Bank
are similar to those of most central banks. It issues the
currency notes of the country, acts, along with the Agricultural
Bank, as fiscal agent for the Government, rediscounts com-
mercial and agricultural bills, makes advances to the Treasury
or on Treasury-guaranteed bills and engages in limited open
market operations. It has been,(primarily the Central Bank's
advances to the Treasury or on Treasury-guaranteed bills
which have formed the direct link between the deficits incurred



214 THE ECONOMY OF TURKEY

in government finances and the inflationary expansion of the
money supply.

Treasury-Guaranteed Bills

In 1938 legislation was enacted by the Grand National
Assembly authorizing the Central Bank to discount and to
make advances on bills issued by the various state economic
enterprises, provided that the Council of Ministers approves
the issue and the bills are guaranteed by the Treasury. This
legislation greatly increased the possibility of inflationary
recourse by the Government to the Central Bank. Although
maximum limits were assigned to the bills which would be
issued by each state enterprise, these limits were subsequently
raised in many cases by amendments to the basic statute. In
general, authority to issue bills to the authorized maxima
rests with the Council of Ministers, although the Minister
of Finance has power to grant or withhold the Treasury
guarantee. While the Central Bank's discount rate is four
per cent, the Treasury has arranged to have three per cent
remitted by the Central Bank. The cost of money to the state
enterprises is thus reduced to only one per cent. The enter-
prises in turn lend this money to their subsidiaries at five
and six per cent, thus earning a substantial profit on funds
borrowed from the Central Bank.

Treasury-guaranteed bills issued by the state enterprises
were originally designed to provide short-term working capital
for the enterprises, but in fact the funds have often been
employed for long-term construction and the purchase of
machinery. At other times they have covered operating losses.
Although the bills are nominally of nine months' maturity,
they have been renewed almost automatically. The low rate
of interest has permitted excessive inventory accumulation,
a problem which has been discussed earlier.

Between the end of 1938 and the end of July 1950, the
total outstanding bills of state enterprises increased from TL
30 million to TL 770 million, which gives some indication
of the inflationary effects of permitting the discounting of
such bills by the Central Bank. During this period there
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were declines in the amount of bills outstanding only in 1945
and 1949. Although during 1949 the Minister of Finance was
able to curb the expansion of this form of credit, it grew
again and with even greater speed during 1950. From the
end of 1949 to the end of July 1950, the amount rose from TL
612 million to TL 770 million. Moreover, the Toprak Office,
which had TL 128 million in bills outstanding at the end of
July 1950, estimated that it would require additional credit of
TL 200 million in this form to finance purchases of the 1950
cereal crop.

We recommend that the use of Treasury-guaranteed bills
by state enterprises be discontinued. Agencies now using these
bills should obtain their required funds from the Treasury. If
the funds are to be used for investment purposes, they should
be made available only after the request for investment funds
has been approved by the Prime Minister under the procedure
recommended in Chapter IV and appropriate budgetary
authorization has been given.. If funds are required to meet
operating deficits, they should be obtained in accordance with
regular budgetary procedures. Finally, if funds are required
for appropriate short-term purposes, the Treasury should be
authorized to advance them. The Toprak Office, however,
which requires large and varying amounts of short-term funds.
should discount its bills with the Agricultural Bank. The
latter might find it necessary to rediscount them with the
Central Bank in order to meet the demands upon it, but this
should be done only within definite limits. Moreover, the
Toprak Office should be required to repay advances for the
purchases of crops as rapidly as the products are sold. Any
losses suffered by the Toprak Office should be covered by
appropriations from the budget.

Of government entities, only the Treasury and the Toprak
Office should be authorized to issue short-term bills. This
centralization of authority will facilitate control of demands on
the Central Bank to meet the Government's financial require-
ments, as well as control of the actual issuance cf floating debt.
Centralizing the demands for Central Bank credit would not,
of course, eliminate the inflationary effects of such credit as is
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made available. It should, however, make it possible for the
Treasury to assure that Central Bank advances and discounts
are limited in fact to legitimate short-term needs and are not

used to finance long-term investment or to cover operating
deficits. The result would be to help shift the emphasis of

the operations of the Central Bank away from supplying
credit to the Government and its enterprises and towards its
intended role as a banker's bank.

Rediscounting Commercial Paper

The Mission believes that the present Central Bank re-
discount facilities for legitimate short-term requirements of
private enterprises are inadequate. The present law limits

commercial rediscounts to 90 days and agricultural bills to
nine months. This does not provide adequate credit for the
working capital needs of industry and agriculture. Relatively

few commercial bills of private firms are in fact rediscounted.
In 1949, for example, the rediscount ceiling for ordinary
commercial paper for all banks was TL 40 million while at

the same time the Central Bank was holding over TL 600

million of Treasury-guaranteed bills from state enterprises,
as well as substantial amounts of other bills of these enter-

prises. The Mission recommends that the Central Bank should

have power to finance appropriate types of commercial and

agricultural paper with maturities up to one year and that
no specific quantitative limit be placed on such financing.
Rather, the total amount of bills issued by private enterprises
which the Central Bank would be willing to rediscount, to-
gether with the rate to be charged for rediscounts, should
serve as instruments for controlling credit and monetary
policy within the country.

Techniques of Credit Control

To obtain the most effective results from the use of re-
discount policy as a primary means of credit control and

monetary policy, the Mission believes that the upper limit
of rediscounts which any individual commercial bank is per-
mitted to obtain should be a uniform percentage of its capital
and reserves. TIhis method of rationing limited rediscount
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facilities would assure inter-bank equity. Changes in the rate
charged for rediscounts should, of course, also be used as a
technique of controlling expansion or contraction of credit,
but it is believed that, with economic circumstances as they
are in Turkey, changes in the rediscount rate without changes
in the rediscount ceiling would not be very effective. The
demand for rediscounts in Turkey is not very sensitive to
the interest rate and consequently any attempt to use redis-
count rate changes alone to control credit would require
very drastic and frequent changes in the rate.

Additional powers should be given to the Central Bank
to assist it in achieving its primary function of controlling
the supply of money in the public interest. Open market
operations, normally one of the most effective and flexible
credit control techniques available to monetary authorities,
are of no real importance in Turkey at the present time
because there is neither a money market nor a market for
government securities. In addition, the Central Bank at pres-
ent is limited by statute in the amount of open market
operations in which it can participate. As long as no effective
open market exists, this limit is not of much importance.
However, it may be hoped that a public market in govern-
ment securities will be created as a-result of various measures
taken in the next few years and accordingly the limit on
Central Bank participation in open market operations should
be eliminated. Power to change reserve requirements against
demand deposits, within specified limits, should also be given
to the Central Bank. If this is done, consideration should
also be given to the desirability of requiring that the govern-
ment bonds held by the commercial banks as legal reserves
against deposits be kept on deposit with the Central Bank.

These techniques of monetary control would make it pos-
sible for the Central Bank to exercise appropriate quantitative
control over the volume of credit available within the economy.
In a country like Turkeyrseeking to achieve rapid economic
development, techniques of qualitative control are cf equal
importance! The power to vary minimum requirements for
paid-in capital and reserves according to the types of assets
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owned by banks (would permit the Central Bank to adjust
banking operations to the needs of the economy.)The Central
Bank would set varying requirements fcr diffelent kinds of
assets and these could be changed if it became desirable to
encourage commercial banks to change the nature of their
loans and investments. Other selective methods of controlling
credit, such as absolute ceilings on different types of portfolio
assets or on the rate of increase cf these different assets,
might also be considered. However, before the Government
puts into effect specific techniques of qualitative credit con-
trol, it would be advisable to secure the advice and guidance
of banking experts who have introduced these measures in
other countries, so that the problem can be considered far
more intensively than the Mission was able to do.

Interest Rate

Just as the rediscount rate is not an effective technique
of rationing rediscount faciilties in Turkey, so the interest
rate charged by commercial banks does not effectively ration
commercial credit. The demand for funds at current maximum
interest rates, fixed by law at 8y2 to 12 per cent, is vastly
greater than the supply cf funds. The unofficial money lend-
ing rates are sometimes as much as twice the legal maximum.
In setting the appropriate rate of interest, a balance must be
struck between the objectives of having a high enough rate
to stimulate savings and a low enough rate not unduly to
increase costs of desirable investment activities. Unless the
rate of interest is to be determined by the free flow of market
forces, which may not be possible in Turkey at this time, it
would be desirable that the maximum rates of interest be
determined by the Central Bank at levels consistent with its
other policies for controlling and regulating the supply of
money and credit. The Mission's analysis of the Turkish
economy does not indicate that there is at present any economic
justification for changing the prevailing interest rate structure.

Commercial Banks

Private banking facilities and resources are extremely
limited in the country as a whole. Banking practices are
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founded on a strictly commercial basis; that is, except for
those granted by the Industrial Development Bank, loans are
made almost exclusively to finance commerce or trading
rather than the production of goods. The banks have been
particularly active in financing foreign commerce. Private
firms not engaged in trade can get little help from the banks
tc meet their needs for working capital.

Turkish banks have not had much success in attracting
savings deposits in recent years. This has been due in part
to the inflation, which has discouraged savings deposits, and
in part to the greater attractiveness of other investments,
which may yield 10 to 15 per cent as compared with four
to six per cent paid on savings deposits by the banks. As
the level of income rises, however, there should be more
individual savings; and the elimination cf price inflation,
coupled with proper promotional activities by the banks, should
result in a substantially increased volume of savings deposits.

A clear differentiation between the functions cf commercial
and savings banks would be helpful. The commercial banks
would receive demand or sight deposits and would make
relatively short-term loans to finance production and distribu-
tion of goods. They would transfer funds, collect checks and
facilitate the making of payments. Savings banks would
receive true savings deposits not subject to immediate with-
drawal, which would be invested in relatively long-term secu-
rities or mortgages. The same banking institution could
exercise both functions but there should be a clear earmarking
cf the assets and liabilities pertaining to these functions as
well as of the capital and reserves held for each of them.
In this way differing reserve, capital and portfolio limitations
could be placed upon. different types of assets.

It follows from these recommendations that institutionally
the banking function should not be combined with other
functicns. The principal function of both the Siimerbank and
the Etibank is to develop and operate state enterprises and
they were given banking powers incidentally. There have been
many proposals for other similar "banks". The result of
merging a banking function with what is in fact an indus-
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trial holding company is to provide an easy and inflationary
method of financing which can be used too freely. If the
recommendations which we have made for changes in the
techniques of financing various state enterprises, including
the Siimerbank and the Etibank, are adopted, it would no
longer be necessary or desirable for these enterprises to
exercise banking functions. Rather the banking function would
be reserved for those institutions whose purpose is to provide
better banking facilities for the community.

Another major function of banks is to provide services
which facilitate payments, the settlement of accounts and the
transfer of funds. In advanced countries, checks drawn upon
bank deposits have generally replaced currency as the prin-
cipal medium of exchange. Checks are more efficient in many
ways. They obviate the need for counting and handling
currency, thus saving the time of much clerical help; they
avoid the risks inherent in handling large amounts of cash;
they save the expense involved in moving cash from one part
of the country to another; and often they serve as a receipt
for payment.

Checks are not extensively used in Turkey. One banker
estimated that only 10 per cent of all payments in lstanbul
and two per cent in Ankara were made by check, and even
these were primarily exchanges between banks. In Ankara
only four banks are meribers of the clearing house. A vigorous
program to encourage check utilization by the public should
be inaugurated by the commercial banks, the Central Bank
and the Government. Various means might be used. For
instance, salaries of higher government officials could be
paid with checks. It would be of foremost importance, how-
ever, that banks should encourage check payments. A large
share of the responsibility for the slow development of the
use of checks rests with the banks themselves. In some cases
bankers are not convinced of the importance or the desirability
of introducing check payments. The relatively light penalty
for forgery is usually cited as the principal deterrent. It is
difficult to say how important this factor is but in any case
it would be well to provide heavier penalties. Beyond that,
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a vigorous program of education is necessary before the
extensive use of checks will develop.

Bank Supervision
Bank examination in Turkey is in a very rudimentary

stage of development. For the most part, the bank examiners
of the Ministry of Finance limit their function merely to
listing the government bonds owned by the banks to deter-
mine whether the banks have bought their full quota. If the
Central Bank is granted the powers we have recommended
to enable it effectively to control money and credit supply,
it will be essential that the Central Bank have authority to
conduct bank examinations. The accomplishment of either
quantitative or qualitative credit control will require examina-
tion of the portfolios of the banks within the country.
Accordingly, we recommend that the bank examination func-
tion be entrusted to the Central Bank.

In summary, our recommendations with regard to monetary
and banking policy are:

(1) The use of Treasury-guaranteed bills by state enter-
prises should be discontinued. Investment funds re-
quired by state enterprises should be provided, and
any operating deficits met, from funds provided by
the Treasury in accordance with regular budgetary
procedures. The Treasury should also make advances
to meet the appropriate short-term needs of all enter-
prises except the Toprak Office. The latter should
obtain its short-term requirements from the Agri-
cultural Bank, which within definite limits should be
able to rediscount with the Central Bank. The Toprak
Office should be required to repay advances for the
purchase of crops as rapidly as the products are sold.

(2) The Central Bank should have power to rediscount
appropriate types of agricultural and commercial paper
with maturities up to one year and with no specific
quantitative limit.

(3) In order to control more effiectively the volume and
use of bank credit:
(a) Rediscounts should be equitably rationed by set-

ting an upper limit for each individual bank in
terms of a uniform percentage of its capital and
reserves.
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(b) The statutory limitation on the Central Bank's
power to engage in open market operations should
be eliminated.

(c) The Central Bank should have the power, within
specified linrits, to set and change minimum reserve
requirements against demand deposits.

(d) The Central Bank should have power to vary
minimum requirements for paid-in capital and
reserves for commercial banks, according to the
types of assets they own. Consideration should
also be given to granting the Central Bank other
powers of qualitative credit control, such as power
to set absolute ceilings on different types of port-
folio assets or on their rate of increase. To assist
in the establishment of qualitative controls, expert
foreign advice should be obtained.

(4) The Central Bank should have power to set maximum
interest rates at levels consistent with its general
monetary policies.

(5) A clear differentiation should be made between the
functions of commercial and savings banks and they
should be subject to regulations and controls con-
sistent with their types of activity.

(6) The banking function should be reserved for institu-
tions whose primary purpose is to provide banking
facilities to the community. The Sumerbank and the
Etibank should be deprived of banking powers.

(7) More extensive use of checks should be promoted by
a campaign to inform the public of their advantages,
by paying the salaries of higher government officials
with checks and by increasing the penalty for forgery.

(8) The function of bank examination should be strength-
ened and entrusted to the Central Bank.

TAXATION

By means of taxation, the Government not only provides
revenues for its own operations but also limits the volume of
private expenditures for both consumption and investment
and influences the direction of private investment. The tax
structure thus has an important impact on the allocation of
resources and on economic growth.
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The Mission has noted the substantial improvements made
in the tax sytem in 1949 through the adoption of new personal
and corporate income taxes. The personal income tax will
bear far less heavily on wage and salary incomes than hereto-
fore. It will also decrease considerably the number of business-
men whose taxes were previously determined on the arbitrary
basis of rent paid for places of business. Businesses of a type
which necessarily involve relatively low profits will receive
more equitable treatment. Furthermore, by making more
personal enterprises subject to effective taxation of their
actual income and by lowering the corporate income tax rate
from 39.9 per cent to 23.5 per cent, the new personal income
tax law will help to remove an important obstacle to the use
of the corporate form of business organization. On the whole
the new laws are basically sound and logical. For the most
part, the principal problem they present is administrative.
Their success will depend largely upon whether during the
next few years the Government can gain the confidence of
the great mass of taxpayers, while dealing firmly with evaders.

There remain certain important defects in the tax system
which constitute an obstacle to economic growth and therefore
require the urgent attention of the Government. The first is
the exemption of small firms from the transactions tax. As
soon as an industrial firm uses more than two horsepower of
motive power or employs more than five people, it becomes
subject to a heavy tax on its output, yet it must continue to
compete with smaller firms which remain exempt from the
tax. The transactions tax is also faulty in having an excessive
number of commodity exemptions, which facilitate evasion
and create inequities. It is cumbersome and inexact since,
despite certain crude provisions for reduction on goods which
are processed more than once, taxes on the same goods are
frequently duplicated or pyramided. Finally, it is unduly
burdensome not only in rate but also because of the complex
system of records and reports which it requires.

Second, when a firm comes to employ 10 workers, it be-
comes subject to the social security taxes, on employer and
employee, which amount to a total of 13 to 15 per cent of wages
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and salaries. As in the case of the transactions tax, this pro-
vision is an important obstacle to the smooth and normal
growth of small firms. Furthermore, these taxes involve rates
which are excessive for a country in Turkey's stage of economic
development. The taxes provide for retirement pay and bene-
fits for accidents, occupational disease, sickness and maternity,
but not for unemployment compensation. A careful study of
Turkey's social security system is warranted. It is (quite
possible that the present system is not well adapted to Tur-
key's situation and may be setting up claims against the future
which will be difficult to meet.

Third, the present tax on corporate dividends seriously
interferes with retention of corporate earnings for financing
further growth and development. Under present Tutkish law,
there is a 15 per cent withholding tax on corporate profits
remaining after payment of a flat 10 per cent corporate tax.
Administrative interpretation has held, however, that for per-
sonal income tax purposes, stockholders will receive credit
for this 15 per cent only if dividends are paid in the same
year in which they are earned. Already Turkish corporations,
in part because the stockholders determine dividend rates,
pay out an excessive part of their earnings. This interpretation
will bring further pressure from stockholders for still larger
payments out of current earnings, forcing corporations to go
into the capital market each time they wish to expand their
operations.

Fcurth, the numerous tax exemptions accorded to buildings
create(a strong artificial demand for investment funds in the
real estate field)nd thereby reduce the amount of funds avail-
able for industrial and commercial development. New build-
ings are completely exempt from the buildings tax for a period
of from three to 10 years. The personal income tax provides
relatively high exemptions for rental incomes and for capital
gains on real estate. It likewise permits deduction from the
income from tax-exempted buildings of an amount equivalent
to the taxes which would be payable were the buildings not
exempt. The rental income from real estate owned by foreign
corporations is also exempt from the corporate tax. The law
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governing the assessement and reassessment of property
greatly favors the owner at the expense of the Government.
Even without such special inducements, real estate would be
attractive to Turkish investors, requiring as it does no special
skills, while providing prestige and a hedge against inflation.
With the exemptions and special treatment described above,
housing, particularly of the luxury type in the major cities,
has undoubtedly attracted an excessive amount of investment
and one result has been to limit, and thus to raise interest
rates on, investment funds required by industry.

Fifth, and closely related to the previous point, is the
exemption of farm income from the income tax. This would
not be objectionable if the great mass of small farmers were
granted an exemption. But such an exemption should be kept
low in terms of income since farmers automatically receive
a substantial special exemption as a result of the fact that a
large part of their income is in non-monetary form. There is
plainly no justification for exempting from the income tax
those farmers who enjoy substantial monetary incomes.

At present, farmers pay only two types of direct taxes,
the national animals tax and the provincial or municipal land
and buildings tax. The former is a crude and primitive tax
per head rather than ad valorem. The latter constitutes a
major source of income for the provincial and -municipal
governments. However, because of the special exemptions
for buildings and the lack of a general reassessment of lands,
the real value of the revenues from the land and buildings
taxes has been sharply reduced by inflation. As a result, the
relative financial position of local governments has been seri-
ously weakened, furthering the already strong trend toward
financial centralization. Current proposals to transfer even
these taxes to the central government threaten to accelerate
this highly undesirable trend. However, if methods of collec-
tion by the central government for the account of local govern-
ments could be devised, such a transfer might be justified on
the grounds of efficiency and resulting increases in revenues.

To reverse the trend toward centralization and to remove
a heavy burden from national finances, we believe that local
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revenues should be increased to the point where they are at
least as large in real terms as they were before the war. This
can best be achieved by reassessment of land values, elimina-
tion of the numerous exemptions accorded to buildings and
raising the level of road taxes to their prewar magnitude or
even above. These steps would enable the local authorities to
pay the salaries of elementary school teachers, to cease relying
on grants-in-aid from the national government except under
unusual circumstances and to speed up the execution of the
badly needed secondary-road building program described in
Chapter VII.

Sixth, Turkey's ubiquitous stamp taxes are an impedimertt
to economic activity. Despite their large number, they pro-
duce only a small amount of revenue. At the same time, they
create enormous trouble and uncertainty, involve excessive
costs of compliance and interfere in innumerable ways with
the efficient conduct of business. A total of 98 categories of
acts, many of them including a number of individual acts
and subject to 79 exemptions, are taxed at rates ranging from
one fourth kurus (TL 0.0025) to TL 150. Many of these
annoying stamp taxes could be completely abolished without
appreciably reducing public revenue.

Finally, despite recent tax reforms, the tax burden is still
unevenly distributed and heavily concentrated. Thirty years
ago about a third of all tax income came directly from farmers,
the broad mass of the population, and were produced by the
tithe and animais tax. Now the tithe has been abolished, the
animals tax is insignificant in total yield and farmers are
exempt from the income tax. A very large part of the tax
increases of the past 15 years has been imposed directly upon
recipients of wages and salaries or upon commodities of which
they are the principal purchasers. While total tax revenues
are only about 17 per cent of gross national product, the
average salary earner pays from 25 to 30 per cent of his income
in direct taxes in addition to the taxes incorporated into the
price of the goods he buys. This is obviously a dangerously
high level.) We firmly believe that the tax load should be
more evenly distributed. Elimination or reduction of exemp-
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tions now granted to certain groups would allow an increase
in government revenues and achieve a more equitable distribu-
tion of the total tax load. We believe that the taxes on wage
and salary earners who now bear the brunt of the tax burden
should not be increased until their fellow citizens are made to
bear a comparable load.

In recent years, the personnel of the Ministry of Finance
has been strengthened and many desirable changes have been
made in the Ministry's inspection and'enforcement procedures.
Yet there is still much room for improvement. Procedures
could be further simplified and standardized and the more
onerous fiscal controls eliminated. At the same time, the
Ministry of Finance should be given greater power to enforce
conformity with, and penalize evasion of, existing laws and
regulations. The survey of the Ministry now being undertaken
under ECA auspices should contribute to this end.

In summary, we make the following recommendations con-
cerning Turkey's tax system:

(1) The transactions tax should be thoroughly revised by
removal of the exemption of small firms, by a drastic
reduction in the number of commodity exemptions,
by reducing the rates, by eliminating duplicate taxa-
tion of the same goods and by simplifying adminis-
trative provisions concerning compliance.

(2) The present numerous exemptions of buildings should
be drastically reduced. More revenue should be ob-
tained from the land and building taxes, the revenues
from which should continue to accrue to provincial
and municipal governments. The animals tax should
be put on an ad valorem basis and combined with the
land and buildings tax.

(3) Farmers who enjoy substantial monetary incomes
should be subject to the income tax.

(4) The present tax on corporate dividends should be
made a true withholding tax, payable only when and
as dividends are actually paid out.

(5) The rates of existing social security taxes should be
reduced and a careful study made(to determine if
the present social security system has resulted in an
overcommitment of Turkey's future resources
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(6) The number of categories of acts subject to stamp
taxes should be greatly reduced and the remainder
simplified and clarified.

(7) The tax burden, the brunt of which is now borne by
wage and salary earners, should be more equitably
distributed.

(8) Tax administration should be improved by simplifica-
tion of procedures and elimination of nonessential
forms of fiscal controls. The powers of the Ministry
of Finance to enforce existing tax laws should be
strengthened.



CHAPTER XII

International Economic Position

FOREIGN TRADE

Although Turkey's foreign trade plays a very small role
in world trade and amounts to less than 10 per cent of the
country's national income, foreign trade is vital to the economy.
Turkey's general self-sufficiency in foodstuffs and modest
standard of living make it possible to keep imports at a
relatively low level but some essential consumer goods must
be imported and the economic development of the country
requires imports of essential machinery and equipment. Tur-
key exports a variety of agricultural commodities, many of
which are semi-luxuries. The postwar development program
has raised imports far beyond previous levels while exports
have remained relatively small, resulting in substantial import
surpluses. Until Turkey's productive capacity is appreciably
expanded, exports will remain limited.

Exports
About one third of Turkey's exports are foodstuffs; one

half to two thirds are raw materials and semi-manufactures;
and less than six per cent are manufactures. The distinctive
feature of Turkey's exports is its heavy reliance on four com-
modities, tobacco, cotton, nuts and raisins. Together they
account for between 60 and 65 per cent of postwar exports,
witlh tobacco alone being responsible on the average for 30 per
cent of the total until 1950, when cotton exports increased sub-
stantially in importance'. With the exception of cotton, these
commodities are of a semi-luxury character and are particularly
vulnerable to poor business conditions in importing countries.
The remaining exports include a broad variety of agricultural
products such as oil cake and oil seeds, opium, cereals, eggs,
mohair, skins and furs. The composition of Turkish exports
has shown a high degree of stability over the years, except
for the growing importance of chrome and a marked decline
in exports of raw wool owing to the growth of the domestic

229
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textile industry. On the other hand, cotton exports took
first place in 1950, exceeding in value those of tobacco, and
offer great promise for the future. The value of all Turkish
exports rose from TL 145 million in 1938 to TL 738 million
in 1950, but, as Tables XV (A) and (B) show, most of the
rise was attributable to an increase in prices rather than to
an expansion in the volume of exports.

Although postwar exports, especially in the past year or
two, have been very favorable in terms of the sales of cotton,
tobacco and chrome, there have been unfavorable trends in
several other established export commodities, particularly
raisins, hides, skins and valonia extract. Earnings from these
exports fell substantially in real terms.

The production and marketing of leaf tobacco need special
attention. Tobacco is particularly well adapted to a country
with a high ratio of manpower to capital resources, offering
as it does large employment opportunities in both fields and
warehouses. Before World War II, private dealers, under the
supervision of American experts, had attained satisfactory
standards of grading and processing tobacco. During the war
the standards deteriorated and since then have not returned
to the prewar level. An even more serious threat to Turkish
tobacco exports arises from competition in the European and
Mediterranean markets, which take the lower grades of
Turkish tobacco. A continued market for these grades is
essential to Turkey. Furthermore, Turkey cannot afford to
neglect development of the strong market potentialities in the
Middle and Far East, where both population and cigarette
consumption are expanding rapidly. Among the adverse
factors which must be faced in these non-American markets
are the increasing competition from Greek tobacco, especially
in Egypt. and the shift in European tastes toward Virginia
tobacco. Unless there is a renewed emphasis on the market-
ing of Turkish tobacco abroad, a substantial decline in the
volume of tobacco exports may result.

Cotton exports also offer Turkey a good prospect of
earning additional foreign exchange in Europe. Production
exceeded goals in 1950 and there are expectations of consider-
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TABLE XV(A) N

SELECETED EXPORTS BY VOLUME, 1937 TO 1938 AND 1947 To 1950
(Thousands of Tons)l

0

1937-382 1947 1948 1949 1950
Amount Index Amount Index Amount Index Amount Index Amount Index 0

0
All exports ...... ..... 3 100.0 3 94.9 3 99.5 3 128.4 3 124.7 -
Tobacco ............ 40.9 100.0 42.3 103.5 49.2 120.3 77.6 189.9 50.8 124.2 n

Cotton ............ 18.8 100.0 0.1 0.0 16.0 85.1 31.6 168.0 77.9 414.4 O
Raisins ............. 55.9 100.0 32.1 57.4 40.1 71.8 63.9 114.2 79.9 142.9 *
Hazelnuts ............ 24.1 100.0 23.2 96.1 20.9 86.5 31.5 130.7 27.6 114.5 °
Livestock ............ 462.1 100.0 577.8 125.1 305.0 66.0 589.7 127.6 559.0 121.0
Chrome ............ 203.3 100.0 183.8 90.4 309.6 152.3 353.2 173.8 353.6 173.9
Hide and skins 4.5 100.0 4.3 95.2 6.2 137.5 4.4 97.0 6.4 142.2
Valonia and extract 40.1 100.0 27.2 67.8 33.4 83.1 29.8 74.4 n.a. n.a.

- I Except livestock, which are in thousands of head.
2 Annual Average.

3 Total volume cannot be determined since separate commodities measured in different units.

Source: International Monetary Fund, International Financial Statistics; Mar. 1951, Central Bank of Turkey, Bulletin, Nos.
72-73, July to Dec. 1949; and Central Statistical Office, Dsi Ticaret Ysllsk Huldsass, Dec. 1950. NJ



TABLE XV(B)

SELECTED EXPORTS BY VALUE, 1937 TO 1938 AND 1947 TO 1950
(Millions of Lirac)

1937-38* 1947 1948 1949 1950

Value Index Value Index Va!ue Index Value Index Value Index

All exports ............ 141.5 100.0 625.2 441.8 551.0 389.4 693.9 490.4 737.6 521.3

Tobacco ............ 41.6 100.0 179.5 431.5 173.0 415.9 259.0 622.6 170.8 410.6

Cotton ............ 7.9 100.0 0.0 0.0 33.7 426.6 75.8 959.6 195,9 2,479.7

Raisins ............ 10.1 100.0 27.1 268.3 28.6 283.2 46.3 458.4 58.2 576.2

Hazelnuts ... _ ... 11.6 100.0 42.9 369.8 30.9 266.4 43.6 375.9 52.2 450.0

Livestock ............ 3.0 100.0 26.5 883.3 16.6 553.3 32.5 1,083.3 24.0 800.0

Chrome ............ 4.5 100.0 14.1 313.3 25.8 573.3 30.3 673.3 30.0 666.7

Hides and -skins ... 3.9 100.0 14.6 374.4 18.4 471.8 12.6 323.1 15.5 397.4 O
Valonia and extract 2.5 100.0 7.4 296.0 9.5 380.0 12.5 500.0 n.a. n.a. 0

0
* Annual average.

Source: International Monetary Fund, International Financial Statistics, Mar. 1951; Central Bank of Turkey, Bulletin, Nos. C
72-73, July to Dec. 1949; and Central Statistical Office, Dts Ticaret Ynllnk Hulasasi, Dec. 1950.
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able further expansion. Production is therefore not likely to
limit an expansion. of cotton exports; expansion depends rather
upon improvements. in the standardization -of. cotton. lint..
There is. a lack of confidence abroad in the, quality and
uniformity of Turkish cotton. Since sales cannot be made
according to recognized World grades,' export sales by. sample
and trial shipment are necessary.: The standardization problem
goes .much deeper than the lack of standard. grades, .however.
Irregular staple lengths, poor ginning and, baling,. and the
lack of uniform grading, wrapping and labeling cause waste
in manufacturing and delays in handling. A marked expansion'
of cotton exports is therefore heavily dependent upon a co-
ordiniated program' for improving qualit-y from the field to
the factory alohg the'lines discussed in Chapter V.

Imports

Turkish imports ificlude' a wide variety of articles w~ith an
overwhelming emphasis on' 'manufactured goods:. Oni the
whole, greater changes have 'taken place 'over -the years in
th'e composition of Turki'sh imports than' in' exports since,' as
a result of the industrialization drive, imports of' machinery
and equipment have increa~sed greatly. The' development of
domestic productio'n has virtually !elitninatedihiip6rts of sugar
and reduced substantially th'e v6lirme of-textile'imports...C6rin
tinued emphasis by! the Goverdii ent on ecdiri6fiiic-'develdpmnnt
and national defense has caused petroleum and rubber pr6du'dts
to rise in importance.

Because 'of: liihifed'(foreign 'exchange; resources;'-the'.total
value of Turkish imports,in the)prewar period;was,never,very
high,; and in 1938, the -peak import year, of"the'193O3's,s it
reached only TL;150 million. ':Since 1947,i imports.have ibeeti
substantially above prewar!.volume. and reached {a value'of
about TL. 800 trillion-In ;both: 1949 ah d1950., Imports at this
level were paid for&by the increased. value-of;,exp6rts, :by util"
ization' of gold and foreign. exchange ! reserves .which had
been built during the war.and by foreign'loans. and- grants.
The trend of imports since 1937-38 is shown; in Tables' XVI
(A) and (B); these Tables, however, understate 'the increase



234 THE ECONOMY OF TURKEY

since the data do not include the substantial volume of aid
received under the American Military Aid Program. The
development of the roads program, the extensive importation
of motor vehicles and the mechanization of military trans-
portation combined to increase petroleum requirements dis-
proportionately. This drain on exchange earnings has been
growing persistently and represents an important problem
which will have to be solved if international financial balance
is to be achieved.

The Trade Pattern

Before the war about three quarters of Turkey's exports
went to its principal European trading partners, France,
Germany, Italy and the United Kingdom, with Germany be-
coming overwhelmingly the largest customer in the late 1930's,
when it took as much as 43 per cent of all Turkish exports.
During the same period exports to the United States were
about one eighth of the total and sales in the Eastern Medi-
terranean and Balkan areas were about the same. Europe
was even more important as a seller to Turkey than as a
buyer of its products. Between 82 and 85 per cent of imports
came from Europe before the war, with Germany, by 1938,
supplying 47 per cent of the total. In the prewar period, the
United States supplied only three to nine per cent of Turkisl
imports.

This trade pattern was substantially changed by the war
and the events which followed it, particularly in terms of the
source of imports. The relative importance of Western Europe
as a supplier fell considerably in the years immediately follow-
ing the war, primarily as a result of the elimination of German
supplies. The inability of Europe to meet Turkey's needs
caused it to rely heavily on the United States and other
Western Hemisphere countries. In 1947 one third of all
Turkey's imports came from the United States and even in
1950 more than 25 per cent of imports were purchased in the
United States as compared with an average of only six per
cent in prewar years.



TABLE XVI (A)

SELECTED IMPORTS BY VOLUME, 1937 TO 1938 AND 1947 To 1950 Z
(Thousands of Tons) 1 H

0z
1937-382 1947 1948 1949 1950

Amount Index Amount Index Amount Index Amount Index Amount Index 8
0z
0All imports .......... 3 100.0 3 114.8 3 123.5 3 140.0 3 164.2 x

Machinery .......... 26.4 100.0 28.1 106.2 43.5 164.5 58.2 220.3 72.6 275.0 Q
Iron and steel ...... 189.0 100.0 106.7 56.5 100.2 53.0 114.0 60.3 215.9 114.2 O
Petroleum 

_products ..... .... 213.4 100.0 262.7 123.1 330.7 155.0 478.8 224.4 506.7 237.4 O
Cotton textiles .... 12.0 100.0 10.6 88.2 7.3 61.0 5.8 48.1 5.9 49.2 Z
Wool and woolen

yarn .......... 1.7 100.0 6.5 388.8 5.4 320.2 5.8 345.8 3.3 194.1
Timber and

products .......... 31.7 100.0 23.4 74.0 104.2 328.4 182.5 575.1 128.4 405.0
Vehicles .......... 7.9 100.0 32.8 413.8 15.4 195.1 12.1 153.1 17.7 224.1

1 Except vehicles, which are in thousands of units.
2 Annual average.
3 Total volume cannot be determined since separate commodities measured in different units.
Source: International Monetary Fund, Internationtal Financial Statistics, Mar. 1951; Central Bank of Turkey, Bulletin, Nos.72-73, July to Dec. 1949; and Central Statistical Office, Dtj Ticaret Ytilk Huldsast, Dec. 1950. r-i

C.,



TABLE XVI (B) 0°N

SELECTED IMPORTS BY VOLUME, 1937 TO 1938 AND 1947 To 1950
(Thousands of Liras, c.i.f.)

1937-38* 1947 1948 1949 1950

Value Index Value Index Value Index Value Index Value Index

All imports .......... 132.1 100.0 685.0 518.9 770.1 583.3 812.6 615.9 799.9 605.5

Machinery .......... 19.1 100.0 72.3 378.5 136.2 713.1 174.0 911.0 184.9 968.1

Iron and steel ...... 23.3 100.0 70.3 301.7 75.0 321.9 87.2 374.2 97.8 419.7

Petroleum
products ........... 5.8 100.0 29.4 506.9 43.8 755.2 62.8 1,082.8 58.7 1,012.1

Cotton textiles .. 17.1 100.0 118.2 691.2 80.0 467.8 61.8 361.4 49.4 288.9 q

Wool and woolen W4
yarn ......... 4.5 100.0 34.2 760.0 44.2 982.2 49.8 1,106.7 27.1 602.2 W

Timber and 8
products ........... 1.8 100.0 4.7 261.1 21.2 1,177.8 36.3 2,016.7 18.7 1,038.9 Z

0
Vehicles ........... 5.0 100.0 54.5 1,090.0 41.2 824.0 37.8 756.0 44.0 880.0 x

0
* Annual average.

Source: International Monetary Fund, International Financial Statistics, Mar. 1951; Central Bank of Turkey, Bulletin, Nos. C
72-73. July to Dec. 1949; and Central Statistical Office, Dqs Ticaret Ytilk Hulisass, Dec. 1950.
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In order that Turkish exports may earn gradually increas-
ing amounts of- foreign,exchange in the future, it will be
necessary.that Turkey develop.a stable, pattern of trade wi,th
countries whose economies are complementary to its.own., The
recent increase in trade wvith Germany and Italy is a step in
the. right direction. Attention must also be, given to the
marked ye,ar-to-year irregularities in trade with individual
countries. Although some of the shifts were caused by cir-
cumstances over which Turkey had no control, many others
could undoubtedly ,have been avoided if Turkey had followed
the policy ofbuilding. stable overseas markets and establish-
ing close ties with individual importers. Sales of raisins, figs,
tobacco and cotton in 'the smaller European countries are
sometime,s large but ,ae, highly sporadic. Part of. this inter-

roittent trading pattern may be- explained by the dominant
role which the go,vernment-sponsored agricultural sales co-

ophratives play, incertain commodities. Apparently too,much
emphasis is placed upon haphazard sales in bulk lots to those
outlets which offer tthe ,most advantageous short-run terms,

without sufficient regard for the longer-run importance of
developing satisfied steady customers among foreign nations
and individual irnporters.

COMMERCIAL, POLICY

Turkey's commercial policies, duriib -the past two 'decades'
have .largely ;:followed ;th-e'policies of its"ifiore imnp6rtant
trading'par.tners. During the' 1930's an'd- up -to'the-end!of 'ihei
war it relied,almost exclusively oi' bilateral cl;e'aring~. and 'pay 
ments- agreements, ofn quantitative: restrictions and on con-'!

pensation trading.1 ; ilndeed,- Turkey used-the- latter .techniquie
more- extensively 'thani most' 6ther. cbuniies.."Siiice the<end'
of the' war,' howe'ver;i.and especially' ;since the inauguratibn
of: the European Recovery Prografm,; Tiarkey- ha be;en movitig;
rnore and.more toward lib&alization6of trade and niultilateral-
isnm under' the'European 'Payments Union,,

.1 Compensation trading is a barter-like transaction whereby an exporter
uses the foreign exchange proceeds of his sale to import a product previously
agreed u6on. He may himself import the co mmodity or sell his right to do so
to a third party.
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Tariffs

In 1929 Turkey adopted a protective tariff which imposed
rather heavy import duties. The purpose of the tariff legisla-
tion was not only to promote industrial development by pro-
tecting domestic industries, but also to halt the drain on Tur-
kish foreign exchange resulting from the trade deficit incurred
in every year since 1923. After the September 1946 devalua-
tion of the Turkish lira, the tariff rates, which were specific
rather than ad valorent in character, were revised. Under the
Turkish customs law, an increase proportional to the reduc-
tion in the gold value of the Turkish lira was mandatory, and
a general increase of 156.65 per cent was consequently an-
nounced by the Ministry of Customs and Monopolies on
December 9, 1946. However, a number of exceptions were
made. The duties on over 350 of 860 items on the tariff sched-
ule were left completely unchanged and the increase on a
number of items were smaller than the specified percentage.
In November 1949 a new customs law went into effect which
codified and modernized customs procedures but made no
changes in duties or method of assessment.

Turkey participated in the recent tariff discussion at Tor-
quay. The Government has expressed its approval in principle
of the policy of reducing tariffs. However, there is no indi-
cation of action along these lines as yet. Given the present
cost structure of many of Turkey's infant frdustries, it would
probably be unwise not to afford them some measure of pro-
tection against the more efficient industries of developed coun-
tries. These tariffs, however, should not be allowed to become
a protective umbrella for permanent inefficiency. Following
the infant stage, both state and private industries should be
expected to reach a level of efficiency in which they will no
longer need artificial protection. Any other approach to this
problem would lead to penalizing the Turkish consumer and
keeping down his living standard. Moreover, tariffs should
not be used to build up those industries which are always
likely to need protection from external competition. The
only justifiable departure from this princiole is in the case
of industries essential to national defense.
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Trade Restrictions
In 1931, Turkey instituted a system of import quotas

and embargoes designed to limit imports and to overcome a
serious and persistent trade deficit. These controls grew
quickly in extent and reached their peak during World War
II when, because of world supply and shipping shortages, it
was necessary to confine imports to strictly essential supplies.
In 1946 the regime of controls was substantially liberalized but
heavy deficits in late 1947 resulted in a new tightening of
import restrictions. Since the establishment of the European
Recovery Program and the creation of the European Pay-
ments Union, however, many import commodities have been
freed from quantitative restrictions and from the need for
import licenses, and import procedures have been simplified.
Judging from 1950 trade, Turkey's participation in the liberali-
zation scheme of the Organization for European Economic
Cooperation (OEEC) has not caused a dangerous increase in
imports.

Rigid export controls were also applied to all Turkish
products during the war. Since then many of the restrictions
have been removed. By 1950, export prohibitions applied to
only a few basic foodstuffs and export license-requirements
were lifted from all commodities except tobacco, chrome, cop-
per, opium, wool, pistachios, butter and a few others. The
principal reason for continuing to license these commodities
is to avoid re-export by other countries which might result
in the failure of Turkey to earn dollars and gold.

While prohibitions on exports may be justified in certain
emergency conditions, they are generally uneconomical, often
lead to the waste of resources and should be avoided. In gen-
eral, domestic supplies should be assured by increased produc-
tion and through the operation of the price system, rather
than through embargoes. Foreign exchange which might be
earned from 'prohibited exports 'could be used to import
commodities to substitute for the exported goods or to acquire
additional consumer goods at prices which will usually result
in increased availability of resources to the economy as a
whole.
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Bilateral Agreements and Compensation Trading.

Bilateral trade and payments agreements, inaugurated in
1932, have been the main instrument of trade control. The
sphere of such agreements expanded until in the late 1930's
they provided the framework for 80 per cent of Turkish trade.
High- internal and export prices, greatly out of line with
world prices, also led Turkey into extensive compensation
trade. After the war, Turkey negotiated trade and payments
agreements of the type common in the soft currency area,
which gencrally provided for limited credit ceilings, beyond
which settlement in gold or free foreign exchange was re-
quired. Compensation trade continued to flourish, however,
because of the difficulties of finding markets for many of Tur-
key's high-priced exports. But by the end of 1949 compensa-
tion transactions were restricted to exports of hazelnuts and
figs and by 1950 trade carried out on a compensation basis
was less than five per cent of total trade.

On balance, it is doubtful that Turkey benefited from bi-
lateral clearing and payments agreements and from compen-
sation trading. Although Turkey did succeed in disposing of
over-priced export surpluses, to do so it had to pay excessive
prices for its imports. Moreover, the type of commodities
imported were frequently determined, not by domestic re-
quirements, but by what the trading partner found as surplus
and stood ready to make available. These practices protected
inefficient methods of production by assuring exporters high-
priced markets for their products instead of requiring them
to keep pace with the latest scientific and technical develop-
ments in order to be able to compete successfully in inter-
national markets. Finally, it must be remembered that the
fundamental need for such export cushioning arises from a
basic disequilibrium between internal and world prices. The
need of maintaining price stability, which we have already
emphasized, is as important for promoting healthy and vigor-
ous foreign trade as it is for protecting the domestic consumer.

FOREIGN EXCHANGE POLICIES

Government intervention in the foreign exchange market
began in the early 1930's as one of a number of measures taken
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in an effort to improve the country's deteriorating trade. and
payments position. Initially the lira was supported at a rate
of 10.30 lira to the pound'sterling. When sterling went off the
gold standard, the rate was fixed at one lira to 12.06 French
francs, until the latter also' 'left the gold standard in Septem-

ber 1936. Thereafter, the value of the lira was maintained
in relation to gold at.the rate existing before the United King-
dom left the gold standard, until the devaluation of the Tur-
kish currency in September 1946. Actually, the official rate

for much of the period prior to 1946 was nominal because of

a series of premiums on exports to various countries (aver-
aging40, per cent) and surcharges on imports from various
countries (averaging 45 per cent).

Devaluation
In 1946, the various exchange rates were' consolidated and

the Turkish'currency was devalued by over 50 per cent. The
new rate, 2.80' liras to the' 'U. S. dollar, was "approved by the
International Monetary Fund in June 1947. Devaluation at-
tacked the problem of Turkey's extremely' high export prices
that had theretofore been met only partially by the premium
schemes. The first effect of devaluation was a large increase
in exports and "ani export surplus. By mi'd-1'947;, however, the
'trade balance becarnie unfavorable. Since then,' Turkey 'has

'tried to improv'e its trade s'ituation by' iumerous agteements,
controls and' reduction of the prices of export' commodities.
The lira has been maintained at the same official rate since
1946.

* Fearing adverse repercussions'.bn' internal prices,. Turkey
did not participate 'in the, general. devaluation -of European
currencies' in 'September" 1949.- The 'result was to make the
import' of 'esseritial devel6pment supplies"- as well, as of con-
sumer goods cheaper :and to ease the internal burden of servic-
ing Turkey's sterling 'debt. Although it-.was . feared-that
maintenance of 'the value' o( the lira in .the face' of general
devaluation might impair Turkey's ability,.to 'export at. cbm-.

petitive prices, these fears' have not as yet 'materialized since,
with few. exceptions, Turkey found buyers in 1950 for most

of what it had to sell.)



242 THE ECONOMY OF TURKEY

Exchange Controls

Turkey's first major exchange control law was passed in
1930. Exchange controls have been in effect ever since and
although they have sometimes made foreign trade adminis-
tratively onerous, they have enjoyed a reasonable degree of
success in limiting imports in accordance with governmental
policies. However, as in many other countries, exchange con-
trols have not been fully effective in Turkey. Compensation
trading has been used, at least occasionally, as a means of
escaping exchange control. Likewise, undervaluation of ex-
ports and overvaluation of imports are believed to have taken
place, with exchange escaping abroad or into the black market
where it is sold at a premium of about 30 per cent above
the official rate. Probably the greatest shortcoming of the
exchange control has been the haphazard manner in which
impcrt licenses were indiscriminately granted when exchange
was available, with the result that exchange for essential
purposes was socn found lacking. We strongly recommend,
therefore, that instead of the present sporadic issuance of
exchange licenses, an annual foreign exchange budget be form-
ulated to assure effective use of foreign exchange resources
in carrying out Turkey's development program. We further
recommend that the aid of the International Monetary Fund
be sought to work out the best means of instituting such a
budget and solving other important foreign exchange problems.

Gold and Foreign Exchange Holdings

At the end of World War II, Turkey's gold and foreign
holdings were substantial. Central Bank balances rose from
the equivalent of $38 million at the end of 1939 to $307 million
at the end of 1946. During 1947 and 1948, however, the
adverse trade balance reduced these holdings by a third.
Since then foreign assets have remained stabilized at approxi-
mately $200 million, a reserve that can no longer be considered
unduly large. In fact, it would be wise to retain this amount
(approximately nine months' import requirements) virtually
intact, as a protection against contingencies such as a sharp
fall in the quantity of exports, which might cause a drastic
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curtailment in imports and serious disruption of the economy.
Under the circumstances, it is not wise for Turkey to obtain
any significant amount of funds to cover the external costs
of its development program by further reducing its holdings
of gold and foreign exchange.

FORE1GN DEBTS
When agreement was reached in 1928 on the divisicn of

the debt of the Ottoman Empire, Turkey assumed a total
foreign debt obligation of 107.5 million gold lira, which had
a value at that time of about $473 million. This debt, after
being refunded and adjusted downward, was finally retired
in 1949. Although some new debt was assumed through the
issuance of new bonds for the purchase of foreign interests
in railroads, ports and other utilities, the total foreign debt
declined to TL. 188 million in 1938.

In 1938 and 1939, Great Britain and France made two
large loans to Turkey, mainly for defense purposes. Between
1938 and 1944, the foreign debt approximately doubled. In
1946, it was again doubled, in terms of liras, by the Turkish
devaluation, which also increased substantially the domestic
burden of servicing the foreign debt. These increases were
partially offset in 1949 by the devaluation of the pound
sterling and other currencies. At the end of 1950, the foreign
debt stood at TL 730 million (of which TL 126 million were
not yet drawn down), or the equivalent at official exchange
rates of about $260 millicn. The largest portion of the debt
is made up of obligations payable in U. S. dollars, equivalent
to about $135 million. These include $109.6 million owed
to the United States Government and International Bank
loans of $25.4 million. Next in magnitude is the total debt
owed to the United Kingdom, equivalent to U. S. $109 million.
The major portion of this, about $74 million, is payable in
Turkish liras and represents Armament Credits,' Gold Loans
and Clearing Liquidation Loans granted in the early part

I We have used the sum of $55 million for the Armament Credits although
this is not the complete amount claimed by the United Kingdom. The amount
is believed to be currently under negotiation.
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of World War IL The remainder of the debt to the United
Kingdom, equivalent to $35 million, is payable in pounds
sterling. The rest of the debt is owed to Switzerland, France,
the U.S.S.R. and Sweden.

During 1950 the foreign debt required an annual interest
charge of about TL 15 million and amortization of approxi-
mately TL 37 million. These payments will be substantially
larger in the next few years. By 1952 the amount of interest
payments will be about TL 19 million and the amortization,
TL 48 million. Total service payments on the foreign debt
arnounted to seven per cent of Turkey's exports in 1950 and,
at the same level of exports, would amount to nearly 10 per
cent annually during the next five years. This is a heavy
burden on the econ6my and prudence would dictate against
increasing it substantially. Moreover, amortization payments
of TL 50 million to TL 60 million annually, which have the
same economic effect as an export of capital, would clearly
impede the carrying out of a development program.

In Chapter XIII, where we make recommendations con-
cerning an investment program for Turkey for the period
1952-56, we assume that as a result of foreign grants, loans
or investments, of adjustments in the existing foreign debt
or of some combination of the foregoing, service of the
foreign debt during 1952-56 will not constitute a net drain
on Turkey's resources and that there will, in fact, be a net
inflow of resources. If forthcoming maturities of recent short-
term loans as well as those contracted before and during
the war for national defense purposes could be extended on
an equitable basis, this would reduce the burden of debt serv-
ice during the developmental period. New loans for produc-
tive purposes could also be undertaken as the existing debt
is repaid. To the extent that Turkish balance of payments
prospects improve, Turkey's ability to service additional debt
will increase.

DIRECT FOREIGN INVESTMENTS

Turkish development would be stimulated considerably in
the future if the country could attract additional direct foreign



INTERNATIONAL ECONOMIC POSITION 245

investments. Nct only would such investment provide addi-
tional amounts of foreign.exchange, but it would also bring
with it the- advanced techniques and managerial know-how
which Turkey urgently needs/In order to attract a greater
flow.of foreign equity capital, however, it will be necessary
for Turkey. to undo much of the damage caused by a period
of extreme 'nationalism and ccnsequent antagonism toward
foreign investments./

In 1937'assets belonging to foreign nationals and proceeds
and 'profits' derived from property or investments owned in
Turkey by -foreign' firnis or persons were 'blocked 'and their
transferabroad was authorized only in the form cf exports
of certain specified' commodities such as carpets, wine, tobacco
and '-raisins.' Some liberalization of these terms has since
occurred' and(in March 1950 the Ministry of Finance was
authorized,: up to' a' limit of TL 300 million, 'to guarantee
long-term loans obtained abroad for development' purposes
and to guarantee remittance of dividends in foreign exchange
or in Turkish products. Although this law is a step in the
right direction,.it is too vague and leaves too many uncertain-
ties to have much stimulating effect on foreign investments.
T,he 'many,restrictions still.in force continue to deter private
foreign japital; from venturing into, Turkey, in; substantial
amounts

In" addition: to confusing "or hostile legislation;, the .most
serious econ6mic deterrents: to private'.foreign investm'ent "are
the instability of:the price)level and the questions.raised in
th&!minds.sof.investors concerning.the prospectsifor_mainte-:
nance of the exchange"rate.of.the lira; The persistence of
deficits, in.'the balance of. payments and-'the absence of. a
satisfactory. foreign excha'nge budget, on the basis-of which
alL transactions are: carried&out, h'ave undoubtedly .given .rise
to fears that even-,if; investments in Turkey produce satis-
factory results in terms of liras,-protracted delays in obtain-
ing transfers of earnings might ensue. In the event of devalua-
tion of 'the 'lira, substantial' losses might, be sustained,,not
cnly.. in transfers of, earnings but, even more important, in
the repatriation of the principal.
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There is no doubt that the establishment of an environ-
ment attractive to direct private foreign investment in Turkey
would advance the time when investor confidence would be
strengthened and foreign interest in portfolio investments in
Turkish securities correspondingly increased. Turkey could
then enjoy the advantages of additicnal foreign resources
without incurring the rigid obligations of annual interest and
repayment charges of loans.

(There are always obstacles to direct investment in a foreign
country by private firms or individuals. In the case of Turkey
those obstacles are increased for Western European and
American investors by wide differences in language, legal
systems, and economic and financial practices. If Turkey
wishes to overcome those obstacles, it will have to make a
strong effort. Even so, success would not be assured, but
the possible benefits of success are sufficiently attractive to
justify the attempt?)

BALANCE OF PAYMENTS

Information on Turkey's balance of payments is inadequate
since official estimates are unavailable for the years prior
to 1946 and even the postwar data are somewhat incomplete.
Table XVII, however, gives the basic data for the balance
of payments for the years 1947-49.

Prior to 1947, Turkey's international financial position
was strong. In the years from 1940 through 1946, Turkey
had an export surplus averaging TL 76 million with a resultant
accumulation of gold and foreign exchange assets which
totalled $307 million at the end of 1946. During 1947 a drastic
shift in Turkey's foreign trade balance occurred. The quantity
of imports rose by 83 per cent over the preceding year whereas
exports increased less than 15 per cent and the import surplus
amounted to TL 60 million. In 1948, the import surplus rose
to TL 219 million, due both to a further rise in Turkish
imports and a fall in export prices. In large part, the con-
tinued rise of imports during 1948 was due to. the inflationary
increase in the money supply. The import surplus recurred
in 1949, but was only slightly more than half of the 1948
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TABLE XVII

BALANCE OF PAYMENTS, 1947 TO 1949
(Millions of Liras)

1947 1948 1949

GooDS AND SERVICES:
Exports (f.o.b.) . .................................... 656.7 551.0 693
Imports (f.o.b.) . .................................... -637.1 -880. 5 -872

Trade balance .................................... 19.6 -329.5 -179

Transportation and insurance .......................... -55.3 -88.6 -93
Other ......... ........................... -25.9 -17.9 -45

Total ..................................... -61.6 -436.0 -317

OTHER NON-COMPENSATORY TRANSACTIONS:
Private donatiotis .................... .............. 2.1 18.2 8
Private capital movements ................. .... 3.8 -.6 -
Turkish aid .......... ........................ 2.8 202.7 157
Compensation for Iraqui oil fields ................ 2.5 2.4 -

Official amortization .................................. -91.3* -45.8 -53
Gold subscriptions: IMF, IBRD ................ -32.5 - -

Total . .................................. -112.6 176.9 112
ERRORS AND OMISSIONS .................. , , 27.0 50.8 -1

SURPLUS OR DEFICIT(-) ........ -147.2 -208.3 -206

COMPENSATORY OFFICIAL FINANCING:
Official grants .................................. - - 124
U. S. credits .................................. 28.0 36.7 
U. K. credits ........... , ... - 18.4 38
Czechoslovakian credit ............. .................... - 4.3 J
IMF advance ... ............................... 14.0 - -
Payments agreements .................................. -102.5 171.0 -35
Other short-term balances . ................... 25.1 -43.9 56
Gold .............. .. .................. 182.6 21.8 23

Total ................... ............... 147.2 208.3 206

* Includes interest on foreign debt.
Sobrce: International Monetary Fund, International Financial Statistics,

April 1951,

total since rigorous import licensing reduced many of the
nonessential imports.

The rise of exports in 1950 to TL 738 million and the drop
in imports (c.i.f.) to TL 800 million is a salutary development
which gives promise that the gap will eventually be closed
and Turkey's international financial accounts balanced. How-
ever, it should be noted that from the end of World War II
until the end of 1950 Turkey has received about $241 million
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in loans and grants from the United States Government -and
$25.4 million in loans from the International Bank, and has
utilized approximately $73 million of its own gold and foreign
exchange. Since it is doubtful that external resources of this
magnitude (including the unutilized portions of loans already
granted) will be available for carrying out a development
program during the next several years, acceleration of the
development process will require vigorous internal action.

The Mission is of the opinion that the over-all solution to
the problem created by the import surplus lies less in curtail-
ing the importation of particular products than in a revision
of domestic investment and credit policies. As long as invest-
ment and other expenditures exceed the value of resources
available to Turkey, there will be inflation and with it increas-
ing pressure to import and a declining incentive to export. The
key to the solution of this problem lies in the type of economic
coordination proposed in Chapter IV, one important phase of
which is the task of keeping total investment within the limits
of available resources. As we have already suggested, the
work of the Prime Minister's Economic Coordination Staff in
this field should be supplemented by an annual foreign ex-
change budget.

LONG-TERM TRADE PROSPECTS

The longer range outlook for Turkey's balance of payments
will depend largely on the strengthening of the economy.
Turkish agriculture, industry and transportation must become
more efficient. Production and distribution costs must be cut
to bring prices of export commodities into line with world
markets. A larger volume of agricultural, mineral and manu-
facturing products must be produced. If economic develop-
ment progresses toward the achievement of these objectives
without in the process generating a strong inflationary domes-
tic demand for the increased output, and if high levels of
production, employment and consumption are maintained by
Turkey's major trading partners, Turkey's prospects for
achieving an equilibrium in its balance of payments appear
quite favorable.
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In summary, the Mission recommends that Turkey take
the following action to strengthen its external financial
position:

(1) A vigorous effort should be made to develop stable
foreign markets in those countries whose economies
are complementary to the Turkish economy. Achieve-
ment of this end would be assisted by. adoption of
the recommendation already made that Turkey should
improve the quality, grading and packing of its export
commodities, particularly tobacco and cotton.

(2) Although protection of certain infant or defense in-
dustries may under present circumstances be neces-
sary, tariffs should not be permitted to become a
permanent protection for inefficient industries, nor
should they be applied to industries unsuited for
development in Turkey.

(3) The Government should formulate an annual foreign
exchange budget. Means of instituting such a budget
and of solving other foreign exchange problems should
be thoroughly examined with the assistance of the
International Monetary Fund.

(4) Turkey should take steps to eliminate the restrictions
on private foreign investment and to create an environ-
ment favorable to it.





CHAPTER XIII

An Economic Development Program
and its Financing

In laying out a development program, consideration must
be given to (1) the amount of the total resources likely to
be available for development and (2) the best way to use
those resources so that rapid, efficient and balanced growth
of the economy will result. This Chapter is devoted to those
issues.

GENERAL CONSIDERATIONS

The Mission has made no effort to draw up a definitive
plan of specific targets for investment in every segment of
the economy, covering both private and public development
expenditures. Comprehensive planning in Turkey is neither
desirable nor possible.

The Mission has confined itself to the recommendation of
a development program for the public sector of the economy.
In this sector the allocating functions of a free market are
not applicable. Deliberate and conscious formulation of the
Government's over-all investment program is necessary, for the
Government's program will be determined by arbitrary and
unrelated decisions made by various governmental agencies
and enterprises. The Government has direct and immediate
control over its own investment as regards both total expen-
ditures and their allocation. It can expand or contract its
investment as its resources permit and it should allocate invest-
ment expenditures-whatever the total amount may be-
among the various sectors of the economy in accordance with
the relative priorities of the various projects being consid-
ered. Finally, formulation of an over-all program of public
investment is necessary to assure the provision of adequate
public service facilities, such as power, transportation, com-
munications and the like, which are necessary to accelerate the
growth of competitive enterprise within the private sector of
the economy.

251
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The Mission has therefore made two estimates, on the basis
of the limited data available, as to the resources that are
likely to be available for noninflationary investment in 1952,
the first year of the Mission's program. One estimate is based
on conservative assumptions, the second on optimistic assump-
tions. We also outline tentative programs for the use of those
resources, which we hope may be of assistance to the govern-
mental authorities responsible for formulating the definitive
public development program. Since the data involve large
margins of error and since many unforeseen contingencies
may arise to invalidate our assumptions, we have made no
effort to project public development expenditures annually
into 1956, the fifth year of the Mission's program. We do.
however, estimate the range of total resources which the
public sector may expect to have at its disposal during the
five-year period and we suggest reasonable investment allo-
cations as a first guide for the Government in laying out a
program for that period.

We have not attempted to formulate a comparable program
for the private sector of the economy since it is not possible,
short of the imposition of undesirable authoritarian controls,
to direct the use of all private savings. A large portion of
private investment is achieved without its even entering into
the monetary system of the country. A large part of the re-
mainder is financed outside institutional channels. The degree
to which the Government can control or even influence the
use of private savings is thus strictly limited. Moreover, a
detailed program for private investment would be manifestly
inappropriate because it would require the substitution of the
subjective judgment of those who formulate the program for
the impersonal, objective forces of the market place. A strong
competitive economy can be achieved only when resources
are allocated among alternative uses by a system of free mar-
ket prices; that is, when changes in relative prices and profit-
ability, responding to shifts in demand and costs, induce
parallel changes in investment expenditures. In no other way,
in our judgment, can an optimum allocation of investment
resources be secured so that the Turkish people can purchase
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the goods they want at minimum cost. For these reasons a
specific program for private investment is necessarily pre-
cluded.

This is not to say that we consider private investment as
independent of, or unrelated to, the public investment program
we are suggesting. Private investment is essential to Turkey's
economic development and is intimately related to govern-
ment investment and government policy in many ways. The
Government should exercise care that its investment program
does not infringe on the resources available for private invest-
ment. In formulating its own program, the Government will
also have to take into consideration the estimated amount and
direction of private investment. As we have already pointed
out, the Government can exert influence over a significant por-
tion of private investment by means of fiscal and credit controls
and tax policies of the kind outlined in Chapter XI. In a
properly functioning and freely competitive economy, the
Government should not interfere with the private investment
mechanism. But when a country is emerging from condi-
tions in which inflation and custom have affected investment
patterns, the use of fiscal and credit controls to channel private
resources into the most productive uses is appropriate. It is
also a responsibility of the Government to make sure that its
credit and fiscal policies are such that total investment, both
public and private, does not exceed the limits set by the
amount of resources available for investment.

Thus, while the Mission presents no detailed targets for
private investment, we do indicate a total amount which,
together with the amount projected for government invest-
ment, we believe can be financed in a noninflationary manner.
We also recommend the directions in which the Government
should encourage private investment to move, within the limi-
tations of the Government's ability to exercise influence on it.

REsOURCEs AVAILABLE FOR DEVELOPMENT

We have already pointed out that, if inflation is to be
avoided, the total volume of spending in an economy, whether
for investment or for consumption purposes, must be limited
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to the resources available from foreign and domestic sources.
It is clear that the amount which is devoted to investment at
any given time should not be so large as to result in restrict-
ing consumption unduly. These principles have necessarily
guided us in projecting the amount of resources that we esti-
mate can be made available for development during the course
of the next five years.

Total Domestic Resources for Development
To estimate the order of magnitude of the resources that

may be available in 1952 and 1952-56 from domestic sources,
the Mission has used as a starting point the amount of domes-
tic savings and investment in 1949, for in that year investment
was generally financed in a noninflationary manner. The
Mission's estimate of total investment in 1949 is necessarily
not precise because of the uncertainty of many of the elements
which go into the calculation. We believe it reasonable to
conclude, however, that investment outlays in that year
amounted to roughly TL 1,000 million. Since about TL 144
million were provided from external sources, we estimate
domestic savings in that year to have been slightly more than
TL 850 million.

In a country like Turkey, where productivity is so low that
most of the annual production must be consumed in order
to maintain a minimum living standard, it is difficult to in-
crease savings by reducing consumption. The larger part of
any increase must necessarily come from a rising level of out-
put, which would make possible both increased consumption
and increased savings. The Mission has assumed that total
output will increase by 3.0 to 3.5 per cent per year and that
the same percentage of total income will be saved as at present.
On these assumptions, the savings available for investment
will also increase by 3.0 to 3.5 per cent per year. If the recom-
mendations of this Report are adopted, such an increase in
investment can, in our judgment, reasonably be expected.
Over-all consumption will be increasing at the same rate. Since
the population is increasing annually at the rate of two per
cent, the rate of increase in per capita consumption will be only
about 1.0 to 1.5 per cent per year.
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On the basis of these assumptions, we estimate that gross
investment resources available from domestic savings should
be in the neighborhood of TL 940 million in 1952 and TL
5,000 million for the five-year period. 1952-56. These sums
indicate the order of magnitude of the domestic resources at
1949 prices, which we calculate that Turkey will be able to
devote to investment during the period of the Mission's pro-
gram. They include the development resources of both the
public and private sectors and the resources which flow
through financial channels as well as those which are carried
out by effort alone.

Resources of Public Sector
Table XVIII shows our estimates of the domestic resources

available for public investment. In making our projections,
we have again used the experience of 1949 as a guide. The
Government's public development expenditures in 1949
amounted to about TL 528 million. Of this total, TL 142
million was provided by foreign assistance, without which the
investment program would have had to have been drastically
reduced or would have had serious inflationary consequences.
The remaining public development expenditures, roughly TL
386 million, were provided from domestic resources by reve-
nue receipts and internal borrowings of the Government.

On the basis of calculations made by the Mission, we
estimate that some TL 425 million to TL 525 million might
be available from domestic resources for public development
outlays in 1952, the first year of the five-year program which
we have projected. We have purposely used a wide range,
since we are basing our figures on projections over a three-
year period after 1949, which, by their nature, are subject to
a fairly wide margin.of error.

The most important single source of this estimated total
of domestic resources is the surplus of government receipts
over current account expenditures (government savings),
which we estimate amounted to about TL 129 million in 1949.
We believe that. government savings should rise to TL 145
million in 1952, although they may conceivably rise to TL 175
million. To realize an increase even to TL 145 million will



TABLE XVIII

ESTIMATED DOMESTIC RESOURCES AVAILABLE FOR PUBLIC

DEVELOPMENT EXPENDITURES, 1949, 1952 AND 1952 To 1956

(Millions of Liras)

Five-year Period
1949 1952 1952-56

(Actual) (Estimated Range) (Estimated Range)

1. Surplus of government receipts over Current account expenditures:

a. General and annexed budgets ........ ................................................. 129 145 - 175 775 - 925

b. Provincial, municipal and village budgets .............................................. 43 45 - 60 250 - 350

2. Self-financing of state economic enterprises . ............................ 125 125 - 135 575 - 650 , 3

3. Funds supplied by pension funds ......................................................... 80 90 - 100 450 - 500 t0

4. Purchases of government bonds by individuals, insurance companies .. 0
and corporations............................................... 13 20 - 40 100 - 200 X

0
5. Funds supplied by banks ........................................................ -4 0- 15 0- 50x

Total .386 425 - 525 2,150 - 2,675 0S1i

SOURCE: Estimates made by the Mission on basis of information supplied by the Government and its various instrumentalities.,
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require not only the return of certain educational expenditures
to the local governments, as recommended earlier in this
Report, but also more effective tax administration and a closer
scrutiny of current expenditures to eliminate non-essential
outlays. Even with such action, our projection of savings
might be seriously reduced by an unanticipated rise in defense
expenditures, by a reduction in tax collections resulting from
a bad harvest, by difficulties in administering the new income
taxes or by any of a number of other contingencies. Con-
versely, effective tax administration and a rising national
income resulting from development programs now under way
might increase the central government savings available for
investment in 1952 to as much as TL 175 million.

We anticipate no great increase in savings from provincial,
municipal and village budgets. Indeed, the return of certain
educational expenditures to local authorities may reduce our
estimated minimum savings of TL 45 million. Given the
uncertainties of our estimates, however, it is possible that
savings from these budgets may rise to a maximum of TL 60
million in 1952.

The second major source of development funds is the earn-
ings of the state economic enterprises which presently-pperate
outside the government budgets. Of the estimated TL 125
million of resources raised by these agencies from their own
funds in 1949, the Siimerbank produced TL 52 million and the
Etibank TL 24 million. The balance came primarily from
the earmarked taxes of the Iller Bank and the earnings of the
Petrol Office. The greater volume of sales and the more
efficient operation of state enterprises, which would follow
from our previous recommendations, should provide increased
funds for investment purposes from this source in 1952. We
estimate that the sum may be between TL 125 million and
TL 135 million. However, a reexamination of the pricing
policies of these agencies in line with our recommendations
will undoubtedly decrease the earnings of certain state enter-
prises after 1952. We have therefore projected a slightly
declining volume of resources from this source during the
five-year period.
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A third source. of funds for public development is the sale
of government securities to the public pension funds, the
major market for long-term government bonds. Their pur-
chases rose from two million liras in 1947 to an estimated
TL 80 million in 1949. Barring a major revision in the policies
of these funds, they may be expected to absorb about TL 90
million to TL 100 million of the public debt annually.

Purchases of government bonds by individuals, insurance
companies and corporations are still on a small scale. In
1949, the sum was TL 13 million. This was composed in
large part of purchases by corporations in amounts equivalent
to five per cent of their net earnings, as required by law.
The annual increase in the reserves of insurance companies
is invested to a considerable extent in government bonds, but
these reserves are small in amount. Purchases by individuals
in recent years have been very limited because of the more
attractive returns available from other types of investment.
However,f tt,e greater financial stability and vigorous market-
ing policie0ka demand for government securities by the public
might be created.\ We estimate that TL 20 million to TL
40 million could be contributed annually to the public develop-
ment program from these sources during the period 1952-56.

The Government did not resort to bank borrowing during
1949. The net increase in loans from commercial banks of
TL 23 million was more than offset by a retirement of TL
27 million of credit from the Central Bank. As a matter of
policy, it is recommended that the Government refrain from
substantial bank borrowing in the future. This would leave
the resources of the banks at the disposal of private borrowers.

In addition to the foregoing domestic resources, we are
assuming that there will be some net foreign assistance avail-
able above the amount of foreign resources needed to service
the present foreign debt.

In view of the uncertainties of both domestic resources and
foreign assistance, we beileve that TL 450 million is a reason-
ably conservative estimate of the total resources, domestic and
foreign, which will be available for public investment in 1952.
An increase in public savings beyond our projected level for
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1952 or an' increase in foreign assistance would of course make
a larger volume of idevelopment outlays possible. We do not
believe, however, that the total resources are likely to exceed
TL 575 million in terms of 1949 prices. With these consider-
ations in mind, we have outlined two public investment pro-
grams for the year 1952, one providing for investment of
TL 450 million and the other for investment of TL 575 million.
The actual amount of government investment which will be
most appropriate to Turkey in 1952 must be determined
by the Government's economic coordination and budgetary
authorities in the light of their best estimates of private
investment, domestic savings, and foreign assistance.

As noted earlier in this Chapter, the margins of error in
the sums with which we are dealing are so large and the
uncertainties of the next several years, in matters such as
national defense needs and the amount of foreign assistance,
are so great, that an annual projection of the resources avail-
able for public investment would be of little value. We
believe, however, that we can reasonably assume that the
total resources available for public investment over that five-
year period are likely to be somewhere between TL 2,250
million and TI, 2,875 million including both domestic and
foreign resources. The projection of resources in each year
and their allocation must be made by the Government in the
light of close and continuing scrutiny of all relevant factors
including estimated private investment.

It should be noted that our estimates of total resources
available for public investment in 1952 (TL 450 million to
TL 575 million) contemplate no significant increase over the
level of 1949 (TL 528.6 million) and may in fact require a
reduction in the public developmeht outlays of the past few
years. The main reason for this is that since the end of
World War II external resources have permitted an excep-
tionally high rate of investment. We pointed out in Chapter
XII that it seems likely that the external resources which
Turkey will have at its disposal over the next several years
will be somewhat less than those available since 1945. How-
ever, the anticipated loss of external resources should be offset,
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at least in part, by an increase in resources for investment
available from domestic sources. As is apparent from Table
XVIII, our recommended program assumes an increase of
10 per cent to 33 per cent in the amount of domestic resources
applied to public investment in 1952 over the amount of such
resources so applied in 1949. We believe that any greater
increase in domestic resources devoted to public investment
would impose too heavy a burden on a people whose standards
of consumption are already low and would create the danger
of serious inflation. Even increases of the magnitude suggested
will require vigorous and coordinated internal action along
many lines.

Resources of the Private Sector
We estimate that the domestic resources available for pri-

vate investment are likely to be between TL 415 million and
TL 515 million in 1952 and between TL 2,325 million and
TL 2,850 million in the period 1952-56.

It is not possible to state in detail the means by which
private investment will be financed for the available data are
too scanty. We estimate-that 13 per cent (TL 62 million)
of private investment in 1949 was financed by bank credit, a
small fraction of one per cent by foreign aid and the remainder
(TL 408 million) by self-financing, private loans and depre-
ciation allowances. By 1952 considerably more funds should
be available through the banking system for private invest-
ment. It may reasonably be expected that bank credit to
private borrowers may amount to between TL 90 million and
TL 100 million in 1952 and perhaps to between TL 500 million
and TL 600 million in 1952-56, without producing inflation.
These estimates assume that the Government will not borrow
from the banks to any significant extent. If it should do so,
private loans would have to be reduced.

The amount of resources available for private investment
from personal savings and depreciation allowances cannot be
measured precisely. Large amounts never go through financial
channels, particularly in the agricultural area. Many private
loans are contracted surreptitiously at illegally high rates of
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interest. The data on private depreciation practices are almost
nonexistent. On the basis of the data available, however,
and of the analysis made by the Mission, we have estimated
that financing available from private loans, self-financing and
private depreciation allowances are likely to amount to be-
tween TL 315 million and TL 415 million in 1952 and between
TL 1,725 million and TL 2,250 million in 4952-56.

As in the case of resources available to the Government,
these estimates are subject to wide variation and may perhaps
be supplemented by foreign loans or investment. We believe
it reasonable to assume that, in all, TL 440 million to TL
540 million will be available for private investment in 1952
and TL 2,500 million to TL 3,000 million in the five-year
period 1952-56.

In the light of the Government's policy of encouraging
productive private enterprise, we believe that these sums are
reasonable amounts to set as goals for total private invest-
ment expenditures. Their achievement would require a rising
level of private investment during the period of the program,
a development which should be a consequence of rising income
levels as well as of the general policies we have recommended
to the Government. We believe, too, that these sums are in
reasonable balance with those estimated to be available to
the public sector. If used for appropriate productive purposes,
they would provide a great stimulus to economic development.
The Government, as part of its over-all development program,
should use every effort to stimulate productive private invest-
ment of the magnitudes suggested above.

PUBLIC DEVELOPMENT PROGRAM

In earlier Chapters of this Report we have indicated the
criteria by which we believe development expenditures should
be judged and we have made broad recommendations for the
development of the various segments of the Turkish economy.
In the light of those previous recommendations, we recom-
mend that the Government prepare a program for public
investment in the year 1952 and during the period 1952-56,
along the following general lines:
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TABLE XIX

GROSS PUBLIC INVESTMENT; 1949, 1952 AND 1952 To 1956
(Millions of Liras)

Five-Year
Period

1952 1952-56
1949* (Recommended (Recommerided

Purpose (Actual) Range) Range)

Agricultural Development ...... 27.5 50- 60 350- 425

Public Health and Education
(New training programs) .... .... 10- 15 75- 100

Transportation:

Railroads ...................... 91.8 45- 60 200- 225

Highways ....................... 58.6 55- 70 350- 475

Ports and Shipping ............... 56.3 50- 60 200- 225

Airways ...................... 15.7 15- 20 75- 100

Other ..................... 2.6 ....- .... 

Total Transportation 225.0 165-210 825-1,025

Communications ...................... 21.7 15- 20 75- 100

Public Works ....................... 103.0 70- 90 350- 450

Electric Power ...................... 22.4 45- 60 250- 350

Industry ....................... 37.9 40- 60 150- 200

Mining ...................... 79.6 55- 60 175- 225

O ther ....................... 6.1 .... - .... -

Total ...................... 523.2 450-575 2,250-2,875

Local Government-
unallocated ...................... 43.2

Inventories ... ..... -37.8

Total ........ 528.6

* The items in this column were arrived at by apportioning all investment
items (except those relating to national defense) in the general and annexed
budgets and all investment expenditures of the state economic enterprises.
Adjustments have been made to compensate for transfers from one of these
budgets or accounts to another. In the case of highways an addition was
made to cover foreign contributions and taxes earmarked for highways,
neither of which are believed to have been covered in the Budget.

Source: Estimates made by the Mission on the basis of information
obtained from the various budgets and from the balance sheets of the state
economic enterprises.
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Before discussing the contents of the Mission's program,
we call particular attention to certain of its characteristics.

1. The recommended targets in each sector are given in
round figures. They indicate orders of magnitude rather
than precise quantities.

2. The figures are for gross investment. In certain fields,
the sums include amounts for maintenance and replace-
ment; in others, they do not. This difference in treat-
ment was necessary because the available data on public
investment made it impossible to separate maintenance
and replacement in every field. However, our recom-
mended program follows in this regard the same pattern
as that prevailing in 1949, as shown in Table XIX.

3. Development expenditures in public health and educa-
tion represent, not capital investment in the ordinary
sense, but increases in current expenditures over the
level prevailing in 1949 to provide for new training
programs.

4. Although the investment expenditures of local govern-
ments have not been allocated in 1949, due to lack of
information on their use, their expenditures are included
under the various categories in the Mission's program.

5. Because there is no basis upon which to make estimates,
we have not provided for changes in the inventories
of such state institutions as the Toprak Office. Such
inventories may be large and their annual change may
require significant adjustments in the program.

It is apparent from Table XIX that/our recommended pro-
gram provides for an allocation of resources somewhat differ-
ent from•that which prevailed in 1949. The shift in emphasis
appears in 1952. It grows stronger over the course of the
five-vear program. This reallocation of resources is made
necessary in part by the need to adjust.the present imbalance
in the Turkish economy, to which we have several times
alluded. Thus we have considerably increased the amount of
resources allocated to agriculture and reduced the amount
devoted to railways. Change in emphasis is necessary also
because of the limited purposes for which we have assumed
public investment will be undertaken in the future. Thus
our program is heavily weighted in the area of basic services,
which are not likely to be undertaken at present by private
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enterprise. We have anticipated a declining level of new
government investment in industry and in mining, both be-
cause public programs in these fields are nearing completion
and also because they are fields in which private enterprise
can be expected to expand. Conversely we have provided for
an increasing level of investment in power, since this facility
is essential to private expansion, and yet prvate enterprise is
not likely to enter it to any great extent. If private enter-
prise does not expand, the Government may have temporarily
to increase its expenditures in such fields as industry in order
to keep up a steady pace of economic development.

Agriculture

Our Report has stressed the importance of agriculture.
We believe that agricultural development should have top
priority in the allocation of public investment resources
because it provides the greatest opportunity for increased
productivity and because it is an essential prerequisite for
industrial development. Agricultural development will pro-
vide the greatest employment of manpower for the least capital
investment. It will reduce the number of men required to
produce food and other essential farm products and thus
release manpower for industrial development. It will provide
a better diet for the whole population. It will make increased
exports possible and thus increase foreign exchange earnings.
It will provide additional raw materials for industry and, by
raising rural income, expand the market for industrial products.

We have allocated TL 50 million to TL 60 million to
agricultural development in 1952. This expenditure is divided
among several uses. The training of research and extension
staffs is of first importance. In 1949, about three million liras
were spent for such training. In 1952, these expenditures
should be increased by an additional TL 7.5 pmillion at least.
Although training costs are normally considered as current
expenditures, we have included the recommended increase
for 1952 in our investment program because of the long-term
effect we believe it will have in raising the level of agricultural
productivity. An additional TL 12 million should be added in
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1952 to the 1949 expenditures for research and surveys, which
are second in' importance only to the training of technical
personnel. This sum should also finance the construction of
the new experimental stations recommended for the vicinities
of Izmir and Adana, estimated at three million liras. The
creation of a new Agricultural Marketing Service will require
perhaps TL 1.5 million. There remains TL 29 million from
the minimum program of TL 50 million recommended for
1952. This sum will have to be allocated by the Government
among the remaining uses, which include small amounts for
grain storage facilities and for land distribution, maintenance
and replacement requirements of state agricultural installa-
tions, new equipment for state agricultural institutions and
additions to the capital of the Agricultural Bank, should they
be required. We have recommended a gradual expansion of
agricultural credit, but the Agricultural Bank may well be
able to increase its credit from its own resources, without
recourse to budgetary contributions.

Our program for the period 1952-56 assumes an increasing
rate of agricultural investment by the Government. As the
expanded training program for technical personnel begins to
bear fruit, agricultural credit can be devoted to more produc-
tive uses than is now the case and the volume of credit can
expand accordingly. Similarly, as more technically trained
personnel become available, the amount of funds devoted to
research can be increased and the extension service can be
expanded. We believe the increased development expenditures
recommended for agriculture will have a far-reaching effect in'
raising the productivity of the great mass of the Turkish popu-
lation and will have beneficial ramifications throughout the
economy.

Public Health and Education
The Mission believes that the training of personnel in the

fields of public health and education is the second most import-
ant use to which development resources can be put at the
present time. As we have noted earlier, such expenditures are
ordinarily made from current rather than capital account. In
the case of a country in Turkey's present stage of development,
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however, increases in such expenditures can justifiably come
from development resources because they can be expected
to yield substantial results in greatly increased productivity,
which will be reflected throughout Turkish economic life.
We therefore recommend that expenditures for training in
each of these fields be at least five million liras above the
level devoted to those purposes in 1949. These sums should
be increased even further during the course of our program.
We wish to emphasize that these allocations of funds are not
intended for the building of schools, hospitals or other fixed
installations. Expenditures for such purposes(which are of
less importance than training and should for the present be
kept low, are discussed latef under the heading of Public
Works.

Expenditures for training in public health should be used
in the manner recommended in Chapter IX. Of greatest
importance is the training of nurses and allied technical staff.
Expansion is also required in the training of doctors and
public health specialists. Not until such staff is trained and
available will it be desirable to expand physical health facili-
ties to the level Turkey needs. Expanded training programs
in education should also be directed, as recommended, to the
fields in which Turkey is now most seriously short, namely,
technical personnel at the middle and higher levels of education.
( The sums we have allocated for training may seem small

relation to Turkey's long-term needs. They are small
because expenditures in these fields require more careful
thought and planning per lira than in any other field and
because foreign, assistance will initially be required fof that
planning. Also they must at the start be low because recruit-
ment of appropriate personnel is likely to be slow. Finally,
training is cheaper than almost any other use to which re-
sources can be put and at the same time, the results in increased
skill, health and hence productivity are probably greater per
unit of expenditure than in any other field. )
Transportation

We recommend a reduction in the development resources
devoted to transportation in 1952, compared with 1949. Never-
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theless, more than one third of the recommended Government
development expenditures are allocated to the various fields
of transportation. The need for such large expenditures is
explained by the fact that transportation is a basic service
in which under present circumstances private capital will make
little investment, but which will make a major contribution to
the development of agriculture and to the expansion and more
efficient operation of private industry, mining and trade. More-
over, heavy maintenance and replacement expenditures are
included in our estimates because of the large amount of fixed
assets in railways, ports and highways.

The recommended expenditures are intended for use in
the programs outlined in Chapter VII. When those programs
are completed, Turkey will have a modern transport system
adequate to its needs. At least two of those programs (rail-
ways and highways) should be slowed down both because
of the limited resources available and because of the doubtful
need for such a great expansion in so short a time. The rail-
way maintenance and renewal program needs to be carried
forward vigorously, but the new railway construction projects
can, without serious loss to the economy, be spread over a
longer period than presently contemplated. In the case of s
highways, we have recommended that, when the first stage /
of the national highway program is completed,~ emphasis
should be shifted to the feeder roads urgently needed by the
rural population. In general, expenditures on railways, ports
and shipping should decline as present programs are-completed
in the next five years. As this occurs, expenditures on high-
way development may be increased.

Investment in transport rates a high but flexible priority.
Funds to meet minimum needs should be given high. priority.
As additional funds become available either from increased
resources or after the minimum requirements of other sectors
of the economy have been met, transportation should again
receive high priority in the allocation of investment funds.

Communications
As recommended in Chapter VII, our allocations for com-

munications are intended to permit development in this field
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at roughly the same pace as in the past few years. The stress
of this program is on expansion and improvement of telephone
services. Should only the minimum resources be available,
the radio broadcasting project should be postponed.

Public Works

This category covers a wide variety of investment expendi-
tures. The most important are for irrigation, municipal utili-
ties and services, such as streets, municipal transport, sewer-
age, drinking water and garbage-disposal facilities, schools,
hospitals and health centers, and government buildings. Many
of these provide basic services and facilities of great import-
ance. As Turkey's population increases, as the country be-
comes more industrialized and urbanized, and as personal
incomes rise, the need for investments in these fields will
become more acute.

There are certain categories of public works in which sav-
ings can be made and expenditures postponed without imped-
ing economic development. Reduction is both possible and
desirable in the construction of public buildings and monu-
ments. Fortunately, the Government's program for the con-
struction of major office buildings in Ankara is very largely
finished. Like many of the Government's hospitals, health
centers, schools and other public buildings erected in recent
years, they have been unnecessarily elaborate and costly. Pub-
lic buildings of all types projected for future construction
should be subjected to close scrutiny. Savings can be effected
by switching to more economical types of structures, standard-
izing equipment used in these various buildings, unifying
purchasing procedures and paying closer attention to main-
tenance. For the foregoing reason we have drastically reduced
expenditures in this field below the level of 1949.

Reduction in the immediate future is possible also in the
construction of hospitals. Despite the need for more hospi-
tals, it would, as we have pointed out, be useless to construct
them when there are not even enough nurses and technicians
to staff existing facilities. The hospital building program
should therefore proceed slowly until the training programs
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previously recommended are turning out the necessary per-
sonnel. New construction -should be sanctioned only for hos-
pital extensions required as part of the training program and
for tuberculosis pavilions annexed to existing general hospitals.
These should be of simple and economical construction.

On the other hand, greater stress should be placed on
municipal services, especially on providing safe and adequate
supplies of water and proper sewer and garbage-disposal facili-
ties for the many towns and cities which do not now have
-them. Improvements in these fields(are essential to the health
of the nation and would improve the general sanitary situa-
tion, which has been so much neglected in Turkel. As recom-
mended in Chapter V, experiments in small-scale irrigation
should be carried out on a broad front to determine the
methods best adapted to the country. Many of these projects
can be financially self-supporting if charges are adjusted prop-
erly. This is especially true of municipal water and transpor-
tation systems and irrigation projects.

It is not feasible to recommend specific amounts of invest-
ment for each category of public works. It will be an important
task of the recommended Economic Coordination Staff to make
such specific allocations in the light of its careful weighing of
a great variety of factors, including available resources, supply
of skilled personnel and relation to other sectors of the
economy.

Power

Since public power facilities are not likely to attract
private, capital in the near future, the Government must con-
tinue investment in this field. Power is an essential public
service, the shortage of which has undoubtedly been a limit-
ing factor in industrial and mining development. For that
reason the Mission's program provides for a doubling of power
investment in 1952 over the level of 1949 and anticipates in-
creasing expenditure thereafter.

We have, however, recommended caution in power expan-
sion. The Government's present commitments in this field,
the northwestern grid and the Sariyar project, should be ful-
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filled. Power expansion beyond this should be restricted to
relatively small plants needed to satisfy only the most urgent
municipal or industrial needs. New large-scale hydroelectric
projects should be postponed because prospective demand for
productive uses does not justify their heavy cost and their
drain on foreign exchange resources. The Mission believes
that the expenditures recommended allow for an appropriate
expansion in the light of present and anticipated requirements.

Industry
The Mission anticipates that industry will be the main

field of expansion of private investment. Public investment
-in this field should therefore decline rapidly) Accordingly we
have providkd for a reduced level of governrent expenditures
in industry during the life of the Mission's program.

Presently outstanding government commitments for in-
vestments in industry will be almost insignificant by 1952.
Maintenance and replacement needs will, however, require
large expenditures. Although these will be reduced as the
Government sells its industrial enterprises to private capital,
we believe that such sales will take time and that, in any event,
the Government will probably have to continue to operate
its heavy and more complex industries for at least some time
to come.

In our recommended program, we have not anticipated any
expansion of state industry beyond present commitments.
Given the Government's policy towards encouragement of pri-
vate enterprise, no such expansion could be justified except
in industries which are maintained as government monopolies
or in factories which are deliberately established for other
than economic reasons. It may be, of course, that private
capital will not live up to expectations. In that event the
Government may feel impelled to resume its industrial expan-
sion but only after every sincere effort has been made to
encourage private investment in needed industries.

We have included in the Government's development pro-
gram in industry the sum of five million liras for the establish-
ment of an Industrial Marketing Division in the Ministry
of Economy and Commerce, as recommended in Chapter VI.
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Mining

In mining, as in industry, we have recommended a declin-
ing rate of investment by the Government. By 1952 virtually
all of the Government's outstanding commitments in mining
will be for Zonguldak and that project is scheduled for com-
pletion in 1953. Thereafter expenditures for expansion should
be substantially reduced. Should new mineral resources be
discovered or if world conditions indicate possibilities of larger
exports of minerals, more investment resources may have to
be diverted to, mining, It is the Mission's belief, however,
that mining is an appropriate field for private investment and
that such investment will grow if the Government adopts a
new minerals policy along the lines recommended in Chap-
ter VI.

Included in the Government's investment expenditures are
the needs of MTA, whose geological and mineral survey work
should be pressed forward. Included also are small amounts
for petroleum exploration, which expenditures should be
watched closely and kept to a minimum unless they produce
definite evidence of the existence of important oil resources.
rhey could be reduced substantially if the Government adopts
the recommendation in Chapter VI that private interests
should be permitted to participate in petroleum exploration.

Need for Flexibility

We believe that the public development program we have
outlined is integrated in that the investments in each field
are related to those in other fields and to those anticipated
in the private sector of the economy. They have been dis-

-tributed among the various fields in relation to their im-
portance. The program is also appropriate to the level of
economic development prevailing in Turkey and is within the
limit of the resources that are likely to be available in the next
five years. A variety of contingencies may arise to invalidate
our-assumptions as to the amount of available resources and
the amount of private inve,stment. They may actually be
greater or smaller than we have estimated. In that event, the
considerations on which our program is based will provide a
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guide to the kinds of adjustments that ought to be made. Other
events occurring outside Turkey may also dictate the need
for adjustments. Accordingly, the allocations we have sug-
gested are not designed as a rigid program to be followed pre-
cisely, but rather as a general guide to indicate the broad areas
into which investment funds should be directed.

If the amount of investment funds should be larger than
now appears probable, investments in addition to the amount
recommended could be undertaken. In such an event, it
would be desirable to allocate them in appropriate amounts to
(1) highways, (2) electric power and (3) public works, in
that order. On the other hand, if the amount of funds should
be less than indicated, the necessary reductions should be
made in (1) public works, (2) railways, (3) industry, (4) high-
ways and (5) electric power, in that order. In no event should
training and research programs be reduced.

PRIVATE DEVELOPMENT PROGRAM

We have estimated that private investment in 1952 will
range between TL 440 million and TL 540 million and during
1952-56 between TL 2,500 million and TL 3,000 million. For
reasons already stated, we neither can nor wish to allocate
these sums in a detailed or precise way. The Government
should, however, seek to influence these private investment
resources in accordance with the broad recommendations for
development made in this Report.

Much of private investment, probably more than half, will
be self-financed without recourge to financial institutions or
carried out by effort alone, as it has been in the past. This
portion is represented chiefly by construction and improve-
ment of village houses, improvement of farm lands, and the like.

The greatest portion of private investment, whether entail-
ing the use of money or not, probably goes into agriculture.
The resources so applied should undoubtedly be increased.
The Mission has recommended in Chapter V, however, that
the gradual expansion of agricultural credit should be closely
related to the work of the research and extension services so
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that such credit will be productively used. Until the work
of those services begins to bear fruit, increases in credit should
be devoted primarily to true capital additions, such as acquisi-
tion of tractors, machinery and other farm equipment. Private
investment in agriculture, whether for equipment or improve-
ments to land and buildings, should amount to several times
the sums devoted by the Government to agricultural devel-
opment.

Of private monetary investment in 1949, considerably more
than half (about TL 140 million) was devoted to urban resi-
dential construction. The remainder went to industry, trade
and transport. The concentration on construction has been
the result of generous tax exemptions accorded this type of
irivestment as well as of general economic and social factors.
The Government should seek to reduce the incentives to
investment in urban construction and to divert it into more
immediately productive channels. As recommended in Chap-
ter XI, tax exemptions for buildings should be drastically
reduced, those that remain should be restricted to the most
economical types of dwellings for low-income groups and
taxes on buildings should be increased. The general monetary
and fiscal measures we have recommended may also slow down
the flow of private capital into real estate. The result of such
measures should be both to divert resources into other fields
and to make available a greater amount of less expensive
housing accommodations. Efforts to restrict residential con-
struction should be maintained until the many more urgent
needs of the economy have been met.

On the other hand, the Government should take energetic
steps to attract private investment into industry and mining
with the purpose of achieving up to TL 80 million of invest-
ments in these fields annually. Many of our previous recom-
mendations would help towards this goal. Elimination of the
many discriminations under which private enterprise now
labors, assurances against expropriation, better access to
information, rationing of foreign exchange consistent with
economic development policies, reasonable taxation, expanded
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credit facilities and selective credit controls, among others,
should attract substantial private capital to these fields.

In Chapter VII, we have noted that the shortage of vehicles
will for some time to come prevent full use of the highway
system now under construction. The Government should make
available sufficient foreign exchange to assure the importation
of commercial vehicles of a weight and type suitable to Tur-
key's needs and to the quality of its highway system. Encour-
agement should also be given to expanding private investment
in distribution and marketing facilities.

FOREIGN EXCHANGE REQUIREMENTS

We have made no attempt to break down either the public
or the private investment program as between foreign and
domestic currencies, partly because of the difficulty of fore-
casting Turkey's foreign exchange resources with any degree
of accuracy and partly because of the lack of data on the
foreign exchange requirements of the specific projects that
will make up the program. We do not believe, however, that
shortage of foreign exchange will be an obstacle to the invest-
ments we have recommended. The foreign exchange re-
quirements of most of the government projects for which com-
mitments have already been made, which constitutes a large
proportion of the public program, have already been met, or
will be within the next year or two. This is notably true
of the programs in industry and mining, shipping and port
development, power and highway expansion and improvement.
Further, we have recommended a rationing of foreign exchange
resources which, if effectively carried out, would assure their
sufficiency for this program. Finally, we have assumed a net
inflow of foreign capital. It is possible, of course, that our
assumption as regards foreign exchange resources will not
be realized. Should this happen, projects requiring a high
proportion of foreign exchange, no matter how important they
are, would have to be subordinated temporarily to projects
requiring mostly local currency. Here again, reference to the
general considerations for selection of investments will pro-
vide a guide to the adjustments that would have to be made.
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CONCLUSION

The Mission has recommended an investment program
based on a rising fevel of domestic resources. It calls for
savings which the economy can reasonably be expected to
provide while still permitting a modest growth of consumption.
Within the over-all total of development resources, we have
recommended an increasing proportion of private investment.
We have allocated the resources available for public invest-
ment among the various sectors of the economy by reference
to the contribution such expenditures can make to the creation
of an environment conducive to economic development in
general and to the growth of private enterprise in particular.
These purposes have made necessary an allocation of public
resources somewhat different from that which has prevailed
in the past. We have not recommended a specific allocation
of private development resources but have indicated the
directions in which the Government should seek to influence
them. If these recommendations are carried out, we believe
that Turkey's economic development will be balanced and will
not result in financial instability.

Our general recommendations for economic development
and the investment allocations made in the Mission's program
make no provision for monumental projects of the kind that
are often, but in our judgment erroneously, associated with
economic progress. The absence of such projects from our
program is the result of the Mission's considered judgment
that, at Turkey's present stage of development and with the
limited resources available to it, economic progress can best
be accelerated by a variety of small projects spread widely
over the country and designed to raise the living standards
of large segments of the population in a relatively short time.
Turkey's past concentration on large projects which benefitted
only limited portions of its population has contributed, as our
Report emphasizes, to an unbalanced economy, and to sporadic
and localized development. (We are convinced that more
modest and more dispersed efforts, which directly and im-
mediately affect the people as a whole, will provide a more
enduring foundation for rapid economic development.
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The execution of a program along these lines will require
diligent effort and constant vigilance. It will require close
coordination of all the Government's economic activity, con-
stant review and analysis of trends in domestic and foreign
economic conditions, perhaps frequent adjustment of annual
programs in response to changing circtumstances, and intelli-
gent formulation and application of fiscal, monetary and tax
policies.

The Mission believes that the adoption of its recommenda-
tions for a program will provide a foundation for steady and
balanced progress designed to overcome simultaneously the
many interlocking barriers which have in the past retarded
development. It will also lay a sound basis for an improve-
ment in the standard of living of the Turkish people which
will generate within itself both the momentum and the
resources for still further development.


