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TURKEY 

(Brief for Mr. McNamara's April 1978 Visit;). 
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DATE 

April . 6 
Thurs. 

April 7 
Fri. 

April 8 
Sat. 

April 9 
Stm.. 

TIME GMf 

1600 2100 
1658 2158 
1900 0001 

0740 0640 
0850 0750 
1045 0945 

p.m. 

2000 

0800-0900 
a.m. 
1230-1400 
p.m. 
1930 

1030 0930 
1130 1030 
1215 1115 
1335 1235 
1550 1450 
2035 1735 
2200 1900 
2250 1950 

Itinerary--Norway, Turkey 
Apr1l 6-14, 1978 

Depart Washington (National) 
Arrive New York (La Guardia) 
Depart New York (JFK) 

Arrive London 
Depart London 
Arrive Oslo 
Lunch with Mr. Tidemand-1} J./-11~ 1tJ 
Depart Oslo tv- ~~ 13A'1 
Arrive Noresund 
Opening dinner 

Breakfast 
t-1eeting session 
Lunch 
Meeting session 
Dinner 

Depart Oslo 
Arrive Copenhagen 
Depart Copenhagen 
Arrive Zurich 
Depart Zurich 
Arrive Istanbul 
Depart Istanbul 
Arrive Ankara 

April 10 0900-1030 Meet with Finance Minister 
Mon. 

April 11 
Tues. 

1045-1215 
1215-1300 
1300-1430 
1500-1600 
1600-1700 
1700-1930 
2000-2200 

0830-0945 
1000-1115 
1115-1230 
1245-1400 

Meet with Economic Coordination Minister 
Meet with Prime Minister 
Working lunch with Prime Minister 
Meet with Energy Minister 
Meet with SEE Minister (at Prime Ministry) 
Rest at hotel 
Cocktails hosted by Finance Minister, to 
meet Chairman, Presidents or Directors 
General of SEEs and agencies dealing w/Bank 
projects only (TEK, TKI, TCZB, DYB, SEKA, 
DSI, Topraksu, Extension Service, Sumerbank, 
SPO, MPB) 

Meet with Indus try Minister 
Meet with Agriculture Minister 
Meet with Public Works Minister 
Lunch hosted by Finance Minister to meet 
Deputy Prime Ministers and key ministers 

1600 
1655 
1745 
1840 

Depart Ankara 
Arrive Istanbul 
Depart Istanbul 
Arrive Antalya 

REMARKS 

EA Shuttle B727 

PA002 B747 no~-stop 

SK453 DC9 non-stop 

SR401 DC9 non-stop 

SR322 DC8 non-stop 

TK906 DC9 non-stop 
Buyuk Ankara 

TK141 

TK444 
Hotel Antalya 



DATE TIME 

April 12 
~ed. 0830-0915 

April 13 

0915-1015 
1015-1045 
1045-1145 
1145-1245 

1245-1330 
1330-1500 
1500-1600 
1600-1730 
1830-1845 
1920 
2020 

Thurs. 0800-9000 

April 14 
Fri. 

0900-1230 

1230-1430 
1500-1730 

1730-1830 
1915 
2010 

0800-0900 
0915-1100 

1200 0900 
1255 0955 
1415 1115 
1630 1430 
2000 1800 
1655 2155 

Drive Antalya to Perge 
Visit Perge 
Drive from Perge to Aspendos 
Visit Aspendos 
Visit Irrigation Rehabilitation Project at 

Koprucay 
Depart Koprucay for Side 
Lunch at Side 
Visit Side 

JID1ARKS 

Depart Side Antalya Hotel 
Depart Antalya for airport 
Depart Antalya TK445 
Arrive Istanbul Hilton Hotel 

Breakfast w/Prime Minister at Istanbul Hilton 
Visit Gecekondu slum areas and other oarts 
of Istanbul to get idea of urban problems 

Lunch with :rvrayor and Governor of Istanbul 
Visit TSKB Office for meeting w/leading 

Turkish entrepreneurs 
Drive to Airport 
Depart Istanbul 
Arrive Ankara 

Meet with Reconstruction ~tinister 
Wrap-up meeting w/Finance and Economic 

Coordination Ministers 
Depart Ankara 
Arrive Istanbul 
Depart Istanbul 
Arrive Paris (Orly) 
Depart Paris (COG) 
Arrive Washington (Dulles) 

TK152 
Buyuk Ankara 

TK125 DC9 non-stop 

AF607 B707 non-stop 

AF053 SST CONCORDE 

CKW 
April 4, 1978 



MR. MCNAMARA'S ITINERARY 

April 9, Sunday 

April 10, Monday 

, \ . 

April 11't Tuedsay 

Arrive Ankara (from Copenhagen) 
22.50 on TK 906 Overnight at BUyUk 
Ankara Hotel, Ankara 

: 9 • 00-10 .• :00 Meeting with Finance 

. . 

Minister 
10.30-11.00 Meeting with Prime 

Minister 

11.30-13.00 Meeting with Prime 
Minister~ accompanied 

13.00-14.30 

by Ministers of Economic 
Coordination and Finance 
SPO Undersecretary an~ 
Officials of SPO and 
Ministry of Finance 

Working lunch with Prime 
Minister 

15.00-16.00 Meeting with Energy and 
~d Natural 
Resources Minister 

16.15-17.00 Meeting with Economic 
Enterprises Minister 

I 

17.15-19.30 Rest at Hotel 

20.00-22.00 Reception at BUyUk Ankara 
hosted by Finance Minister 
to me~t Directors General 
of SEEts and other agencies 
dealing with Bank Projects. 

o;ernight at Biiylik (Ankara Hotel, Ankara 
8.30- 9.30 Meeting with Industry Minister 
9.45-10.45 Meeting with Agriculture 

.Minister 
11.00-12.00 

12.15-14.30 

Meeting with Public Work 
Minister 
Lunch hosted by Finance 
Minister to meet Deputy 
Prime Ministers and Key 
Ministers. 
Meeting with Transport 
Minister 

eave for Antalya accompanied 
by the Minister for Tourism 
Gnd Information · 



April 12, Wednesday 

April 13, Thursday 

April 14, Friday 

v~~ -tJ.~~ 
( r ,;/), 

. . 
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Overnight at Motel Antalya 

8.30- 9.15 Drive Antalya to Perge 
9.15-10.15 Visit Perge 

10.15.10.45 

10.45-11.45 
11.45-12.45 

12.45-13.30 
13.30-15.00 

15.00-16.00 
16.00-17.30 

18.30-18.45 

Drive from Perge to 
Aspendos 
Visit Aspendos -
Visit Irrigation 
Rehabilitation Project 
at Koprligay 

Drive Koprli~ay for Side 
Lunch at Side 

Visit Side 
Drive Side-Antalya 
Hotel 
Antalya Hotel-Airport 

19.30-20.20 Antalya - istanbul 

Overnight at istanbul Hilton 

8.00 - Breakfast at Hotel 
Q~nar hosted by Prime 
Minister -for Wrap-up 
meeting 

9.30-10.30 Meeting with Reconstruc­
tion Minister at Hotel 
Q~nar 

10.45~12.15 Wrap-up .. Jneeting with 
Finance Minister at 
Hotel Q~nar 

12.30-14.30 Lunch with Governor and 
Mayor of istanbul 

15.00-17.30 Hilton Hotel for meeting 
with leading Turkish 
enterpreneurs. 

18.00 - Free 

9.00-12.00 
fternoon : 

f) 

Visit to Gecekondu Areas. 
Departure from Turkey 



ANNEX A 

MR. MCNAMARA'S TENTATIVE ITINERARY 

April 9, Sunday: 

April 10 1 Monday: 

April 11, Tuesday: 

April 12 1 Wednesday: 

Arrive Ankara(from Coi>enhagen) 19 :-2·5 on . TK974 
Overnight at Buyuk Ankara, Ankara. 

9:00-10:30 - Meeting with Finance Minister 
10:45-12:15 -Meeting with EconGmic Coordination Minister 
12:15-13:00- Meeting with Prime Minister 
11:00-14:30 - Working lunch with Prime Minister 
15:00-16:00 -Meeting with Energy Minister 
16:00-17:00 - Meeting with SEE Minister (at Prime Ministry) 
17:00-19:30 - Rest at Hotel 
20:00-22:00 - Cocktails, hosted by Finance Minister, 

to meet Chairman, Presidents or Directors 
General of SEEs and agencies dealing with 
Bank projects only (TEK, TKI, TCZB, DYB, 
SEKA, DSI, Topraksu, Extension Service, 
Sumerbank, SPO, MPB) 

Overnight at Buyuk Ankara, Ankara. 

8:30- 9:45 -Meeting with Industry Minister 
10:00-11:15 -Meeting with Agriculture Minister 
11:15-12:30 -Meeting with Public Works Minister 
12:45-14:00 - Lunch hosted by Finance Minister to 

meet Deputy Prime Ministers i.·.and key 
Ministers. 

Late after- - Leave for Antalya 
noon 
Overnight at Hotel Antalya. 

8:30- 9:15 - Drive Afttalya to Perge 
J 9:15-1Q:l~ - Visit Perge 
10:15-10:45 - Drive from Perge to Aspendos 
10:45-11:45 -Visit Aspendos 
11:45-12:45 -Visit Irrigation Rehabilitation Project 

at Koprucay 
12:45-13:30 ·- Drive Koprucay for Side 
13:30-15:00 -Lunch at Side 
15:00-16:00 - Visit Side 
16:00-17:30 - Drive Side - Ant,lya Hotel 
18:30-18:45 - Antalya Hotel - Airport 
19:20-20:20- Antalya- Istanbul (TK .. ·445) 
Overnight at Istanbul Hilton 

. ! 



April 13, Thutsday: 

AJ2ril 142 Fridax: 

A~ril 15. Saturday: 

- 2 -

9:00-12:30 - Visit Gecekondu slum areas and other 
parts of Istanbul to get idea of its 
urban problems. 

12:30-14:30 Lunch with Mayor and Governor of Istanbul 
15:00-17:30 - Visit TSKB Office for meeting with . 

leading Turkish entrepreneurs. 
17:30-18:30 - Drive to Airport 
19:15-20:10 - Istanbul ~ Ankara (on TK 152) 
Overnight at Buyuk Ankara, Ankara. 

9:00-10:00 - Meeting with Reconstruction Minister 
10:15-12:30 - Wrap-up meeting with Finance and 

Economic Coordination Ministers 
12:30-14:30 - Lunch hosted by Economic Coordination 

Minister 
14:30-16:30 - Rest 
17:00-18:30 - Wrap-up meeting with Prime Minister 
Overnight at Buyuk Ankara, Ankara. 

Leave Ankara for Istanbul 6:30 on TK 913 
Leave Istanbul for Zurich 9:15 on SR 323 
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ANNEX B 

AIRPORT STATEMENT 

I am delighted to be back in Turkey for my third visit as President 

of the World Bank. I greatly appreciate your Government's invitation 

and look forward to discussions with your leaders. 

In the 10 years since my first visit in 1968, much has happened in 

Turkish development. Despite the adverse turn in the world economy, your 

country's rate of growth has been impressively high. You have raised standards 

of living and improved development prospects. Turkey's relations with 

the World Bank Group have grown significantly in this period. Turkey is 

one of our major borrowers and occupies an important place in our operations~ 

Since 1968, Bank Group operations have totalled over $1.4 billion: in recent 

years averaging over $200 million a year. The World Bank is assisting Turkey 

through a major and diversified program, covering the development of its agri-

culture, industry, energy, transport and rural and urban development. 

Your country's impressive record of economic growth reflects the effec-

tive coliaboration between the public and private sectors, and the rich endow-

ment of human resources on which Turkey can rely. ! ·have every confidence that 

with such resources, and with appropriate economic policies, the present 

economic difficulties can be overcome and the vast potential of Turkey be con-

structively harnessed for the benefit of its people. 

In discussions during the next five days, I hope to exchange views with 

your leaders on their program for restoring Turkey to sound economic health. 

We shall also seek to establish a sound basis for an expanded partnership 

between Turkey and the World Bank. In accord with your Government's readiness 
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to take necessary, and often difficult, measures that provide the basis for 

sound economic development, and in the expectation that such a basis will be 

f* established shortly, the World Bank is prepared to assist in any way it can. 

I hope therefore that we can define a practical arrangement for an effective 

participation by the Bank in the sectors to which the Government has given 

priority and for expeditious and effective use of Bank funds. We want to 

help Turkey achieve her social and economic development goals in both the 

rural and urban areas, as well as sound expansion of public infrastructure and 

industrial investment. These, I understand, are your central aims, and it will 

be the World Bank's goal to support them. 

(* essential if agreement with IMF has not been reached before visit) 

Cleared with: Mr. Merriam 

/ 
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Turkey 
deportment of state * january 1976 

GEOGRAPHY 

Turkey lies partially in Europe and 
partially in Asia, sharing t:ommon 
bonh'rs with Greel:c and Bulgaria on 
the northwest, the U.S.S.R. and Iran 
on the cast, and Iraq and Syria on the 
south. The Bosphorus, the Sea of 
Marmara, and the Dardanelles, known 
colh:ctivcly as the Turkish Straits, con· 
nect the Black and the ~tcditcrrancan 
Seas. 

PROFILE . 

·Geography 

AREA: 296,000 sq. mi. (slightly smaller 
. than Tex. ami La. combined). CAPITAL: 
Ankara (poJl. 2.57 million). OTHER 
CITIES: Istanbul (3.86 million), lzmir ( 1.66 
million), Ac.lana ( 1 million). 

People 

J'OPl!l~ATION: 40 million (1975 est.). 
ANNUAL GRO\\ .. ITI RAT E: 2.5'/c (1975). 
DENSITY: 125 per sq. ~TIINIC 
GROllPS: 90% Turk, 7'/r Kurd. RE Ll· 
GIOJ\:S: Islam (98'i~· ), Christian. Jewish. 
lANGUAGES: Turkish, Kurc.lish, A(abic. 
LITERACY: 55%. 

Government 

TYPE: Pari iamcn tary d c mocr:H:y. 
INI>FPFNI>Fl\:CE: 1923. I>ATE oi: CON­
STI nrrtOl'o;: Ol·tobcr 25. 1961. 
HRA~('IIFS: l:'xt'cutil·t•-l'cl'Sid~,·nr (Chief 

of Stall'). Jfrimc Ministl·r (lll·ad or Gm·~.·rn· 

nu·n l). J.~ ·.t.'i .,lat il·c- h il':Tinl'ral l':ulia llll' nl 
((;rand National As."l.'tnhly) ind111h·s 
450-nu·miH•r N:1ti11nal Assl•mhly and 
IX·I·Illl'IHhl·r Sl•nah.· . .ludic lit/--Courr of Cas· 
sarion, Colllll' il of Stall•. 

1'01.1'1 IC\1. I'ARTII S: .Jw.til'l' (.11'), 

Rl·puhlkan l'l·opk's ( Rl'l'), N:1tional Salv:1· 
tion (!";SI'), ulfll·r~ Sl!I ·TIL\(;J-": l'niH·rs;ll 

OFFICIAL NAME: Republic of Turkey 

The coastal areas enjoy sufficient 
rainfall to support considerable vcgc· 
tation. A variety of crops, ranging 
from tl·a in the northeast to tobal:co in 
the west and cotton in the south, is 
grown on those relatively narrow 
coastal ·plains. The coastal regions, 
particularly in the south and west, 
enjoy mild winters. 

Inland, whl·at is the principal crop 
grown on much of the rolling terrain 
of the western regions of the 

over 21. POLITICAL SU8DIVISIO~S: 67 
Provinces. 

FlAG: \\1titc crescent and star on a red 
field. 

Economy 

GNP: $35.9 billion (1975 t'st.). ANNUAL 
GRO\\TII RATE: .z.a-_rER CAPITA IN· 
C0,1E: S893. PER CAPITA GROWTH 
RATE:6~ 

AGRICULTURE: /.and 35%. Labor 68%. 
Products-cotton, tobacoo, cereals, sugar 
beets, fruit, nuts. 

INDUSTRY: Labor 16%. Products­
textiles, food processing, mining. 

NATURAL RESOURCES: Coal, cluo­
mitc, <:opper. boron. oil. 

TRADE: 1:'.\pvrts-SI.532 billion (1974): 
cotton, tol>:~cco, fruit, .Hils. livestock prod· 
ucls, textiles. Partners-FRG 21~~- . US 12~?-. 

Switzerland 9'lr. Italy 6%. /mports-S3.177 
billion ( 197·0: ma<.:hincry, tr:1nsport l'quip-

. rncnt, metals. mineral fuds, fcrt ili7l'rs, 
chl•mil'als. /'artnas-FRG 19'lr, lJS 12~~ •• UK 
ll',l,, Italy II~L 

OFFICL\l FXCIIANGE RATE: 15 
Turl...ish lira = l'SS I. 

t :s ,\11> lti-'(.'H\'1·:1> (FY 19-16-l:y 197-1): 
Fn1110111it · S2. 7 hillion: militan· $).') hillion. 

~~~ · ~IBioi{SIJIP IN 11\Tt-:I{N,\TIO:"AL 
()U(;,\NI/..\TIO~S: l'N and its spl'l'ialill·d 
a_!!l'lll·k-s, (T~TO, assod:th.• mt•mhl·r of rc, 
Counl'il of Furopl·, N,\TO, 01-'CI>. Rl·gional 
('cN,I'l'ration for lh·n·lopnH•nt ( R('l>). 

Anatolian Plateau. This platc.:.u ·gcn· 
~rally becomes more mountainous and 
less prod uctivc toward the ~ast. 

Winters arc quite sc\'cre in eastern 
Turkey but only moderately so in the 
western Anatolian Plah:au. To the 
southeast, the terrain has a mean 
elevation of 3,000 feet above sea Je•;cl 
and is trL·c less, sparsely populated, and 
crisscrossed by mountain chains. Th~ 
Tigris and Euphrates . Rivers rise in 
eastern Turkey and flow southward to 
the Persian Gulf through Iraq and 
Syria. The largest all-Turk ish riv~r i~ 
the K izil frmak, which flows north· 
ward east of Ankara to the Black Sea. 

PEOPLE 

Urban areas have experienced tre­
mendous growth since 1950 as a result 
of tht: movcmt:nt of villagers to the 
cities. Sq uattcr dwellings can be seen 
around the city peripheries. posing a· 
constant challenge to the municipali­
ties to provide essential services. 

About 65 percent of the populace 
are villa~;c.:rs. Popu!Jtion is more d~n:;e 
along the coastal r~gions and in the 
western half of the country than it is 
in the t:ast and southcast . ..rThe largest 
city is Istanbul. 

Most Turkish Moskms belong to the 
Sunni sect. The state rccognius no 
L'stabli~hcd religion and is sc"·ubr in 
form. Th"·re is no legal d bcriminat itm 
a!!ainsl the non-lslami~ minoritil's, 
w h id1 consist mainly of sm;.~ II l!,r<>ups 
of (;red,-;, Arm"·ni.u:s. anJ h:ws. 

Thl' Kurds, who numh~.·r ;.~ht~lll ] 

million. constitute an ctlini"· and 
ling11istic minority, 01llhou!~h not a 
rdigious one. Thl'Y lin· in poor, 
r\.'IIH.>ll' Sl'd ions of I h~.· ~.· ast and sour h· 
t•ast. ~IH'~Is whid1 have not kl·pl p;u:"' 
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with lhl' el:onomi..: and sodal tlcvclop· 

mcnl of most of Turkey. 

HISTORY 

The lh·puhli..: of Turkey was found­
ed hy ~~li!fa Kcmal (later namt~d 

Atalurk) in 19~3 after the collapse of 
the 600-yc~d Otto rna n Empire. 
The Em,.,ire, . which at the peak of its 
influence controlled vast stretches of 
.North Africa, southeastern Europe, 
and western Asia. had failed to keep 
pace with the social and technological 
developments of Europe in the 19th 
century. The rise of nationalism was a 
centrifugal force which impclll'd sev­
eral nations of the Empire to seck 
their independence, lead in~ to its pro­
gressive fragmentation. This process 
reached its culmination in the dis­
astrous Ottoman participation as one 
of Germany's allies in World War I. 
Defeated, shorn of much of its former 
territory, partially occupied by forces 
of the victorious Europ~:an states, the 
Ottoman struct urc was repudiated by 
Turkish nationalists who rallied under 
the leadership of Ataturk. After a 
bitter war against invading Grt:ek 
forces, the nationalists expelled them 
from Anatolia. The sultanate and 
caliphate, the temporal and religious 
ruling institutions of the old Empire, 
were abolished, and Turkey became a 
Republic. 

The new Republic turned its back on 
the imperial ambitions and traditions 
of the Empire and concentrated on 
modernizing and Westernizing the 
ethnically Turk.ish core of the old 
Empire-Anatolia and Thrace. The 
series of social, political, linguistic. and 

. economic reforms and attitudes intro­
duced by Ataturk bdorc his death in 
1938 forms the ideological · basis of 
modern Turkey. R~fcrred to as 
Ataturkism, its me~ming, . ..,continued 
validity, and applicability ar'c the sub­
ject of frequent discus$ion ~md debate 
in Turkey's politi~.·allifc. 

Turkcy did not partkip:Jte in World 
War 11 until shortly before its end, but 
this brief hdlig'"·rcn~.·y fadlit;.th:d its 
stat us as a ~harll•r llll' mbl·r of the 
United Nat ions. The diffi(talt i~.·s fa~.·ed 

hy (;r'-'l'\.'l' in tJlh . .'Jling ~• (\Hnmunist 
rl•hdlion ;.IIIli \.kmands by thl.' Soviet 
llnion, shortly aftn thl' l'IHI of World 
War II. for Tm"-l·y's l'l's.,ion llf ~om~.· or 

ils eastern territory and for ·milit~•ry 

bases in the Turkish Straits, Jed lo the 
ded••ration of the Truman doctrine in 
I '14 7. Large-s~::ale . U.S. military and 
cconomk aid began at thb time. 
Turkey's contribution of a highly 
effective brig;.u.le to the U.N. forces 
during the Korean conflict was tangi­
ble ~vidence of its determination to 
help prevent Cornmunist uggression, 
and recogn ilion of this led to 
Turkey's entry into the North Atlantic 
Treaty Organization (NATO) in 195 2. 

The one-party rule (Republican 
People's Party-~established by 
Ataturk in 19231astcd until the 1950 
elections. when the Democrat J>arty 
carne to power. From ~ 
1960 the Democrat Party ruled, with 
Cclal Bayar as President and Adnan 
Mender£.§....as Prime Minister. Economic 
d1fficultics and intt:rnal political 
tensions culminated in a military coup 
d'etat on May 27, 1960. The Com· 
~ittce of National Union ~) gov· 
erncd while a new Constitution was 
written, a referendum was held to. 
approve it. and elections carried out. A 
return to civilian government came 
with the convening of the Grand 
National Assembly (GNA) on October 
25, 1961. 

In the elections of October 1961, no 
party won a dominant position; how­
ever, the RJ>P was the dominant party 
in the coalition governments from 
1961 to early 1965. In the October 
1965 general elections the ~e 

~ came to power alone and 
remained in power until the elections 
of October 1969, when it was returned 
with a reduced percentage of the 
popular vote but with a sizable 
majority of National Assembly seats . 

Disrupt ions of public order began in 
1968 and progr~.·ssivcly incrcas~d over 
the next 3 years as extremists of the 
left, an abcrration of the elitist trend 
in Turkish politics, took to the streets 
in opposition to the populist govcrn-

.ment. A countermovement of t.•x­
tt\.'mists on till.' right \'ml'l"f.l'd: d<~shcs 

between ldt and right bc~aml.' more 
fn·qu~.·nt. and more th;lll a sl·orc of 
stu~kn t-al-!l'd youths lost llh.'ir livl'S. 

In ~t;.ardt 1971 thl' appan·nt · inahility 
of I bl.' J P gnv'"·rn llll'llt tu briitg a halt :o 
thl' I."Otllinuin~ inl'idl·nts of vioknn· in 
Turk\·y's lar).!\' l'it il'S and l he diss;tl is­
fal·t i~lll of t h\· Tur·"-ish military at t hl' 

TRAVEL NOTES 

Climurc amJ l1othiu.~: -·Ciuthing and shuc 
ncl'lls in Turh·y arc :thnut the s:.mc as 
fur Washington. I>C. llmvcvcr. Ankara 
winters arc more st.·vcrc, with more 
snowfall: ant! At!ana' ha.'l a climate similar 
to Charleston, SC. 

' 
1/cnlth - Public health stilnt!art!s in the 
larger t.·cnters arc generally on :a par with 
those in the US, but <:arc must be taken . 
in rural areas. In general. lap waicr i~ 

potable in Istanbul ant.l Ankara. Tu.rkish 
law rct~uircs that at least one pharn1acy 
be open in a given neighborhood at 311 
times. 

Tei~C'o 11Wlllllications-Telephone and 
telegraph services, domestic and intc,... 
national, arc generally dependable. Dur­
ing peak hours circuits arc often o~cr· 
loaded and delays ensue. 

Transporratiun -More than 20 scheduled 
airlines connect Turkey with all parts of 
the world. Istanbul and Ankara arc the 
primary international airports. Turkish 

' Airlines :md Turkish state railways serve 
many points within Turkey, Europe, and 
the M it.l u lc East. 

Buses and share cabs (dolmus), al­
though somewhat crowded, provide 
satisfactory local transportation. Taxis 
arc readily available. Main roads arc 
fairly good in the lar~c centers; second· . 
ary roads are generally adequate. 

.l 

failure of the J P government to pursue 
reforms with the speed and vigor 
deemed by the military as necessary 
led to a political crisis. The senior 
military officers called for the replace· 
mt•nt of the JP government by one 
which could atlain these objectives. 

A new Prime Minister, Nihat Erhn, 
was designated by th~ President in 
March 1971 to establish a reform, 
nonparty government composed of 
independents and members of the 
GNA from the three largest political 
parties. · 

Nihat Frim resigned as Prime Min· 
istcr in ~fay 197~. but .. ahovc p~arty" 
g.ovcrnm~..·nts ~.:ontinucd. first ur:ulcr I he 
premil·r-.h ip of F~..·rit Meh:n (May 
llJ7~·April Jl)'!J) ;.and th~..·n Naim T•alu 
(April 1'>7J-O~.·tohl·r I97J). 

N;.alional l.'h.-l'lions hdd in Odohl•r 
1')7 .l wnl.' won hy the lh· puhlkan 
1\·u pk 's P;.art y. kd h y !lliiS!_!t _l '-''-' '*..il 
w "o ill·l· a llll' P r~.·m in ( "r"r"'"'aroal'irj;"",n­
l·on-.ist ing ·or thl' RPP ;tnd thl' right ast 
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GOVERNMENT 

Turkey is a p:uliamcntary democra­
cy op~rating und~r a Constitution 
<1 pprovl'd by refl.!rl'IHlum on July 9, 
1961. anJ put into full ope rat ion in 
Octobl·r. 

The Prl·siJrnt is chos~:n by the 
Grand National Assl'mbly from <tmong · 
its ihl·rnht·rs for a single 7-ycar term. 
lie promult~atl.!s the laws cnal·tcd by 

' ""' tiH: td'\A or. w11hin 10 d;ry!\, h'lwr". 
thl' 1:1\\. Wilh lhl' fl\ISOII~ f'ot· hi~ h'tll~"' 
Lt"·s n·"''-''1 hy till' l•~c.·~ilh.'nl 111,1\ "'' 

lt't'll;td l'd hy t h,· (; NA: l'l'l':-..hl,.;., 1.11 
prontulg;alion is thl·n Cl'tlllirt•d · \\ithm 
I 0 days. -

Thl' Pr"·sidcnt dcsil!natcs a l'rim"· 
Minister. usually the' lc~hlcr of t h"• 
politi\:al party or ~.·oalilion of parli"·s 
whidl l'31l C.:Oilllllilnll a m;tj\Hily of 
vot~:s in thl' National Assl'mhly. The 
Prime Minist\'r, as Ill-ad of (;overn­
mcnt, ad ministl'rs the ~ovcrnment's 

l!Cnaal policies. Working with him is 
tht! Council of Ministen (Cabinet) -whose nu.•mb~:rs are selected by the 
Prim~: Minister from th~: (;~A or from 
among private citiz~ns qualified to be 
elected to the GNA: 

t The GNA is a bicameral parliament 
composed of the National Assembly 
and the Senate of the R~p·ublic. 

;'\ational Ass~mbly mcrnh~rs :ire 
din:~.·tly ~.·kctl.'d ro 4-y~ar t~rms. Th~ 
Scnat~ has 150 members popularly 
elected to 6-ycar terms, 19 life 
members from the former CNU. 15 
members designated by the President, 
and former l'rcsidcnts of the Republic. 
The G NA has the usual parliamentary 
powers of ~nacting, amending, and 
repealing laws. Bills are first debated in 
the National Assembly, and a mixed 
committce decides questions on which 
the two houses cannot agree. The 
power of interpellation is vested ex­
clusivdy in the National Assembly. 

The Court of Cassation sits at the 
apex of Turkey's regular judicial 
system and serves as a court of last 
instance in most cases. The Council of 
State has a similar function in the 
administrative court system. The Con­
stitutional Court, added to the judicial 
system by the 1961 Constitution, 
reviews, on appeal, the constitu­
tionality of laws and, wln•n necessary, 
hears cases against the President and 
other senior officbls. 

Each of the 67 Provinces is headed 
by J provincial governor appointed by 
t h~: Cl..'ntr ;!l gov~:rnml·nt. 

Princip<tl Government Officials 

Pr~.·sid~:nt - Faltri Korulurk 
Prim~.· Ministcr--Sukyman Dl·mircl 

Minist('rs 

Foreign Affairs-lhs<tn Sabri 
Caglayangil 
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to Turkey's ccor:wmy whil.:h Ataturk 
originated, but since 1965 it has 

"~e. ional Defense- Fer it Me len 
f;,icrior ·OAuzhan Asillurk 
finance· Yilmaz l:rgcnckon 
Susticc-- lsmail Muftuoglu 
ftesidcnt, Rcpublil:an Senate-Tekin 

Arihurun 
f

c.Jvocatcc.J an even greater role for the 
tate throu~h its ·cspousal of a .. left­

of-center" philosophy. This party 
commands a high degree of support 

'resident, National Asscmbly-Kemal 
Guvcn 

:hicf, Turkish General Staff-Gen. 
Scmih Sancar 

A. mba ssa llor to the U.S.-Mclih 
Escnbcl 

Ambassador to the U.N.-llter 
Turk men 

Turkey maintains an Embassy in the 
U.S. at 1606 . 23d St., NW ., Wash­
ington, D.C. 20008, and Consulates · 
General in Chicago, Los Angcl~s. and 
New York. 

POLITICAL CONDITIONS 

Turkey's body politic is divided into 
a majority, which is conservative and 
frequently traditional in outlook, and 
a . sizable minority, which seeks more 
rapid implementation of the secular, 
Westernizing, statist philosophy pro­
pounded by Ataturk. This funda· 
mental dichotomy underlies the party 
structure within which a populist 
party and an elitist party have been 
most prominent since 1950 and helps 
to explain the recurrent political dif­
ficulties which Turkey has experienced 
since 1950. 

Political Parties 

from among the urban population, 
civil servants, military officers, and· 
others who rl'gard it a~ the rl·pository 
of Ataturk 's traditions. 

Another politic:~l group, originally 
called the National Order Party, was 
organi1.ed by a group of conservatives 
following the 1969 elections. This 
conservative, religious party was ban­
ned in May 1971 following the Consti­
tutional Court ruling th~t it had been 
attempting to make use of religion for 
political purposes. It regrouped in 
1973 under the name of National 
Salvatio~ Party, again led by conserva­
tive Necmettin Erbakan, and was the 
third strongest . p_arty in the 1973 
elections. 

The Republican Reliance Party, led 
by Turban Feyzioglu, was a centrist 
grouping which broke with the RPP in 
1967. In 1969 it won a sufficient 
number of seats to make it a recog­
nized parliamentary group, but then it 
steadily lost support. 

In December 1970 a group of dis­
sident JP deputies, led by former 
Speaker of the National Assembly 
Ferruh Bozbeyli, formed the Demo­
cratic Party. This party is generally 
viewed as a rallying point for the more 
conservative former J P members. 

In July 1971 the Turkish Labor 
Turkey has two major parties, three Party, the only noteworthy Socialist 

others with sufficient strength to form party in the country, was banned by a 
parliamentary groups, and several ruling of the Constitutional Court. It 
minor political parties. had received less than 3 pt!rcent of the 

The ~list Justice Party, founded popular ~ote in ge.neral elections. The · 
in 1961 and curren tl y headed by other manor partJcs generally range 
Prime Minish~r smlcyr!J.j.!l Demirely- from the center to the right of the 
inhcritl'd much of t1c pot'itical support political spectrum, an orientation less 
enjoyc~l by the Democrat Party, whkh important on occasion than the ethnic, 
was overthrown in . the 1960 military scl:tarian, or r~gional identifications of 
coup ami subSl'<}\H.'ntly banned . The JP certain of these groupings. 
pla"'l'S great crnph<~ sis on priv<~te All part ics recognize the importance 
capital part kipat ion in the develop- of econornk development, although 
llll'llt pr"l>~l·ss . It has l~onsitkrablc . sup- they differ on the best means for its 
port from ~among Turb:y's rural achievement. The nation is united on 
majority, ;as wl'll as from business and thl· ncl'd to <~dtieve a settkllll'llt of the 
&HI is:an groups. 

Th"· Rl·pu l_1il'iln £ '-'l)plc's P~. 

hl':hh'd hY'1fii'i\'IH F"Tvit. h~1'\ hasil·ally 
adhl·rcd to ~stil· appn.ladt 

ryprus cJ iSJ}UtC <IC<:l'(lt&ahk to t hc 
Turkish community on the island, as 
wl'll as on t hl' ncl'l"ssit y to usl' wh~at­
l'Wr nH:;asurl·s might b~o.• ·rl·quirl·d to 

s 
forl·st;lll an imposl'd, unal·ccpl;thlc 
solution. Turkey's part idpat ion in 
NATO is supportcd by all part ics, 
except the now-banncd Turkish Labor 

· l,<trly. 
As of January 1976 the politka1 

parl ics held the following nu mbcr of 
scats in the 'Grand National Assembly: 

Senate 

J usticc Party 
Republican l,coplc's Party 
Nation~ll Salvation l,arty 
Republican Reliance l,arty 
Nationalist Action Party 
Democratic Party 
Turkish Unity l,arty 
Independents 
Vacand\!s 
Presidential Appointees 
.. l .ifc Senators" 

TOTAL 

Nationol Assembly 

Justice Party 
Republican People's Party 
National Salvation Party 
Republican Reliance Party 
Nationalist Action Party 
Democratic Party 
Turkish Unity Party 
Independents 
Vacancies 

TOTAL 

ECONOMY 

78 scats 
60 scat~ 

S scats 
4 scats 
I scat 
0 
0 
2 scats 
0 

IS sc-.ts 
19 scats 

184 scats 

159 ~:Its 
189 scats 
48 scats 
10 scats 
3 seats 

24 scats 
I scat 

14 scats 
2 scats 

450 scats 

The economy is largely agricultural 
(mainly 5.9tton. tobacco. and grains)._ 
About two-thirds of the labor for~e is 
engaged in farming and related oc­
cupations. Government-owned or con­
trolled enterprises account for ahout 
half of the aggregate industrial output 
of the public and private sectors. 

The 1960's were the longest period 
of sustained and rapid economic 
growth in Turkcy•s history. The 
1950's witnessed inflation and 3 scric · 
of oa Ia nee-of-payments crises. At t ht: 
end of 1969 inflation and b~IJilCl.'­

of-payments probkrns rcl'rnerg~d. In 
August 1970 the go,·crnnu·nt urllh:r­
took a major c~onomic stab ilit.<ll ion 
and reform pro~ra 111. The Turk ash lira 
unc.J~rWl'nt a 40 pl'rl·cnt d~o.'\'aluatipn. 

to IS per U.S. doll:~r. Curfl'nl·y gain~ 
from tlu: lkvaluat ion han~ hl.·~o.·n USl'd 
to strl·ngthcn offkial rl'Sl'rVl'S. Fxport 
expansion was abo a~~o:c.Hd\."d hi!!h 
priority. 
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Turl\l'Y nmtinu ... ·s to he dl'l~end ... ·rH in 
•.• rt un l'Xtl'l'llal &as.o;istance for eco­
nomil: tJ~,·v~,•lopml'llt "nd to IH•Ip llll'et 
its lkht obli!!at ions. Th ... · OECD has 
pmvid~.·d ahotJI S~...l billion from 1963 
throul!h I '-17 .l in financial as.-.istancc 
and dt•bt n:lief. The IMF anl1 the 
Europ1.•an Monetary Agreement. a 
h:ndin!! <lt!l'llCY composed of a number 
of t:urop~an countri<.~s. also have 
assistel1 Turkey with standby arrange­
m~nts and short-term credits. 

Turkey signed an agreement of 
association with the European Com­
munities in I 963. In mid-1971 Turkey 
cntcrel1 the second, or "transitional," 
stage of its association with the 
European Economic Community· 
(C'ommon Market), which provides 
free entry of Turkish industrial ex­
ports to the Common · Market, im­
proved access for agricultural goods, 
and up to S 19 5 million in credit for 
invl·stment ·in industrial projects. In 
turn. Turkey's tariffs will be progres­
sively reduced or curtailcl1 for the 
r"'mmon Market's products over a 

/Car periol1. 
With~ual per capita income of 

about~t the current exchange 
rate. Turkey is attempting to narrow 
the gap between its economy and the 
thriving Wt:st European economies. 
Economic development' with financial 
stability is a major domestic poliCy. 
Turk<.•y's central economic problem is 
the nccl1 for increased foreign ex­
change earnings to match the growing 
cost of the imports required for 
development. In al1dition, much of the 
industrial sector is still devotel1 to 
asscmhly rather than basic manufac-
turc and is dependent on high-cost 

• 
:an important rl'J!iunal ltll'mber of 
CENTO. whidt has its h~,•;adcJuartns at 
Ank:1ra. Turkey has been an cff~,· ... ·tive 
propom·nt of culkdiv~..· security within 
the U.N. framework. and it partk­
ipe~tcs in a number of U.N. srecialil.cd 
aJ!t:ncies. 

Since World War II Turkey has 
~xrenl1cd ahout JO rercent of its 
~nnual budJ!Ct for defense. It jealously 
guards its frontiers and places special 
emphasis on mod..:rnizing its armed 
forces. The provisions of the Montreux 
Convention of 19 36, implem~ntel1 and 
enforccl1 by Turkey according to the 
convention, regulate · the usc of the 
Turkish Straits. The prominence of 
Turkey's security problems h3s 
resulted in its international alliances 
anl1 has contributed to its eagerness to 
fulfill its NATO military commit­
ments; increasing Soviet naval activity 
in the eastern Mediterranean under­
scores the continuing importance of 
the southeastern flank of NATO. 

During the past few years Turkey 
has taken steps to normalize its daily 
relations with the Soviet Union. In 
August 1971 Turkey and the People's 
Republic of China established 
diplomatic relations. The Republic of 
China then suspended relations with 
Turkey. 

U.S.-TURKEY RELATIONS 

Turkish-American friendship dates 
to the late 18th century and was first 
officially sealed in a treaty of 1830. 
During World War II there was a flow 
0 f some lend-lease materials to 
Turkey, but the present close relation­
ship really began with the agrl!ement 
of July I 2, 194 7, which implemented 

imports. . . . . the Truman doctrine. The United 
furkey IS an the process of stmmlat- Stat ·s ·s 1 · t · t T k · . . . c. 1 rymg o ass1s ur · cy Ill 

mg the expans1on of exports m order 11·10v· g t . 1 t · d . · ·~ 111 owaru grea er ccononuc an 
to earn the fore1gn cx..:hangc necessary · 1111·11·t·•ry s •If ·1· A t f tl ... c -rc 1ance. s par o 1e 
to import the capital irlVl'stmcnt items cooperative efforts toward that end 
anJ raw materials required to sustain a til" Us h 1 t .I t d T k ' . . .. . . as en anu ~ran c ur ·cy 
Ju~h r;1te <.)f growth. It also n:cogmzes at, ut $' l 'll ' · · ·' $4 ·
1 

. 
1 

. 
1
. . o . H 10n m c..:ononuc anu 

t l.tt HI! H:ost. prott.·dive industry h'll ' · .,. · • 1 1011 m m1 1tary ass1stance. 
mu~t undl'f!!O m_..jor aJjuslllll'llt if it is Scv<.•ral thousand U.S. military 

p~..·rsonncl and th~ir dependents are 
stat ioncl1 in Turkt•y. Th~y staff Sl'Vl'ral 
commu nic;•t ions/ek~tro ni ... ·s f at·i l it ics, 
a major <tir bast• at lndrlik n~ar Adana, 
:tnd a numlH·r of smalh:r Lt~ilitil'S 

sctttl·n·d t hrou~hou t the ... ·ou ntry. 
Tw(, NATO lw~ulqt•art ... ·rs lll'ar lt.mir 
also haw sizahk U.S. ~ontinl!ents. 

to hl· conljH.'t it iv~ as Turkl'Y moves 
toward full membership in the EC. 

F""~EIGN RELATIONS 

Ttlll\l'Y is a nH·mhl'r of ·NATO, 
''hidt it join ... ·d in I'>.S~ ;111d whkh is 
still its major flHl'iL~Il lllli;tncc. It is ;also 

Cyprus 

li.S.-Turkish rl'latiuns h\lve hc\·n 
severely tesh.·d sin~l' July 1974. when 
Turk...·y C\'ukl·l1 the 1960 Treaty of 
c;uarantel' for Cyprus and Sl'llt troors 
th ... ·rc to protet·t the Tnrk ish C')'priot 
communit)' following the overthrow 
of the Cyprus Government by main­
lanl1 (;rc~k officers in the C>·rriot 
Nation;JI Guard. The ensuing d\'il war 
on Cyprus led to Turkish ot.·cupation 
of the northern part of the island. and 
efforts in 1974 and 1975 to find a 
peaceful solution through negotiation 
have proved unavailing. 

An obstacle to progress on Cyprus 
was Turkey's stated reluctance to 
negotiate on the issue while a U.S. 
arms embargo against her remained in 

(

effect. This embargo had· been 
impos~d on Turkey by the U.S. Con­
gress on February S, '1975, for 
Turkey's unauthorized use of U.S.· 
furnished military equipment during 
the July-August 1974 Cyprus opera­
tion. Legislation partially lifting the 
embargo was passed by Congress in 
October 197 5, but during the period it 
was in effect the U.S. gave Turkey no 
military aid, sold no arms, and did not 
even permit the delivery of equipment 
already paid for. 

Military Relations 

Turk ish resentment toward what was 
viewed as an unjust act resulted, on 
July 25. 197 5, in Turkey's taking over 
U.S. bases and declaring invalid the 
1969 Defense Cooperation Agreement 
(DCA), the basis of U.S. military 
presence in Turkey. As of July 26, 
primary . op~rations at U.S. bases · 
ceased . Negotiations between the 
United States and Turkey for. a new 
DCA began in October 197 S, after the 
rart ial lifting. of the embargo, and are 
still ..:ontinuing. As of this writing, no 
U.S. military or intelligence operations 
in Turkt·y have been resumed. 

Opium 

Turkt.·y is one of seven countdt's 
pcrmittL·J to cxrort opium, in acconl­
an..:c with int\:rnat ronal agreements, ·to 
meet the: worll1's lq!it im;lh.· medical 
r~quircmt•nts for opium-hasl'd drugs 
sud1 as morphin~ anl1 nhlcinl'. ( lntlia 
is the world's t.H!!est legal cxpmh:r; 
Turl\l'Y ranks s ... ·cond with ahout ~0 



•: . 

~· 

pcrn:nl of the.· markd.) Opium-poppy 
~·ull i\':tl ion ha..; I.'X i,ll·d in · Jud;, ~,· y for 
wntmi"·'· allll it is an imtHHianl part 
of the Jiwliilood for t hou,ands of 
Tmkbh vili;a~~·rs in th1.· WI.'SIL'rJl 

Anatolian l'hatcau . In addition to the 
~a'h rt•turn for the opium !!lllll, the 
hyprmht~.:ts of poppy products arc 
important to the farmer as 1 he seeds · 
an: us1.·d for oil and flavorin!! and the 
stalks u~cd for fud anc..l foddc.·r. 

In the past a significa nl port ion of 
the opium has hc1.·n diverted &Jt the 
farm from kg~al produ~.·tion and smug­
l!kd out of Turkey to France ~nd 
other countri1.·s v.·hc.·rc it w<ac; proc.·csscd 
into IH:roin. lh1.· impa~o: t of drug ahusc. 
part icul.arly of l11.•roin. in the.• U niH.·d 
States has led to U.S . dfnrt s to ohtain 
the coopt•ration of othl'r c.·utH'Itril'S in 
suppressing traffil:king in narcotic: sub­
stunccs. In 1971 Prime \linistcr Erim 
announced that opium-poppy naltiva­
tion in Turkey would h1.· h~a nah·d cffl..'c:· 
tivc after the I <)71 hi.JfVL' ~ I. ( r\cc:ording 
to Turkish Jaw, farmers must be given 
1 year's notice bdorc prohibition can 
take plal..'e.) 

In 1973, for the first ti1111.' in many 
)'cars, thl..'rc Wl'I'C no opium poppies 
culti\'atcd in Turkey . CoJKurrcntly, 
there were significant inc.·rcas~..·s in the 
price of illicit opium and morphine 
base to European tra ffil.'k1.·rs . Both the 
quantity and thc quality of hl'roin 
reachin~ the eastern UnitcJ States 

fa o 111 I · IIIH Jll.' d ro PIH'd \harp ly . 
On July I. JlJ7.1. ll11..' 'huk ish < ;ov· 

\'l'llllll'lll n ·, c iiHkd t hl· h;a n on opi11111· 
poppy ~..· ultiv ~slion . This 1.·ontinlll'S to 
h~.,· ;a mal kr of s1.•rious conn·rn to l hl' 
llnit~..·J Stat~s hc~.:;uasc of the possibili· 
ly of potential diwrsion into illcl!al 

"·han nels. 

Several posit ivc dl'V('Iopments have 
Ol..'currt:d sin~.:e the rl'<;cission. The Cov­
ernmcnt of Turkey ha nncc.J the lancing 
of poppy pods and authorizl·d harvest­
in~ only throu~h tlu.: <.:olle~.:tion of the 
l'ntlrc pod, ~• proc1.•ss known as the 
straw process and one whi<.:h is far Jess 
l.'ond ul.:ive to illicit traffick inl!. under 
.this pron·dun· no opium is produced; 
rathn. morphine is extracted directly 
from the pod in a lar~e and elaborate 
~hemical' plant. 

The Turkish (;ovcrnmcnt has re· 
qu~.·stl'd international assistam:e in the 
(kvcloprnl'nt of its control pro~ram. 
Thl' U.N. Division of Nan:oti<.: Drugs 
has sent t~ams of experts to consult 
with the Turks on organizing their 
production and control adivities. 

Turkey has instituted extensive con­
trols recommended by the U.N. and 
the U.S. It has assigned 7 5 teams to 
inspect the poppy fields. U.N. and 
U.S . experts have made frequent visits 
to t hi! poppy area and arc pleased with 
the control measures in force. No 
evidence of poppy pod incision has 
been found. 

7 

Principal U.S. Officials 

Ambassador- Ronald I. Stiers 

Deputy Chief of ~ssion 
Robert Dillon 
~ 

The U.S. Embassy is located 
at 110 Ataturk Blvd., Ankara . 
The Consulate General in 
Istanbul is at 147 Mesrutiyet 
Caddesi. ; 

DH':\R I ~lt:'T OF STATF PUI.H . ICATIO~ 7SSO. R~o·vi-.~..·d January Jl>76 
OHic.· ~..· of \kllia S"·rvin·s. Bur\·~tu of Puhli1.· At'f.airs 

) ·or !'oak h)· tlh· Sup••tinh'thl\'111 .. r P~>ntllh' llh. li.S. <:nn•rnu~&·n: l'rintin.,: tHfin• . \\';a,hinrtun,ll .(' . ~11·1U:! 

l'rin: .lU n·111' ( ''" ~·k n • I'~ ). Sui"' lljlllun 1'1 i\'\' : ~ 2 .\. IU I'\' I' \ "',1r ; ~ 5. Ml ad.lltlnll ;ll lur lur \' I.: II m :uhn1:. 
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LIST OF .CABINET MINISTERS, 
. ·sENIOR .OFFICIALS .AND 
.INDUSTRIALISTS TO BE MET 



LIST OF ' CABINET MINISTERS AND SENIOR OFFICIALS 

(* are Ministers likely to be met by Mr. McNamara) 

CABINET MINISTERS 

·Bulent Ecevit * 
Orhan Eyupoglu 

Turban Feyzioglu 

Faruk Sukan 

Hikmet <(etin * 
Enver Akova 

Liitfi · Dogan 

Salih Yildiz 

Ali Riza Septioglu 

Mustafa Kilic • 

Ahmet Sener . 
Mehmet Can 

Hasan Esat Isik . 
irfan Ozaydinli 

Giindiiz Okcsiin 

Ziya Muezzinoglu * 
., 

Necdet Ugur 

Serafettin Elci * . 
Teoman Kopruler 

Mete Tan 

Tuncay Ma.taraci 

Mehmet Yuceler * 
Bahir Ersoy 

Prime Minister 

Deputy Prime Minister 

" " " 
II II " 

Minister of State 

II II II 

II " " 
II II " 
II " " 

" " " 

" " II 

Minister of Justice 

Minister of Defense 

Min.ister of Justice 

Minister of Foreign Affairs 

Minister of Finance 

Minister of Education 

Minister of Public Works 

Minister of Trade 

Minister of Health 

Minister of Customs and 
Monopolies 

Minister of Communications 

Minister of Agriculture 

Minister of Labor 

ANNEX D 

RPP 

RPP 

RRP 

DP 

RPP 

Indep 

RRP 

Indep 

Indep 

RPP 

RPP 

RPP 

RPP 

RPP 

RPP 

RPP 

Indep 

RPP 

Indep 

Indep 

Indep 

RPP 

RPP 
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Kenan Buluto(lu * Minister of SEE Operations RPr 
(Isletmeler Bakanligi) 

Orban Alp * Minister of Industry Indep 

Deniz Baykal * Minister of Energy RPP 

Alev Coskun Minister of Tourism RPP 
' 

Ahmet .Karaaslan * Minister of Reconstruction Indep 
and Resettlement 

Ali Topuz Minister of Village Affairs RPP 

Vecdi Ilhan Minister of Forests RPP 

Yuksel Gakmur ·Minister of Youth and Sports RPP 

Hilmi I~guzar Minister of Social Security Indep 

Ahmet Taner Ki~lali Minister of Culture RPP 

.. 
Minister of Local Administration RPP Mahmut Ozdemir 
(Yerel Yonetmeler Bakanligi) 

KEY OFFICIALS LIKELY TO BE MET 

Mr. Necat Erder 
Mr. Vural Gucsavas 

Mrs. Aysel Oyrnen 
Mr. Bilsay Kuruc 
Mr. Tayyar Sadiklar 
Mr. Suha Somer 
Mr. Kenan Tuzun 
(Vacant) 
Hr. Selami Uner 
Mr. Timucin Turner 
Mr. Sukru Akgungor 
Dr. Kemal Varol 
Mr. Behcet Yucel 
Mr. Celalettin Dursun 

Adviser to Prime Minister 
Acting Secretary General of the Treasury; 
Alternate Governor of the Bank 
Director General of the Treasury 
Undersecretary, State Planning Organization 
Governor, Central Bank, and Governor of the Fund. 
Undersecretary, Energy Ministry. 
Acting Undersecretary, Industry. 
Undersecretary, Agriculture Mfnistry 
Undersecretary, Reconstruction Ministry 
Director General, DSI 
Director General, DYB 
Director General, Sumerbarik 
Director General, TEK 
Director General, ~KI 

BREAKDOWN OF PARTY STRENGTHS IN CABINET AND PARLIAMENT 

Republican Party (RPP) 
Republican Reliance Party (RRP) 
Democratic Party (DP 
Independents 
Justice Party (JP) 
National Salvation Party (NSP) 
National Movement Party (NMP) 

TOTAL: 

In Cabinet 

22 
2 
1 

10 

In Parliament 

213 
3 
1 

15 
178 

24 
16 

450 



Mr. 

Mr. 

Mr. 

Mr. 

Mr. 

Mr. 

Mr. 

Mr. 

Mr. 

Mr. 

Mr. 

Mr. 

LIST OF PRIVATE SECTOR BUSINESS LEADERS 
LIKELY TO BE MET IN ISTANBUL ON AFTERNOON 

OF THURSDAY, APRIL 13 

(Meeting to be arranged by TSKB at Istanbul Hilton) 

Sakip Sabanci 

Vebhi Koc 

Feyyaz Berker 

Cahit Kocaomer 

Ozhan Eroguz 

Nurullah Gezgin 

Ertugrul Soysal 

Sezai Diblan 

Nejat Eczacibasi 

Erdogan Ak.dag 

Ali Sirri Kuskay 

Samil Ekinci 

President, Union of Chamber of Industry 

Chairman, Koc Holding Co. 

President, Turkish Industrialists and 
Businessmens' Association. 

General Manager, Turkiye Is Bankasi 

General Manager, Turkiye Sanai Kalkinma 
Bankasi (TSKB) 

Chairman, Istanbul Chamber of Commerce 

Chairman, Economic Development Institute 
(Private) 

President, Union of Chambers of 
Commerce and Industry 

President, Eczacibasi Holding 

Chairman, Yibitas Cement 

Chairman, Erzurum Chamber of Commerce. 

Chairman, North Holding 



BIOGRAPHICAL SKETCHES OF 
KEY -MINISTERS LIKELY TO BE MET 



ANNEX E 

BIO - DATA 

of 

Mr. Bulent Ecevit, Prime Minister 

Mr. Ecevit was born in Istanbul in 1925 and graduated from Robert 
College in 1944 with a BA in literatu~e. He subsequently studied literature and 
art history at the University of Ankara and London University, and did research 
on Middle Eastern history at Harvard in 1957, under a Rockefeller Foundation 
Scholarship. Mr. Ecevit's early career encompassed writing poetry and journalism 
and in the mid-fifties he worked as editor of the daily Ulus, the official 
organ of the Republican Peoples Party (RPP). First Elected to Parliament in 
1957 as a deputy from Ankara, Mr. Ecevit subsequently served as a member of the 
Constituent Assembly in 1961 and was reelected to Parliament in 1961 as a 
deputy from Zonguldak. Mr. Ecevit served as Minister of ·tabor in several 
Inonu Governments in the early 1960's, and was instrumental in improving labor 
relations following the passage of legislation legalizing the right to strike. 
Under the blessing and tutelage of Ismet Inonu, Mr. Ecevit rose to a position 
)f leadship in the RPP, becoming its Secretary General in 1966. He subsequently 
played a major role in the RPP's shift to the left-of-center in an effort to 
modernize the party and give it a new social-democratic image. Mr. Ecevit later 
broke with Mr. !non~, replacing him as party chairman in 1972. 

A_};~j_~venate~ RR?_ _8_!1_!_!!~4. · ~~t_:e_!l_g~~--!!l_~~-e __ 197~ _ el_~~~i~_~s ' --~-i:t)~it1~ _a _ 
plurality of votes, but unable to come to power on its own, thus forcing 
Mr. Ecevit to form · a coalition with Mr. Erbakan's Nationql Salvation Party. 
The Coalition lasted only seven months with Mr. Ecevit resigning as Prime 
Minister in early fall 1974, shortly after the Cyprus military operation. The 
RPP won 213 out of 450 seats in the June 1977 election, falling just short of 
a majority. At that time, Mr. Ecevit undertook to form a minority government, 
but failed to win a vote of confidence. Mr. Ecevit is married and speaks English • 

.. , 



BIO - DATA 

of 

Mr. Hikmet Cetin 

Minister of State for Economic Coordination 

(Republican Peoples Party) 

Mr. Cetin was born in Diyarbakirin 1937, graduated from the 
Faculty of Political Science in Ankara in 1960, and subsequently 
joined the State Planning Organization (SPO). After earning a M.A. 
in economics from Stanford University, Mr. Cetin became head of the 
Economic Planning Department of SPO, a post which he held for six years. 
He was elected as an Republican Peoples Party deputyfrom Istanbul in 
1977. Mr. Cetin is married and speaks English. 



BIO - DATA 

of 

Mr. Ziya Muezzinoglu 

Minister of Finance (Republican Peoples Party) 

Born in Kayser! in 1919, Mr. Muezzinoglu graduated from the 
Faculty of Political Science in Ankara, subsequently holding a number of 
posts in the Finance Ministry. He was a member of the Constituent Assembly 
formed in 1961 to prepare a new constitution. After 1972,he held the post 
of Finance Minister in the above-party-Government headed by Mr. Erim and 
subsequently served as a special advisor in the Foreign Affairs Ministry, 
holding posts as Ambassador to Bonn and for a period of time as ambassdor 
to the Common Market. Mr. Muezzinoglu was elected to Parliament as an 
Republican Peoples Party Senator from Kayser! in 1975. He is married with 
two children and speaks German, French, and English. 

i 
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BIO-DATA 

of 

Mr. Serafettin-·Elci 

Minister of Public Works (Independent) 

Mr. Elci was born in Cizre in 1938 and graduated from the Faculty 
' of Law in Ankara in 1964. After serving in several Government posts, he 
was employed as a lawyer in Cizre. Mr. Elci was elected to Parliament 
as a Justice Party Deputy from Mardin in 1977 and resigned in December 
1977 prior to joining the Ecevit Government. He is married with seven 
children. 

· .. · 



BIO - DATA 

of 

Mr. Gunes Ongut 

Minister of Communications 

(Independent) 

Mr. Ongut was born in Dinar in 1933, graduated from 
Faculty of Law in Ankara, and subsequently practised law while 
also becoming one of the founders of the Sugar Beet Cooperative 
Organization. He became head of the Democratic Party Youth 
Organization in 1957, later joined the Justice Party, and was 
elected deputy from Afyon in 1977. He resigned from the Justice 
Party in December 1977. Mr. Ongut is married with three children. 



BIO DATA 

of 

Mr. Mehmet Yuceler 

Minister of Agriculture 

(Republican Peoples Party) 

Mr. Yuceler was born in Develi in 1923 and graduated from the 
Faculty of Agriculture. He was first elected to Parliament in 1956. 
Mr. Yuceler previously held the post of Minister of Customs and 
Monopolies and also served as Chairman of the Chamber of Agricu~ture 
Engineers. He is married with three children and speaks only Turkish. 



BIO - DATA 

of 

Mr. Kenan Bulutoglu 
I 

Minister Jf State Economic Enterprises 

(Republican Peoples Party) 

Mr. Bulutoglu was born in Samsun in 1931, graduated from the 
Istanbul Faculty of Law and subsequently became a professor of economics 
at Istanbul University. He later held posts at the State Planning 
Organization and was employed as an economist in the Development Economics 
Department of the Bank from 1972 to 1974. Mr. Bulutoglu subsequently 
taught at the Bosphorus University, served as advisor on urban development 
problems to the Mayor of Istanbul, and was first elected to Parliament in 
1977. 



·- -

BIO - DATA 

of 

Mr. Orban Alp 

Minister of Industry and Technology 

(Independent) 

Mr. Alp was born in !sparta in 1919, graduated from the Berlin 
Technical University as a mechanical engineer, and subsequently taught 
at the Middle East Technical University. He was elected to Parliament 
as a Justice Party deputy from Ankara in 1965, and held that position until 
his resignation from the party in 1977, as a prelude to joining the Ecevit 
Government. Mr. Alp served as Minister of Public Works under the Urguplu 
Government in 1965 and following Demirel Government. Mr. Alp was one of the 
founders of the Chamber of Mechanical Engineers and served as Chairman of 
the Foreign Relation Committee in Parliament. He is married with two 
children and speaks English, French and German. 

\ 
,., .• 



BIO DATA 

Mr. Deniz Baykal 

Minister of Energy and Natural Resources 

(Republican Peoples Party) 

Mr. Baykal was born in Antalya in 1938 and graduated from the 
Faculty of Law in 1959. He subsequently joined the teaching staff of 
the Faculty of Political Science as an Assistant Professor of Constitutional 
Law. Mr. Baykal undertook graduate studies in the United States and 
subsequently received a PhD degree from the Faculty of Law. He was 
first elected to Parliament as a Republican Peoples Party deputy from 
Antalya in 1973, and re~lected in 1977. Mr. Baykal served as Minister 
of Finance in the first Ecevit government in 1974 and subsequently played 
a leading role in p.romoting a more left leaning approach within the 
Republican Party in opposition to Mr. Ecevit's policies. Mr. Baykal is 
married with two children and speaks English. 



BIO - DATA 

of 

Mr. Ahmet Karaaslan 

Minister of Reconstruction and Settlement 

(Independent) 

Mr. Karaaslan was born in 1935 in Malatya and graduated from 
the Faculty of Political Science. After holding the post of district 
officer in several counties, he was elected to Parliament as a Justice 
Party deputy from Malatya in 1973 and 1977. He resigned from the Justice 
~arty in _p~c_ember . 1977. Mr. Karaaslan is married, with two children, and 
speaks French and Turkish. 



BIO - DATA 

of 

Mr. Vural Gucsavas 

Acting Secretary General of the Treasury 

and Alternate Governor of the Bank 

Mr. Gucsavas was born in Bursa in 1930. He graduated from the School 
of Economics and Public Finance of Ankara University in 1953 and received a 
diploma from the School of Law of Ankara University in 1957. He subsequently 
underwent training at the Tennessee Valley Authority and received an M.A. 
in economics from the University of Chicago in 1963. After serving as an 
Inspector of Finance in the Finance Ministry, Mr. Gucsavas held positions in 
the State Planning Office, as a member of the Turkish delegation to OECD, and 
as an advisor in the General Directorate of the Treasury. From 1972 to 1974 
he served as Alternate Director of the Bank for Austria, Belgium, Luxembourg 
and Turkey. Upon his return to Turkey, Mr. Gucsavas was attached again to the 
General Directorate of the Treasury. He is married with two children and 
speaks English. 



BIO - DATA 

of 

Mr. Bilsay Kuruc 

Undersecretary, State Planning Organization 

Mr. Kuruc graduated from the Faculty of Economics of 
Istanbul University in 1960. He subsequently pursued a career 
in academia and held the post of Assistant Professor at the 
Faculty of Political Science in Ankara before his appointment to 
SPO. 



BIO - DATA 

of 

Dr. Tayyar Sadiklar 

Head of Central Bank 

Alternate Governor (Fund) 

Mr. Sadiklar was born .in 1932. He graduated from the Faculty of 
Bolitical Science of Ankara University with a degree in economics, and sub­
sequently received an M.A. in economics from the University of Wisconsin and 
a PhD from Ankara Gniversity. Mr. Sadiklar taught economics at Hacettepe 
University and holds an Associate Professorship at Ankara University. He 
served as Inspector of Finance in the Finance Ministry and subsequently as 
Director General of the Treasury. After a brief stay in Washington in 
Spring 1976 as Chief Financial and Economic Counselor of the Turkish Embassy, 
he returned to Turkey in June 1976 as head of the Central Bank. Mr. Sadiklar 
is married with two children. He speaks English and a little French. 
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ANNEX F 

TOPICS FOR DISCUSSION 

General 

1. The very timing of Mr. McNamara's visit evidences the 
Bank's willingness to help Turkey when Government policies hold the 
promise of curing the major problems Hhich had led to the crisis of 
1977 and the ensuing suspension of Bank lending. The Turkish 
R ic ha alwa s erferences, and 

and sectoral policies has frequently 
been vi rvention in domestic affairs. 
With the added complications of a long stream of Governments inimical 
t eforrn and of an inefficie~ureaucracy, the ' m ts 
~correct structural defects~mprove project implementation and 
bring the Government to take requir 1 sures to ward off the payments 
crisis wh~ch culminated in 1977, have often met w t res1s ance. The 
Bank's rationale has rarely been understood; *its motives have fre­

been suspected. 

2. The set¥ing has substantially changed with the Ecev;t 
Government. This is the first Cabinet since 1971 which has a reformist, 
social-democratic r . ram, and the cones1on wfi1ah prev1ous governments ­
lacked; it also commands a majority in the National Assembly which is 
not based on a coalition, although de2endent the support of scme 
ten independent deputies, most of them wedded to the Government by the 
cabinet posts they now hold. Since January, the Ecevit Government has 
come across as a serious, and competent team. The economic measures 
already taken, evidence both its political courage and its willingness 
to resort to surgery, where preceding governments used palliatives. 
These measures also demonstrate that the Government does not see a 
solution to the crisis without the IMF (wi w 1c~ 1 as y con-
e uded in two weeks an agreemen , ereas prior to that the previous 
governments had nine months of protracted discussions). the Bank, and 
the · rnational financial community. It will be as mucfi, f not 
more, wt:ionalistic than its predecessors, and this must be taken into 
account. But it will also be ready to listen on substantive matters, 
initiate decisions rather than be forced to take them, and be much 
more earnest in adhering to the agreements it had signed than its 
~~~so-~~--------------------~ predecessors. 
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Objectives 

3. Against this background, Mr. McNamara's visit should focus on 
four objectives: 

(a) 

(b) 

(c) 

Topics 

., 
It should help clarif¥., the new Government's intentiot;_§ 
regarding: the immediate economic measures - especially 
debt management - which in addition to t~ Standby 
Arrangements \·:ith the IMF, are reguired to restor_!: 
Turkey's creditworthiness; and medium-term economic 
tnd social olicie · structural reforms. 

It should dispel any doubts the Government may have 
on what the Bank has ~d to achieve in Turkey when 
building up its portfolio to $. ion in recent years, 
and on the prospects for its assistance in the fu~e. 

It should clearly establis link between macroeconomic/ 
sectoral policie d efficiency in project 1mp ementation 
on the one hand, and the level of Ban on f e 
other. This link can only e p eserve 1 the economic 
dialogue and the cooperation on projects are intensified, 
and carried out, on the Turkish side, under the aegis of 

~a much more mverful and efficient central coordinating 
~~~~~~~-~~~~~~~~~~o~f~f~i~c~e in charge o 

It should broadly define a jointr.i\!,ogram of actior;_ which 
would help get the framework to :~ercome problems in the ·Jhf.~ 
Bank's elations with Turkey, 1~cluding d~faults on past t ? 

e ions of future economic and 
work, ':) dentify the sectors· of concentration or 

~----~--~len 1ng; an irm up the pipeline of projects. 

4. Discussions with the Government could be organized around the 
following five Topics, for which briefs are attached: 

F(i) 

F(ii) 

Economic Management and Policy Issues 

Improved Project Performance and Turkish Hachinery 
for Effect1ve Coordination of Project Preparation and 
Implementation; 

F(iii) Sector Policy Differences Affecting Ongoing and 
Future Projects; 

F(iv) Turkey-Bank Relationship and Possible Future Areas 
of nt; and 

· F(v) 
ector Matters. 
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5. By their very nature, these Topics are interrelated. Therefore, 
there is an inevitable overlap to stress the interlinkages between them. 
The detailed background material for each Topic, is provided in Annex G, 
"Reference Materials". 

6. Mr. McNamara will wish to discuss all Topics in some depth with 
Finance Minister ~fuezzinoglu, Minister of State for Economic Coordination 
Cetin and State Economic Enterprises Minister Butuloglu, and only the 
relevant sector differences, (discussed under F(iii)),d,Iring his meetings 
with the Ministers of Energy, Agriculture, Industry, Reconstruction (for 
urban issues), Transport and Con~unication (for transport sector issues­
meeting still to be scheduled by the Government) and Public Works (also for 
transport sector issues). It is nevertheless important, that Prime Minister 
E erall aware of the Bank's views on all To i , as a basis 
for both a strengthened relationship with Turkey and a larger and a more 
diversified program of Bank activities. It may however take sometime for 

7. It should be noted that, having to grapple immediately with the 
problems of getting the FY78 budget approved, forge a short-term economic 
stabilization program as a basis for a Standby Agreement '\vith the Il1F, and 
take critical economic measures necessary to implement it, this 2-month 
old government really has had little time to focus on medium-term economic 
policy measures. ~ 1 e 1scuss1ons on the future may lead to generalities, 
t s may however provide an o to sow about possible solution~ 
to the key matters of concern so that they can be taken into 
account by the Government. 

8. Most of the Hinisters '\vith whom Mr. McNamara v.rill meet are rather 
sensitive to suggestions being made regarding policies, and apt to give an 
impression that the Bank's concerns should be limited to those necessary 
to achieve the srtcces~ of the projects it finances,. and not extended to sector 
institutions or policies, much less to macro-economi'c issues. However, this 
is to be expected in a new government which has not held power on its O\vn 

1n the last 15 years, and '\vhose many ministers are new to the Bank. An initial 
educative process should therefore be clearly anticipated. Besides, sensitivity 
on the part of the Bank to this perspective of the ne'\v government, might pay 
better dividends in the longer-run. 

9. Overall, there appears to be lesser scope for policy disagreements on 
sector planning, financing and management with this government, than the 
previous ones. Indeed, in some cases, there is likely to be a similarity of 
views as eyidepced by the Aide-Memoire prepared by the Finance Minister in 
connection with his meeting with }fr. McNamara on March 23 in Washington 
(Annex G(x)). It may however take some time for these new policy viewpoints 
to percolate from ministerial to administrative levels. To the extent that 
during Mr. McNamara's visit, these sector and macro issues are suitably aired, 
prefe~ably as questions, it would help strengthen understanding and relation­
ships with the Bank. 
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WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDl)M 
Mr. Robert S. McNamara, President 

Attila Karaosmanoglu ;tf(, 
DATE: March 30, 1978 

SUBJECT: Some Notes For Your Visit to Turkey 

As requested, the following is a note highlighting 
certain points you may find useful in discussions during 
your visit to Turkey. 

A. Recent Developments 

The present government has been in office for about 
three months. Nobody could blame them for lack of decisions 
or actions, but it is as yet somewhat early to evaluate 
the success of actions taken so far. They have been con­
centrating their efforts in three problem areas: interna­
tional relations, law and order, and economy. The progress 
in these areas may be summarized as follows: 

1. International Relations. The Government has been most 
energet1c 1n the f1eld of 1nternational relations. Most 
not1ceably, the Ecevit-Karamanlis meeting has refaxed some 
of the tensions between Greece and Turkey,after a long 
period of non-communication. Even though results may take 
time to emerge, a dialog appears to have been started. 

As a result of the good personal relations between 
Mr. Ecevit and the Social Democratic leaders in Europe, 
Turkey's relations with most European countries, especially 
with Germany and the Scandinavian countries, are very good 
and continue to improve. 

There is genuine concern and increasing impatience over 
the u.s. Government's lack of action on the defense agree­
ment. Failure to reach early progress in this matter will 
force the Turkish Government to look for other sources of 
defense equipment. Changes in the weapon systems used are 
a very costly proposition and would pose a major additional 
burden over the already heavily burdened balance of payments. 

I do not know the reasons, but relations with Iraq seem 
strained. (This may have some ·m l1c tions for Bank ro"ects 
o • uphrates, which raise the question o r1parian r1g s. 
The Turk1s ernment may be inclined to think of the water 
rights issue as an element in a broader context rather than 
as one capable of separate resolution) • 
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Turkey's relations with its other neighbors seem un­
changed. There have been some overtures from the Iranians 
to improve relations which have been cool for some time. 



Mr. Robert S. McNamara - 3 - March 30, 1978 

realistic interest , support prices and export rebate 
s ems 1ntroduce should have pos1tive effects on resource 

allocation and efficiency. Some of the Government's initia­
tives have significant structural implications. Among these 
are the preparations for the fourth five-year plan, expected 
to be complete by September-October 1978, and the tax refor~ 
bill which has been sent to Parliament. 

The tax reform bill designed to achieve a modest 
increase 1n Though I do not know its intimate 
details, its main thrust is to s 'ft the tax den awa f m 
low income rou s, whose tax burdens 1ncreased as a result of 
1n ation, to higher income groups and groups who_have nevex 
been effectively taxed (large agricultural land owners). 

A very welcome initiative is the draft law on municipal 
revenues, which, if passed without much damage, will rei1eve 

the fiscal burden of municipalities 
ter rises to collect their 

debts o m 1cipal1ties to the 
instance, are a chronic problem)_. 

B. Some Topics of Mutual Interest 

At this point the problems which concern the Prime Minister 
most, in addition to the economic stabilization measures and 
their effects, are the following: 

Employment Pressure. In the Government today many people ~ 
are ready to admit that past development efforts haye not been ~ 
successful with regard to employme~. However, they are also 
quick to suggest=t hat this is not for lack of trying. 

1/)..Ynemplgment has recently become very acute, as ~ resyU / ·. 
o~OECD Jlmi+ations on migratiou and, with1n 1~rkey, an 

'..f 'ncreasinq decline in capacity utiJ.ization an~ow level of new 
investmgpts. The Government feelfi that a rapid~ransition from 
stabilization to qrowth is essential in order to avoid a 
socially explosive situation. 

I have given to Ministers Bulutoglu and Cetin notes on the 
Maharashtra employment scheme, and have also discussed the 
employment problem with the Prime Minister and the Minister of 
Finance during my last trip to Ankara. They were all obviously 
concerned but had no specific ideas other than reaching a high 
economic growth rate as soon as possible. 

R.ural Dev·eTopment. One of the Prime Minister's pet ideas 
is to develop an ... effective rural development effort around poles 
of attraction (Koy-Kent) which may be roughly translated as 
"village-towns". He expects development around such centers 
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to help relieve the population pressure on urban areas and 
to make the delivery of public services much more efficient. 

Because of the composition of the Government (some 
independents in the cabinet are large land owners from the 
southeast and the east) , land reform is not very frontally 
tackled, although the Republican People Party's program has 
a definite commitment to land reform. 

Foreign Investment ·- Trian·gu'lar· Arran·g·em:en·ts. The 
Prime Minister is very open-minded regarding economic coop-

, eration with the rest of the world. He is actively trying 
p~~~. • to promote the idea of b:inging together ~estern technolog~ 

, OE.EC surplY-.es, and Turk1.sh labor and natur sourc He 
" 1A£ , feels that Turkey's geopo 1.t1.ca pos1.tion is an immense asset 

~~~~ in this respect. He told me when I last saw him that he had 
~· discussed this with political leaders in Germany and the 

Scandinavian countries. When I reminded him that he had 
been talking about it since 1974, and that I had not yet 
seen any operational moves on it, he told me that he was 
now expecting Mr. Cetin, and, when appointed, Mr. Erder, 
(former IBRD staff member) to act on this. 

International Economic Relat~ons. The Prime Minister 
feels frustrated that his activ1.sm 1.n international diplomacy 
is not matched by initiatives and follow-up on the economic 
front. To cure this he has asked Minister Cetin to coordinate 
activities in this field (three ministries nave primary res­
ponsibility here: foreign affairs; finance; and commerce), 
and has appointed Necat Erder as a personal advisor on inter­
national economic relations. I think he wants to use 
Mr. Erder both as a conceptualizer and an expedite~ At this 
point there are ser1.ous jurisdictional problems, both between 
ministries and the people involved, but there are strong 
grounds to be optimistic as the Prime Minister is increasingly 
getting involved and building up pressure on the ministries 
and people concerned. 
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He may want to find out your views about the most 
effective ways of mobilizing external resources for both 
immediate- and longer-term needs. 

AKaraosmanoglu:mb/am 
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Statement made by His Excellency Mr. Ziya Mliezzinoglu 
during Meeting with Mr. McNamara 

.on .March . 23, 1978 . 

ANNEX G (x) 

..... 

1. May I first express the appreciation of my Govern-

ment and myself for your impending visit to Turkey. We con-

sider this visit, as I know you do, as an important occasion 

to discuss, at the highest level, crucial issues affecting the 

Turkish development efforts, and also how best the World Bank 

can help Turkey in its endeavors. 

We have devised and started to implement what we 

think a coherent stabilization policy. Despite that, the 

problems you identified then remain largely on the agenda for 

the future. We want to discuss with you and seek ·together the 

ways and means of resolving all of these issues at greater 

length during your visit to Turkey. 

At this present meeting, first, I would like to 

summarize to you what we have done so far. Secondly, I would 

like to share with you my thoughts on a number of areas of 

concern to you and me. 
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2. The Turkish Economy we have inherited three months 

ago was in a mess. There are major difficulties we have to 

overcome during this year and the next. We realized this be-

fore we took office. In fact, one of the major surprises was 

to find the economic situation as bad as we claimed-it wap when 
·" 

we were in opposition. We had to act very quickly, and this 

we did. 

3. Before listing them to you briefly, may I stress 

that some of the measures we have taken are long term in 

character. Here is what we have already done: 

ONE: We have accepted the principle of a no 
--...." 

deficit budget for FY78. To this end, the 

government has put the so-called Special 

Funds under the full control of the Ministry 

of Finance. I intend to exercise that 

control fully. 

TWO: We have proposed to the Parliament a bill 

which requests the granting of wide-ranging 

powers in all areas pertaining to the 

efficient use of all resourceso 
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THREE: We have completed a comprehensive Tax 

Reform package, which will represent the 

the most important single tax effort that 

Turkey will have made in the 1970s. The 

objective is one of fis~al.equity as well 
·-* 

as domestic resource mobilization. 

FOUR: We have significantly revised upwards the 

lnterest Rate Structure, and except those 
---.. . " 

. ..~ that are maintained for export and small 

business promotion, abolished the 

prevailing interest rebate system. 

FIVE: He have raised Liquidity Ratios of the 

Banking system, and we are now considering 

additional measures, such as a higher 

Discount Rate, in this area. 

SIX: We have adopted a feasible Import target 

that corresponds with the minimum re-

quirements of the Turkish economy. 
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SEVEN: We have devalued the Turkish Lira against 

a number of currencies, ranging from 

30 to 40%. This brought the cumulative 

devaluation to 41 - 68% against the same 

-
currencies during a six months period. 

The costs of imports have been further 

raised by an increase in the rate of stamp 

duty from 10 to 25%. 

' . 
EIGHT: We have excempted agricultural products 

from the coverage of the export rebate 

scheme and reduced the rates for other 

products. 

NINE: We have eliminated Foreign Exchange Risk 

Coverage and thus introduced an effective 

upper limit to CTL accounts. We have also 

reduced the coverage of the Acceptance 

Credit scheme. 

TEN: We have introduced significant constraints 

to Travel Expenditures for touristic 

purposes. 
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This is supplemented by a 50% tax for all 

Foreign Travel Expenditures. 

4. Let me now indicate how I see the outlook for 1978, 

and ' what we want to achieve during the course of the year. 

5. Our thoughts now ift to the longer term issues ..... 
} 

~ resource mobiliz~ andth rationalization of investment 

programming. 1978 will be a year during which the fourth 

Five-Year Plan is to be prepared. · The development strategy 

is to be formulated in such a way as to ensure that Turkey is 

not caught in a similar crisis in the future. We also have to 

aim for a more outward looking economy, capable of sustaining 

growth through export promotion. The stabilization policies 

represent only one step in the right direction. However, this 
·, 

1 ~. · ·'t 

' · 
is not enough. We have to improve on the commodity trade 

·: 
deficit. The debt service ratios will also have to be 

improved significantly if Turkey is to maintain its short-term 

credit-worthiness which it rightly deserves. My government 

fully realizes this and more. 

t. 

6. In fact, as you know, an element on the future 

agenda is to improve the maturity structure of the Turkish 

.· 

' 
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external debt. We will clear all the arrears and short-term debts 

in an orderly and timely fashion. The government realizes that 

transforming the debt structure on a sounder basis is an issue 

which will contribute to T~rkey's credit-worthiness. I know 

that you would be interested to know our thinking about its 

mod~lities. I must confess that, at the present, I cannot RO 

beyond what we would like to achieve. I hope to be able to 

say more to you on this subject during your visit. 
; .. 

7. These, however, are not the only objectives and 

perspectives the Ecevit government has for the long-term de-

velopment strategy. This is a government of social democratic 

thinking. Translated into socio-economic terms, the government 

is fully committed to a number of specific goals. · First, there 

is the fundamental issue of income distribution. Turkey is now 

regarded to be in the medium-income category but the Turkish 

economy has definite pockets of poverty,_ While it is true that 

the successive governments have followed a basic needs approach 

for decades, the performance has been uneven. The government 
!. 
I 

is determined to address itself to the social inequities 

existing in the socio-economic structure of Turkey. · s~condly~ ~ 
II 

my government has a-dopted domestic resource mobilization as a ~' ,; 
. ! ~ ! 

fundamental ob·ective where successive efforts seem to be needed,~~ ~ 

..,~~;~ ~' 
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While this is a path full of difficulties, I believe we can 

overcome them. ·And this brings us to the third objective: 

We have to aim for an economic infrastructure that would be 

~ufficient for the needs of an expanding economy. Investments 

are needed during the fourth Five-Year Plan period and ip 1978 

.-
in energy, communications and in basic urban and rural services. 

--..;., - -
When you come to Turkey, you will observe personally the impact 

of various bottlenecks which we are faced with. The Turkish 

people are going through a period of severe energy shortage in 

their homes and in their workshops. There are even factories 

that are confronted with an immediate danger of being closed 

down, others are operating in below-capacity conditions. 

This year, we must export our agricultural surplus, yet the 

capacities in ports are not sufficient for the task. These are 

some of the problems begging for an answer. I would also like 

to mention to you that I have found significant similarities 

between this government's socio-economic thinking and what the 

Bank advocates throughout the developing countries as formulated 

in the World Bank's policy documents and in your own speeches. 

I hasten to add, in all candor however, that this may or may not 

mean that modalitites also would be identical. Also, there is 

always the familiar problem that from program to implementation 
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one is confronted with a lot of constraints. We will discuss this, 

and all other issues in the immediate future. 

B. The third issue which is of serious and immediate 

concern to us and to you is the deficiencies in the implementation 

of ongoin I would like to expand on this at some 

length. 

9. First, my government and I personally appreciate 

very much the fact that you have tried to do everything ·possible 

to help Turkey's economic development efforts during the past 

ten years. Not only do the comparative annual commitment levels, 

before and after 1968, reflect this, but also the flexible 

attitude which the Hanagement has displayed during the recent 

periods when the Bank's Turkish program had been crippled with 

legal defaults, indicate that you have tried to meet us more 

than halfway. We are grateful. 

10. The fact of the matter is, however, that despite 

all your efforts and ours, the Bank's contribution to Turkey's 

economic development efforts has been less .than it should be. 

We are not satisfied with the annual net disbursement levels, 

and I know that you are not. I fully recognize, that unless 

~anc in project implementation, there 

· J 

) 

l: r -. _· . ·~ -· ~ 
t ' . r-. 
~~-. 

i . -

. iJ 
. '! 

•:' 

if 
r 
,, 

' J 

·. 1 

:l 
OJ 

d 

ii 
.l 
!l 
I; 
I 
i ~ 
I 

t! 

r. 



• 
· ' 

. . 9 

cannot be muc There 

is no point for Turkey, and even less for the Bank's membership, 

if the disbursements fall significantly behind the projections 

while commitments rise substantially. Implementation bottle-

necks have been discussed often by both parties merely as a 

problem. In fact, it is more than that. It is the program 

itself, and it is what determines the Banks actual contribution 

to the Turkish development efforts: Project implementation is 

our responsibility, and we would like to discuss with you, in 

Ankara, how best we Let me say 

now, that we will aim for timely project execution. 

11. Therefore, if I may summarize, my government will 

aim at a significant increase in the net annual disburseme ts 

during the comin Such an objec.tive requires, 

first, a much better performance on our part in project irnple-

mentation. We feel that it also requires a substantial increase 

in annual commitments, from a roughly $5 per capita level to 

one that is .over $10. We feel that Turkey, with improved 

t 
t· 
' · I . 

·. 

economic management and project implementation, would be 

· justified to ask for mo.re than $10 per capita lending. 1:/:;t, 

l ~ 
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. 12. I . hope that I have not given the impression that 

the government regards the various tasks which are immediately 

ahead as lightly. During the past three months, we have had the 

first taste of the immense difficulties involved in ~ntroducing 

improvements in economic management. The agenda for the future 

is much heavier. I have already mentioned the debt management 

problems as an issue of importance for the re-establishment of 

our credit-worthiness. An expansion of World Bank lending 

represents a crucial phase in realizing that objective. There 

I have indicated our resolve to do our best in project imple-

mentation. This is no easy task. The problems will not 

disappear overnight. Another issue of immediate and crucial 

importance is related to the FY78 commitment program~ My 

present thinking is that reducing the number of projects from 

five to three, and increasing the Bank's contribution in two .-

of them to a level as to cover the external financing require-

ments entirely, can be the solution. In addition to this, I 

would appreciate very much if you could give some serious 

thought, in the days ahead, to a Program Loan to Turkey 

from the 1978 FY Lending Program. We then could discuss 

this issue when you come to Ankara. 
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ANNEX F(i) 

TOPIC I 

ECONOMIC MANAGEMENT AND POLICY ISSUES 

I. Background 

Current Economic Conditions and Structural Problems 

1. The structural problems of the economy and the current economic 
situation are discussed fully in Annex G(iii). 

2. Briefly, during 1975 and 1976, while GDP grew at over 8 percent per 
annum, serious balance of payments problems emerged. In 197L, the growth slowed 
down to 5.5 percent, the balance of payments further worsened, and the· current 
a count deficit increased to about 3.4 billion from $2.1 billion in 1916 
and $1.9 billion in 1975. Since the Goverrunen relied heavily on short-te_!l!l 
funds t finance these def cits, by December 1977, short-term iiahii1ties stood 
at an estimated $5.2 billion. These mainly consisted of $2.0 billion in 
Convertible Lira Accounts (CLAs), $1.7 billion in supplier's and banker's 
credits, .and about $·1.2 billion in overdrafts and other arrears, · mostly 
due in 1978. In part, the balance of payments deficits were financed by 
reserves; as a result, there was a significant decrease in the level of 

from $1.8 billion in December 1975 to about $530 million at the end 
~~~._~~7~8,equivalent to only about one-and-a- uarter months of im ort . 

3. . The deterioration in the Turkish bar'ance of payments over the past few 
years has been c~J&9d ~ a number of short-term factors, which exacerbated the 
structural problems caused by Turkish development strategy. The main ones ,. 

~ were: slu ishness of exports and workers' re · ances due to r 
$ e ~ ,__ __ ·crvl l.o __...-....:~c the rise in the prices of Turkish imports, especially oil; 

~~~Ma~~~~n~e~r!a~t~e~s sufficiently to maintain competitiveness. Further, 
ublic sector eficits contributed significantly to import demand 

and stemmed main y rom a combination of increased atin deficits of the 
State Economic Enterprises (SEEs) and their, hi h investment ro lectin 
Turkey's intensified hea industrial drive'. The drive added to the demand for 
capital imports, and the financing o t ese deficits through borrowings from the 
Central Bank at imprudently high levels, fuelled money supply as well as 
inflation, which reached its highest peak (close to .... 40%) in recent Turkish history • 

. 4. The structural problems of the economy in a large measure led to the 
present cr1s1s. The structure of Turkey 's foreign traAe is characterized by 
mall increase.s essential! of a ricultu ts and bur eonin im orts of 

recurrent an apital imports for Further, Turkish evelopment 
strategy, which emp as1zes growt an rapid modernization, has not been 

, sustained from domestic .resources and required massive infusions of imported 
~'~- capital and technology. ~e comes o e the drive for modernizatio s 
· /' ~- ~ JJj" bee · cap_ital-intensive an domes · · - rial 
. ~~. development effort, supplemented by large import-oriented investments in 

· essential nfrastructure and modernization of the agriculture sector • . This, 
~ , combined with the relatively slower growth of exports, culminated in periodic 
, ~ short-term crises of the type Turkey is facing now. 
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5. To stem the deteriorating situation, the previous coalition government 
responded only in the second half of 1977 with ad hoc measures such as control 
on imports, including refusal to approve new import applications, selective 
payments of imports authorized earlier, and some· marginal changes in its 
export incentives. These proved inadequate. Much too late (only in· the fall 
of 1977), the Government began intensive negotiations with the IMF on a short­
term economic stabilization program to secure a Standby Agreement. It took a 
number of rather bold, but inadequate, economic measures: the Turkish lira 
was devalued by 10 percent in September, followed by a further .adjustment of 
about 5 percen.t in early December; significant price increases were announced, 
~n September for the SEEs ~ goods and services,ranging from nearly 50 percent 
to 300 percent,and were expected to yield TL 26 billion genuallY, thus 
significantly curtailing SEE losses. By late December, IMF reported reaching 
broad agreement on major balance of payments issues, but not on domestic demand 
management aspects, when the new Ecevit Government came to power in early 
January and received its vote of confidence in the middle of that month. 

New Government's Short-term Stabilization Package 

6. The Ecevit Government decided to first prepare its own s -tabilization 
package, before resuming negotiations with the IMF. At the same time, it 
finalized its Annual Program for 1978 and the 1978 budget. It was only after 
the budget was approved on February 28, that it presented its package to the 
IMF. A consistent approach of the new Government that comes through in its 
dealin s with the IMF and the Bank in the preparation of its policies, is that 
it wants to develop coer 1na e overall policies in the light of its perception 
of Turkey's needs and priorities and it resists outside ressure befor·e it 
1~~~~~~~~~~~~s~i~o~n~s. Senior officials ave c early indicated the new 
government's considerable sensitivity about avoiding even an appearance of 
changing policies in response to outside pressure. 

1. · The main features of the . Annual Program for 1978, the 1978 budget and 
the short-term economic sta ·lization package so far announced, and which 
formed the basis for the IMF Standby Arrangements finalized in late March 
(details of the IMF arrangements are provided in Annex GIII(c)), are summarized 
below; 

{i) a count deficit from $3.4 billion 
in billion in 1978, is to be achieved largely 
through (a) ercent devaluation, announced in late February; 
(b) control on imports, sue as increased deposit requirements; 
(c) increase in import (stamp) duty from 10 percent to 25 percent; 
(d) tives to exporters, (such as permission to retain part 
of foreign earnings or port of essentials); (e) increase in 
deposit rates to attract n s of Tu workers abroad; (f) 
restrictions on travel and a general tightening up of foreign 
exchange regu at ons. 

(ii) The Government clear! recognizes the need for a viable debt-
ent policy, has withdrawn t e xc ange guarantee ew 

and tightened regulations concerning commercial arrears so 
· as to control short-term debt, and most importantly, begun negotia­

tions with commercial banks for conversion of short-term into 
medium-term obligations and for securing new financing with at 
least medium-term maturities 



(iii) A significant cut in the ublic sector (including SEEs) defici 
from TL 53.4 billion in 1977 to TL 7.0 billion in 1978 is panned 
through; holding increases in the consolidated budget expenditures 
to about 20 percent (in money terms); and raising revenues by 32 
percent through increases in various ·taxes/duties and further 
proposed inc of .SEE roducts/services. The 
Government has 
such coming months, so as t~o~~r•1•n··~~.-~----~~-
TL These belt-tightening measures are 
to signifi~antly curtail the need for deficit financing in 

(iv) As a consequence o ese measures, the Government e 
growth to be about t, · _ ion to s ow down 
and the overall ba ce of payments situation to improve angibly. 
These may however prove to be somewhat optimistic and growth 
may be close to 3 to 4 percent an~ inflation between 25 to 30 
percent. In view of the tight balance of payments and domestic 
resource position, the Government currently plans to give priority 
to com le~in on-going projects rather than new investments, and 

i e ca a n t e economy e ed to be between 
~--~~--~e~r~c~e~n~t in various activities. 

8. Considering that the Government has been in office for barely 
2-1/2 months, the set of measures already taken and planned, represent a 
sound and courageous pro~ram of short-term economic management for the first 
time in Tur~ey in the last live years. These, together with the broad dis­
cussions which a Bank mission had with the new Government in early March, 
confirm earlier impressions that this is a serious Government, staffed with 
capable and dedicated people at top levels, which appreciates the acuteness of 
the country's problems and is determined to overcome them. Clearly, some of 
the Government's recent measures, such as a modest increase in deposit and lending 
interest rates, while in the right direction and acceptable to the IMF as part 
of the Standby Arrangements, do not go far enough. Similarly, the Government 
has also indicated its intention to maintain the late 1977 prices of oil and 
fertilizers and not pass on, the increased costs due to the recent devaluation 
~o the users. However, the Government is understandably sensitive to the 
olitical backlash since most of its s ilization measures affect much-o~ 

its traditional electorate. 

9. The Government considers the 1978 Annual Program as an interim one, which 
will constitute the first year of the Fourth F" Year Plan (1978-82) to be 
finalized b c ober/November 1978. The previous Government had prepared a 
draft Plan, but in view o t e po tical difficulties and the continuing 
economic crisis, did not finalize it. In any case, it needed major revisions 
with respect to its investment ~nd balance of payments program. The new 
Government seems determined to approach the formulation of the Plan targets 
and policies on a more sound and realistic basis, and not on that of political 
expediency, which characterized the previous Government. However, the Plan 
formulation process has just begun, and not even a broad outline is yet 
available. This is understandable, since the government has quite correctly 
focused first on putting some order to the chaotic economic house it inherited. 
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Standby Arrangements with IMF 

10. The Standby Arrangem~nts provide for withdrawal of SDRs ?4 
million (about US 88 n s as 
soon as. the Standby Arrangements are approved by the Board of the IMF 
and signed. It is expected to be put up for Board approval in 2 to 3 
weeks time. Since the Witteveen Facility is not yet in operation, 
Turkey would be eligible for drawings up to 150 percent of its quota 
under the Exceptional Circumstances Clause, amounting to SDRs 300 
million (U 360 · ·on). This is in addition to the Compensatory 
Drawings and would be available in two Tranches of · SDRs 145 million 
(about US$174 million) and SDRs 155 million (about US$186 million). 
The first Tranche will be withdrawn as follows: SDRs 50 million in 
May 1978, SDRs .40 million in August, SDRs 30 million in November, and 
SDRs 25 million in February 1979. The IMF would review the economy 
and progress of the stabilization measures in January 1979. Following 
that, ·Turkey would be entitled to withdraw the second Tranche over a 
consecutive one-year period. 

Medium-Term Outlook and Policy Options 

11. The remainder of 1978 will essentially be a period of stabiliza-
tion · and consolidation of the economy. Although the IMF stabilization 
program should effectively stem the tide of econpmic deterioration, and 
indeed help reverse it, there are certain key economic concerns over the 
medium-term which the Bank would have to evaluate, especially if it were 
to consider a substantially increased program of lending to Turkey. As 
a major source of long-term assistance to Turkey, the need for such an 

ease in Bank lendin , is .both c;r~i~t~i~c~a~l~f~o._~--~~~~~ 
justifiable for the Bank, provided the short-term economic measures 
already taken are supplemented by sound economic and debt management 
policies, structural reforms, a new orientation of investments and the 
correction of long-standing problems in past Bank loans. 

12. Following the stabilization package agreed wieh the IMF the 
resolutio ort- roblem commands the hi hest riority, ~ -#­
and the external financing Turkey will be able to mobilize in coming ~ ~ 
months will have significant implications for medium-term growth, ~ 
investment strategy and balance of payments policies. In summary: d A 71'--
(a) as mentioned above, Turkey would immediate! have to arrange wit ~;rl 
o c anks for a roll-over of about 2 billion of CLAs. or which ~~ 

li-ttle difficulty is anticipated; b it w also ave to arr·ange with f l / 
banks for conversion of short-term debt of about 1 billion falling 
due in 197 n o me urn-term de t on accepta le terms (it might get 8 
years including 1 year grace); (c) in addition, it will fin 
new substantial sources of external finance to the tune of about 1,0 

, a ove e norma and multilateral 
and sizeable sums beyond 1978; these will need to be obtained 
as possible as medium, andpreferablylong-term, debt through 
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bilateral or aid ·coordination arrangements, to sustain a reasonable level 
of imports. These elements taken together, even on optimistic assumptions 
on foreign exchange earnings, are likely to add significantly to· the 
present debt servicing burden. 

13. · The detaile.d medium-term economic policies will become apparent 
as the Fourth Plan is prepared. In the absence of such a policy frame­
work articulated by the Government, growth and development poli·cy options 
can only be indicated at this stage in very broad terms for discussions 
by Mr. McNamara. The new Government's views on such policies, reflected 
in this Brief, have been culled from implications drawn from measures 
and policies it has adopted in respect of its short-term economic stabili­
zation package and its broad statements of intentions regarding the mediumm 
term. Consequently, it should not come as a matter of surprise, if during 
Mr. McNamara's discussions, the Government's views regarding medium-term 
objectives and policies are presented in fairly broad and general terms • 

. Ii. Policy Issues for Discussion · 

14. Against the above background, Mr. McNamara may wish to discuss 
the following ke medi~term economic issues. 

15.. Investment and Resource Strategy. If the economy were to grow 
uninterrupted by about 8 percent and real investments to grow by 9 percent 
during the next five-year plan period (1978-82), roughly at the same rates 
as those achieved over the last few years, there are likely to be continued I 
balance of payments difficulties, domestic resource constraints and infla-
tionary pressures in the medium term. The government is determined, ~ 
although no concrete proposals have been articulated, ~o place greater 
and indeed correct emp n the medium-term on the develo t of ex ort 
o which create reater emp oyment opportunit~es. 
Despite this, however, still s a hi h prem um on 
is an ingrained Turkish dogma which transcends the barriers political 
parties. It also feels that judicious changes in investment patterns may 
allow such fast growth to develop in a manner consistent with internal and 
external stability. A more prudent

5 
approach, might be to 1 . 'eriod p,-· 

of modest ~owth and consolidation in the next 2-3 years, during which the • 
high domest c consumption is reduced, foreign exchange earnings expanded, ~ · ' 
imports controlled within foreign exchange availabilities and further rises~~. 
in short-term debt avoided, before the economy is once again returned to a D<-
high growth path. Mr. McNamar~ while injecting this ~autionary note, may ~- . 
stress that the Bank would obvious! need to evaluate raft ~; 
of the next five-year .plan rom this point of view, and that he would e 1? 
that a dialo ue thereon would be ossible before that d ized 
for the Government s an the arliament s consideration. The above cautious ~ 

approach would still enable Turkey to reach one of the highest rates of ~ 
growth amongst the developing countries over a 5-year spectrum. At the 
same time, it would enable the economy to recoup strength, since a more ~ 

modest level of growth in the next 2-3 years could be achieved through ~ Y- -,:?/ 
minimum new investments, completion of priority on oin rejects and , ·~ 

maximum efforts to use idle capacity. 
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16. In the absence of a medium-term development plan, our prelimi-
analyses suggest that beyond 1978, Turkey may well need to (i) 

e-emergence of sharply rising 
rising balance of paymen s e c s; 

er some adjustments in its investment and growth policy; .(iii) 
impx:gye its Fesevr~e mobilization efforts, especially in the public 
sector, to raise the overall savings/GDP ratio by 3 to 4 percenta~ 
lloint(_ over the next four to five years,. through :iJtcreasing the 
~fficiency of tax collect!9n and increasing their coverage; further 

· ~rovements in the interest rate structur~and increase in the r· s 
of ·SEEf:1 thrpugh some automatic mechan1a~which countries like Brazil 
1 . . 4;0 
~uccessfully introduced to get away from constant political traumas 
~very time any prices were increased; and (iv) tailor annual investment 
Erograms within the availability of domestic and foreign exchang: 
resources. 

17. · In this connection, Mr. McNamara might emphasize that at present, ~ ~ 
there appears to be a need for a qualitative shift in the investment 1A 
a · the current emphasis on hi i al-intensive import- /~ 

substitution efforts. While a complete shift is neither possi le nor ~ 
oe ng a voca , a selective emphasis on export-oriented industries ~ 
would bel It. generate significant foreign exchange earnings and contribute 'vf .. J 
relatively more to growth and employment than the present pattern of -~ 
investments. One should also accept that Turkey's heavy industry 
strategy is unlikely to be altered. Given this, Mr. McNamara might still ~~-
usefully stress that in implementing Turkey's policy of emphasizing -~~-
heavy industry, the new Government should accept and encourage a shift ~ 
from an unrelenting quest to introduce the kost sophisticated 
capital intensive technology into Turkey for that purpose, to one where 

echni es · are blended with rod which 
lus and chea er Tur ish labor, on lines so successfully 

o both India and Brazil w o ambitions simila~ to Turkey's. 
It might be note that many Turkish planners are not even aware of such 
possibilities, and that in an engineer-dominated society like Turkey 
there is an inevitable tendency to equate production of a quality product 
with the most sophisticated technology available. It may therefore be 
worthwhile if Mr. McNamara can bring this point home tactfully but cle~rly 
to Mr. Ecevit himself, where the ground may be more~fertile for consider­
ation of this point. 

18. Balance of Payments . . The Government will have to continue to control 
its balance of payments position by limiting the growth of import demand 
beyond 1978 to roughly the same level as GDP growth. This control on the 
import .demand, together with sustained efforts at increases in exports. 
should enable Turkey to significantly curtail its large balance of payments 
deficits.to avoid the need forimport financing through costly short-term 
borrowing. Growth in exports would depend upon Government's efforts to 
formulate and implement policies to maintain competitiveness. of its 
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exports, and may involve eriodic ad ustments of its currenc if the 
domestic price level moves out of line with internat onal inflatio~ . to 
avoid major devaluations in the future. As a long-term export strategy, 
the Government will in any case have to seek diyersification of its~ 
exports through establishm.ent gf export...;nr1ented ip4ustries. 
Mr. McNamara should inquire about the directions of Government's 
immediate and medium-term pqlicies which would help ensure a consistent 
growth in exports over the next five years. 

19. External Debt Mqnagement Policy. Depending on the terms that 
Turkey can obtain to meet the needs outlined in para 12 above, the debt 
service ratio could rise from the 1977 level of about~ercent of 
~ts of goods and services (including workers' remittances) to about 
~rcent in 1978. It could increase to close to 30 percent in 1979/80~ 
out thereafter begin to decline in the early eighties. Of course, this 
ratio could become lower, if foreign exchange earnings in the next two to 
three years exceed what is currently anticipated, imports are rigidly 
monitored to budgeted levels, and debt management policies are effective. 
The first two, in turn, would largely be determined by growth and 
investment policies over the medium-term. · 

20. Mr. McNamara might emphasize the need to quickly establish ~ 
v able debt mana ement polic which woul assur nee to the ~ 
external lenders inc u the Bank which is being asked to double its 
annual volume of lending in Turkey, that their debts would be properly 
serviced and the situation that prevailed in 1977 would not repeat itself. 
In the course of discussion on t_h~~ -~ssue, he might reconnnend that, apart 
from seeking the gradual conversion of other short-term obligations to 
medium-term debt, Turkey should step up its efforts to increase th~ 
inflow of M&LT funds through aid coordination arrangements be on he 
OECD consortium. Considering that only three consortium .mem ers 
(Germany, EIB and .the Bank) are still active donors, the Governmen~ may 
wish to initiateand manage a broader aid coordination arrangement 
possibly involving M ountries especially Saudi Arabia Lib a, 
Kuwait, Abu Dhabi, and the various agencies established by these countries 

LT funds. 
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Background 

TOPIC II 

IMPROVED PROJECT PERFORMANCE AND TURKISH MACHINERY 
FOR EFFECTIVE COORDINATION OF PROJECT PREPARATION/ 

IMPLEHENTATION 
(Reference Material: Annex G(v)(c) 

ANNEX F(ii) 

1. Ongoing Bank projects need solutions to a plethora of general problem7, 
summarized in Annex G(v)(c). Briefly, they range from: (i) better budget~ng 
procedures to ensure effective funding for project implementation and prepar­
ation; (ii) q · , r a roval of new organization units and staff positions; 
(iii) a solution to chronically low pay and al owances in order to contract and 
retain competent management and technfCal staff; (iv) reater willin ness to 
hire local and forei consultants, as needed; (v) setting of tariffs or pric~ 

eve s 'tvhich not only ensure the financial viability of the project agenc1es 
or institutions concerned, but also generate sufficient funds for future invest­
ments, without resort to the Treasury or Central Bank borrowings; and (vi) ade­
quate and tiillely release of both th~ foreign exchange and domestic ·reeo ·rct::s 
needed to complete projects. 

2. In the setting since 1971, of weak and changing coalition governments, 
poor national economic and financial policy management, and persistent inter­
national recession and inflation, Bank projects in Turkey have faced a broad - -- of coordi~a tior.., polic~7 1 c..r..c ad.!!1_i!listre_t;ye probJ ems snmmarized above. 
T ese have generally caused significant delays in all phases of the projec-t 
cycle from identification to completion, and resulted in major Government-Bank 

1: • j policy confrontations, notably in respect of projects ;iJl. the Eower sec to_;;:, as ·"' ... 
~ ~~ also in.rai1ways,ir · ation, i d tr and agricultural credit. Among these 
~problems, the eakness has been in the Government's overall cqgrdination 

mechanism in Turkey with regard to Bank projects. This function has been exer­
cised on a largely post-office clearing house basis since 1972, by a modest and 
generally in ffe 1 staff in the Treasur , supported by a small financial office 
at the Washington Embassy. In the spr1ng of 1975, Mr. McNamara raised this issue 
with Prime Minister Demirel. As a result, the special unit in the Treasury was 
established under an Assistant Director General, and periodic Joint Bank­
Government Project Reviews were initiated (since June 1975 six have been held 
so far). The promised Finance-Energy-Public Works Ministerial Coordinating 
Committee to deal with policy issues needing resolution in the context of Bank 
projects, never functioned. As a result of the Joint Reviews, project perform­
ance improved significantly, and was manifested in improved disbursements, 
initiation of training programs financed oy Bank projects and recruitment of 
consultants. However, owing to national elections last June, several changes 
of government since then and the priority given by Turkey to negotiations with 
the IMF over the last nine months, the Government has delayed new periodic 
reviews in Ankara since March 1977. Meanwhile, performance in several projects 
has once again shm.;rn a deteriorating trend. A review was carried out again in 
March 1978, but essentially in the context of discussing sector policies which 
lie behind indifferent project implementation. 

3. While the Coordination Unit in the Treasury has performed a useful 
function so far, it is clearly not the ideal instrument for achieving effective 
coordination for either project preparation or implementation. The underlying 
coordination constraints will continue in the future, if the Treasury retains 
this role, because it lacks the essential ingredients of: (i) substantive 
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sectoral expertise, (ii) freedom from other unrelated and competing duties, 
(iii) bureaucratic clout vis-a-vis other powerful ministries and agencies; 
(iv) guaranteed access to policy level officials for quick resolution of major 
issues, and (v) financial expertise (where even in its primary field the 
Treasury has been woefully inadequate in budgeting, in handling problems of 
financial structure of enterprises, and in providing co-financing leadership). /7~ 
Shifting coordination responsibility will face difficulties within Turkey, ~~ 
because Finance Min~er Muezzinoglu is apparently rkeen to retain the present~ 
Tre coordination arra e their obv inadequac • SPO, A?~ 
which provided ef~ective coordination in the early 1970's, stil retains ~ ~ ; 
formal responsibility for substantive policy coordination; but most issues have~? 
so far been slowly resolved by direct compromise between ministries or, more 
often, remain unresolved, and held up preparation or implementation of Bank 
projects. To that extent, the shift of a coordination function to the SPO, is 
also not an appropriate answer. 

4. In this background, during Mr. McNamara's discussions with the Turkish 
delegation at the last Annual Meeting and Hr. Benj enk' s ~vith the neH Ecev i.t 
government in January 1978, the importance of establishing a well-staffed 
coordination unit was mooted. In the highly hierarchical Turkish government, 
its lo t•o i ' ffice is critical to give its staff access 
to Ministers and the clout to get things moving with ey ministries and agencies. 

5. A recent development has bet.n that Hr. N e.c.:1t Er1er r A~ • n our 
Education Department until 1976) has been ap e Advisor to Mr. Ecevit. 
He s to forge a "working arrangement" with Finance Minister Muezzinoglu and 
Economic Minister Cetin, under which he can perform the "coordination function:·" 
through their respective staffs. While clearly Mr. Erder can be an effective 
coordinator, one wonders how effective!~ he ca ~erform the ask without 
secretariat of his own and relying only on his closeness to Mr. Ecevit. 
forma arrangement, therefore seems most desirable. 

Recommended Position 

6. In this background, it is vital to persuade Prime Minister Ecevit 
that what is needed is ~ strong coordination unit, headed by a high-level ~ 

undersecretary or a rest1 ious advi~o e r er, ocate in the rime 
Ministry. Such a Unit shou explicitly have coordination authority over all 
implementing ministries and agencies and possess the other ingredients enumerated 
above. It would be desirable to have such a Un~. not merely for Bank projects, 
but for those with all external aid do It would be advantageous if it 
could be under t e w ng o conomic Coordination Minister Cetin as a represent 
ative of the Prime Ministry and it could be backed by a small interministerial 
committee to which policy problems could be quickly referred for expeditious 
solutionoi Mr. HcNamara might stress that if Turkey is to expect an increased 
volume of Bank and external assistance, it is critical that the Unit not be 
located in the Treasury, nor its location left ambivalent as seems to be the 
case now (paragraph 5 above) but it should be reorganized in the Prime Minister's 
office. 
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' /~ 
It might be worth emphasizing that nearl~ $700 million out of $1.2 ~ 
ornmi t <. remains und sburse . e comparat ve table t--z::: 

in Annex G(v)(b) summarizes the present position). This is money available ~~ 
immediately to Turkey for its investment programs, unlike new monies which ,-~ J 
the Bank can commit in future and would be available only as and when projects ' 
to which they are tied, get implemented. With an effective Coordination ~ J 
to improve project im leme tation, Turke could withdraw ex editiously, a ~ 
substantia portion of this available amount. 

~-
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TOPIC III 

SECTOR POLICY DIFFERENCES AFFECTING ONGOING AND FUTURE PROJECTS 
(Reference Material: Annex G (v) ) 

Background and Recommended Position 

ANNEX F(iii) 

1. Although the Bank has financed several projects in the power, 
agriculture (including irrigation), transport, industrial and urban sectors, 
project preparation and implententation has been plagued in recent years by ~ 

continuing differences on the policy: towarrls (i) planning; (ii) financial ~ 
management and (iii) -admin· rative management, . of these sectors. The "problem 
ro·ects" (there are abou 8 uch projects cutting across all of the above 

sectors) reviewed during tfie several Joint Problem Project Reviews with the 
Government,are all essentially examples of such policy differences. Therefore, 
the Bank mission early this month, concentrated on discussing these differences, 
and explored the extent to which there was scope for reducing them, because 
of the perspectives of the new Ecevit Government. 

2. With the previous coalition governments, the Bank succeeded in obtaining 
thr·ough hard bargaining on covenants in individual loans, recognition of 
the sector policy problems and the Bank's concerns thereon. However, there . ~ 
was little success in substance, since these governments failed to live up ~ 
!£_these covenants whenever they found political or administrative constra1nts 
difficult to overcome. From Turkey's viewpoint, the problems stem from: 
(a) the Bank's practice to use its loans as vehicles for new policies for 
planning, financing and managing of the sectors concerned; (b) the Bank's 
view of the Turkish economy as a purely market-oriented one which calls for 
policies essentially 1:uned to the private sector, when Turkey has a "statist" 
socialist oriented system, whose institutions must perform social, and not 
merely economic, goals; and (c) the Bank's remoteness from the Turkish 
administrative, financial and management structures and practices which, from 
the Turkish viewpoint, have served the country well enough to achieve an 
annual growth rate of over 7 percent for the last several years. 

3. In this background, a possible future approach might be for both sides 
to recognize that a change of perspectives and approach will be required. It 
is important for the Bank to e~plicitly recognize in our future work in Turkey, 
that we are essentially dealing not merely with a "mixed", but with a statist 
and socialist oriented system~that the Turks will therefore plan, operate, 
manage, have policies and be administratively organized in a fashion different 
to what we are used to in strictly market-oriented economies; and that it is 
not possible to try and seek substantial changes in that basic structure or 
its operating philosophy. Accepting this, the Bank's development role should 
be to·help Turkey to bring about , above all.consistency in the system, which 
has nearly broken down for lack of financial consciousness, and improvements 
in the planning, management and productivity of various sectors. We should 
also st late the Government into applying financial policies to 

ffici resources t roug at onary met o s or t massi~~~~~ 
~~~~r~o rams of e various sectors,in order to avoid the repetition of the 
crisis which urkey went through in 1977. 
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·4. Discussions which the March Bank Mission had in Turkey, 
suggest that the perspectives of the new government in respect of 
these policy areas are such that there is likely to be considerable 
scope for reduced friction in the coming months, compared to the past 
Indeed, the new government has taken quite a few actions which should 
help resolve, or a~ least mitigate.the difficulties which have been 
experienced in respect of some of the ongoing projects. In some cases, 
the new ministers ex resse ic viously 
pro osed e Bank. Nevertheless, it may be some time the 
ministerial views percolate down to the bureaucratic levels.and for the 
bureaucracy to formulate action to translate these views into 
implementation measures. Although the general ambiance holds promise of 
fewer differences and smoother project implementation, one should expect, 
for a few more months at least, administrative resistance to our staff's 
proposals on such matters, during the course of project supervision, 
appraisal and prepara~ion. 

5. The new ,government is likely to be more sensitive than the previous 
governments, about what may appear to it to be changes which they have to 
make in policies only because of Bank projects. or because the Bank so 
recommends. It tends to believe that the Bank's concern should be projects 
alone, and conditions ensuring their success are fully acceptable. It has 
still to recognize, much less accept, that projects are merely instr s 
available to the Bank to assist Turkish deve o men , at our concern- for 
development and institution building therefore necessarily involves a dialogue 
on key policies in the secbors in which projects are set,and that these 
po 1c1es bear directly on the Bank's concern about major macro-economic issues 
relevant to the sound nealth of the economy. tolhile .these beliefs can be 
changed, it will involve an educative process. The results may therefore 
take some time to emerge with the new people in power. Significant policy 
differences which existed vis-a-vis the previous governments, the new government's 
actions to resolve some of them, its perspectives which suggest some scope for 
much fewer future areas of policy differences and those where continued 
differences should be anticipated, are summarized below for discussion during 
Mr. McNamara's visit. 

Power Sector 

6. Successive Turkish governments have taken the view that substantial 
increases in power tariffs to meet the 8 percent return crlfer1oh on an 
asset base calculated in the way normally done in all Bank loan agreements, 
would significantly add to ·on costs and hence burden industrial 
growth, es es engendering popular oppo?ition. Admittedly, tn an environment 
of int~rnational and domestic inflation, periodic upward adjustment of the 
asset base of the power authority (TEK), implies continuing substantial 
increases in power tariffs to meet that criterion. Besi~es, sources of power 
generation in Turkey are distant from· power markets and the very high capital 
costs involved in establishing generation and transmission facilities, have 
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implied further increases in the asset base; this in turn entails further 
tariff increases. In this background, irrespective of the rate of return 
clauses agreed in the loan documents, past governments adjusted tar~s · ~~--­
ina ately ·and not in time, and entered into innumerable arguments to 
justify that such increases indeed yielded an 8 percent return on asset 
bases which had been improperly calculated.but which the governments felt 
were adequate for the purpose of meeting the loan covenants. Despite 
repititions, past governments did not appreciate that the achievement of 
a rate of return was not an end in itself, and that the underlying philosophy 
suggested by the Bank was that the Government should generate a reasonable 
contribution from power users towards the large. annual investment program ~ 
of TEK (which is responsible for thermal generation and bulk transmission/ 
distribution) and DSI (which is responsible for building hydro-electric ~~ 
facilities). Despite the 48 percent increase in September 1977 in bulk 
power tarif hich presently average 74 kurus/kwh), the return in 1978, 

ted on principles reflected in the loan documenfs, 
/1~ ) ~A is d will contribute about 8 percent of the cost o~f 
~ ~ ~uv TEK's an s investment rograms for 1978. In this background, t~ 
~~ 56 million TEK II Transmission loan has not yet been declared effective 
;v? W\. e ect veness w ex e s1xt time upto Apr1 , 8) ~ 

~ ~ of · · the Karakaya project to which 

7. In a refreshing contrast to previous governments, the new one 
recognizes that from the macro-economic viewpoint, a larger user contribution is 
essential to avoid continual resort to the central budget and Central Bar.k 
deficit financing, to meet the costs of TEK's and DSI's investments. In 
particular, it mdy be ~nclined to recognize more strongly, the more tangible 
macro-economic yardstick of generating sufficient user contributions each 
year (including income tax paid by TEK to the Treasury) to cover a reasonable 
portion of TEK's and DSI's annual investment programs. At the same time, because 
of the present high power demand situation and breakdown of some critical 
hydro facilities, Turkey is now relying . and will have to rely until probably 
the ear~y 1980s, on expensive combustion turbine generation .where the generation 
cost exceeds the bulk tariff rate by 25 percent. Given this background, the 
p ew Government has given clear signs, though not come forward outright, that 
it will articulate a financing policy for the sector, possibly before 
Mr. McNamara's visit, qased upon the aforementioned principle ,and gradually 
reach by 1980, what it considers to be a reasonable level of user contri uti n 

t e as proposed 30 ercent at least) to TE s an I s annual investment 
programs. Given the difficult power situation caused by the breakdown of 
critical facilities, such an articulation would be a significant step in 
reconciling this vexed sector issue. At the same time, some senior ministers 
not connected with energy have led us to believe that in an effort to 
resolve this critical sector problem, the Government is now processing a 
decrae through Cabinet which apparently might increase tariffs from the 
present average of 74 kurus to around 90 kurus/kwh. If such a decree is 
indeed i~sued in the near future, it would result in an increase in user 
contributions from the level of 8 percent to a more respectable level of 
about 17 percent towards the cost of TEK's and DSI's 1978 investment programs. 
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the 

8. Another recurrent problem in the power sector, has been the question 
of dues to TEK owed by major munici alities ,~ TiK. The last government 
su stant~a y ~ncrease t e pr1ce of retail tariffs charged by Istanbul 
and some other municipalities in la.te 1977. During the visit of the Bank 
mission in early March, the new Government also decreed a substantial 
increase in the retail power tariffs of Ankara, which besides Istanbul, has 
been the major cause of the large municipal overdues. With the increase 
in tariffs in both these municipalities, the likelihood of future non-payment 
by them to TEK, should be minimized. An additional feature of the increased 
tariffs in Ankara, is that for the first time in Turkey, they have been 
structured depending on the different categories of users, a feature 
suggested by the Bank for a long time. 

9. A related sector problem, so far unresolved, is TE~-· ~~~~~~ 
to attract and retain competent technical and mana ement personnel, espite 
provision of contrac ms w 1c perm1t emoluments significan exceeding 
those possible under Civil Service grades. This is a problem shared by 
several SEEs, and an area unlikely to be resolved in the near future, 
particularly given IMF's pressure on the Government to hold do~~ the civil 
servants salaries bill as a means of making Turkey live within its announced 
budgets. It might however be worthv1hile for Hr. McNamara to suggest, that a 
possible solution to such an omnibus problem might be to initially ~llow 
TE' and each ma·or SEE the freedom to fix its own emoluments (inciUnillg 
prerequisites) suffici ac re a1n e tee n and 
personnel.and provide financial incent~ves in the form o 
personnel reduces· operating costs belcH targeted levels. 

Urban Sector 

10. Bank involvement in the urban in Turkey, has so far been limited 
to the Urban Studies, Power and lvater projects in Istanbul. All have 
faced im leme a roblems. e ng water and power facilities 
in Istanbul, partake of the problems of sector financing and management, which 
are being resolved adequately in the manner described in the discussion on 
the Power Sector. Problems faced by the Istanbul Studies Project, and the 
question of the expansion of the Bank's role in the urban sector, rests 
on the more fundamental issue of the Government's willingness to undertake 
basic reforms needed to promo e e required agree o o a an e ro oli an 
autonom of the major Turkish municipalities. This essentially implies 
establishment of administratively and financially viable municipalities with 
significant taxin ewers of their own, and which are not controlled from 
An ara. This also implies a real transfer of pp · 
creation of a local political institutional fran1ework capable of dealing 
such new responsibilities. The previous coalition governments were 
most reluctant to proceed with such major decentralization of authority. Indeed, 
the preparation of even future urban projects in Istanbul (such as Istanbul 
Sewerage)hqs been impeded, because those governments supported the insistence 
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of the centrally controlled Illerbankasi (Bank of the Provinces) that it 
should design and prepare projects which it deems fit for the con~erned 
municipalities, rather than taking the priorities of the concern 
municipalities into consideration or getting them involved in the 
planning and designing of their projects. 

11. contras~ to previous governments, the a resenE 
appears t o lish f inanci ai! · a~d 
mun1cipalities in major urban areas, including 

Istanbul; for that purpose, it as introduced into the legislative process, 
a bill for the creation of the Metropolitan Union of Municipalities in 
Istanbul (a proposal disputed by past governments for years); (b) to collect 
at the central government level, only a few major taxes for redistribution 
to the several Turkish municipalities, whose taxing powers would be augmented 
to ensure their financial autonomy; towards this objective, the Municipal 
Financing bill of the previous government, which was designed for more 
centralized control, is being suitably amended for reintroduction shortly 
into the legislative process; (c) to create autonomous authorities as 
satellites of these municipalities, for the purpose of planning, constructing 
and operating public utilities within the municipal areas; an instance of 
this is re-introduction into the legislative process of the BIBSKI law 
for the creation of such an authority for water/sewerage in the Istanbul 
Metropolitan area; (d) to use the technical and financial resources of 
Illerbankasi to design, engineer and construct water/sewerage facilities in 
major municipalities like Istanbul according to the priorities of those 
municipalities and not those of Illerbankasi, and allow Illerbankasi to 
provide such services and operate the constructed facilities only in 
municipalities with populations of less than 100,000 who do not have the 
r~quisite capabi1ities~ (e) to foster the establishment of land use 
development institutions in major cities with a view to controlling urban 
growth, and strengthen some existing banks so that they can perform on a 
viable financial basis, the function of low income housing mortgage institutions. 

12. Given these perspectives, differences between Turkey and the Bank on 
the urban sector have considerable scope for reconciliation . Mr. McNamara, ~ 
while welcoming these perspectives, might like to urge their earl ~ 
implementation, especially of the legislation involve for Istanbul. He might 
rea firm the Bank s des1re to help develop solu 1ons to the problems of urban 
poverty and congestion,and indicate that with the implementation of the new 
Government's perspectives, there should be considerable scope for an effective 
program of Bank activities in the crucial urban sector,not merely in 
Istanbul, but perhaps its gradual extension to other major cities, e.g. in 
Ankara through a pollution control project for that city. 

Agriculture (including Irrigation) Sector 

13. l~ith the previous governments continuing sector policy 
differences arose in the context of their ref ate water/ / 
irrigation recovery charges which, besides covering the operation and 

g. 
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maintenance costs of the irrigation systems, also recovered their capital 
costs over a period of years. Under the Bank's Seyhan and Irrigation 
Rehabilitation projects, recoveries were being made sufficient to cover 
only a portion of the operating costs. As a result, the poor farmers 
were subsidizing rich and affluent farmers who dominated the irrigation 
perimeter. e as therefore taken the osition, that as vast as the 
irrigation needs o ur~e were, we would not fi · ation 

nve s until Turkey sat1s ac · 1 y dressed and resolved the question 
o 1rr1gation recovery/water charges. Discussions which the Bank's early 
March mission had, indicated acceptance by the nevl Government of the view 
that to generate sufficient resources from a macro viewpoint for 
infrastructural investments in the sector, there should be sufficient 
recovery from the users. As a first step, following up on the mission's 
discussions, the Energy Minister (who in Turkey is responsible for DSI 
and hence, irrigation matters) has agreed to increase irrigation recovery/ 
water charges from the present low level averaging TL 11 per decare 
(one-tenth of 1 hectare) to TL 80 per decare. Mr. uld welcome 
this encouraging first step which should help resolve one of the basic sector 
differences between Turkey and the Bank. He might however urge, that these 
increased charges be rationalized on the basis of the 1974 DSI study, 
by tieing them to crops gro\vn, rather than to hectareages~ since that would 
promote efficient water management. He might also indicate that with the 
continuance of this a roach in future,the Ban would 5e able to ass1st 
Turke with its riority irrigation projects. 

, 

14. It also appears that the Government wants future investments in the 
sector to blend a poverty alleviation orientation with investments needed 
to produce commodities saving or earning valuable foreign exchange. However, ~ 

there are prospects of.- one continuing sector polic difference, i.e. interest ~ f 
rates for credits extend ren ca egories of farmers. Despite the 
recent substantial increases in deposit and interest rates in Turkey as 
part of the economic stabilization package negotiated with I~fF, interest rates 
for short and medium-term agricultural loans (except for agro-industries 
which increased from 14.4 to 20 percent) remain at 10.5 percent. This reflects 
the ew Government's stron social ori ards corer farmers. 
However, a though this rate as well as the increased rates are ow and negative 
in view of the prospects of only a gradual reduction of the high inflation rate 
in the coming years, there does not appear to be an immediate solution in 
sight because the package of interest rate increases has been accepted by IMF 
as part of the stabilization package for the Standby Arrangements, despite the 
frequently voiced concern of the Bank on agricultural rates and the rate 
structure in general. Therefore, until the Financial Sector Stud' ~hich has 
been in progress for some time, is c ete an reviewed by the new Government 
(discussed in Topic F (v) hereafter , it would be difficult for the k to 
consider hi her · for the sector as one o - 1ts pr1ority 
o jectives, since improvements in the macro-economic framework and the high 
econo~ic and social priority of the projects proposed for Bank financing by 
far outweigh this unsatisfactory feat.ure. For the time being, Nr. HcNamara 
should ur e the Government to e , le te, review and implement 
the conclusions of the Financial In view of the expertise 
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available within the Bank on the various issues 
germane to the Financial Sector Study, Mr. McNamara might indicate 
to the new Government the Bank's readiness to have discussions with the 
Turkish technicians as the Study progresses, as we offered to the ' previous 
governments with little response. 

Industry Sector 

15. The major philosophical disagreement in this sector, stems from ~ 
the Bank's viewpoint that the choice of future industrial investments \1~ __ 

a S1gnificant attention, whenever appropriate, to and the r~ 
utilization of labor in view o Turkey's growing unemployment problem), and -~ 
not automatically opt for the most sophisticated capital intensive methods ~~ 
of production, which the private and public industry sectors have so far 
adopted. In an engineer-dominated society like Turkey's, where quality products 
are invariably associated with the most sophisticated technological method of 
production, this may be a difficult area for a future dialogue. Some of the 
planners even in the new Government, take the view that Turkey's strategy 
of developing heavy indus.try, must rest on the adoption of the most 
sophisticated technology available. Mr. McNamara might therefore suggest, 
es eciall to Mr. Ecevit who may be receptive, that even while implement1 ng 
the Turkish strategy of developing heavy industry, it should certainly be 
possibl to marry the mode~ cap,"ta -inwen~ ve techni ues with reduction 
methods which also make use of some of Turkey's surplus labor as countries 
like Brazil and India have done success ully,especia. y or p ants pro ucin 
automotive, foundry an steel products and heavy mechanical and electrical 
machinery and machine tools. 

16. Apart from this, the o~t.h._e.r~m·a~·-o·r~~~~~--~~~~~ 
affected the Bank's industrial projects, including Erdemir Steel I and the 
pulp and paper p;oj ect~ of SEKA, have stemmed from: · .(a) overnment 
interference in the seni r staffin of the public sector industrial SEEs 
and in their decision making powers: (b) the ee QX industrial products, 
and for that matter those of other sectors, e.g. forestry, to Ee riced 
adequate!~, to ensure both the financial viability of the enterprises and 
internal generation of sufficient funds for their expansion programs without 
recourse to the Treasury or deficit financing from the Central Bank; and 
(e) the need f~ such enterprises to be run on the basis of satisfacto~ 
capital struc t ur , including adequate debt/equity ratios, so tHey can easily 
obtain external and domestic bank financing on their own merits without 
reliance on the Treasury. While Turkey's political system precludes 
elimination of changes in Chairmen and Presidents of SEEs whenever governments 
change, the new Government clearly realizes that longer-run solutions must be 
found, to minimize such changes and give adequate powers to the Presidents 
for the day to day management of their enterprises without interference 
by the Chairman of the Board of Directors. The problems of providing the 
Erdemi-r Steel Company and SEKA with capable senior management, is l:i.kely to be 
resolved shortly and it should be possible to rely on the new government's 
assurances for this. 
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17. As regards the pr1c1ng of industrial products, the prices of paper 
and newsprigt were raised_in February, andr ~Aose for iron and steel by 
~ a:.. 
near! 40 ercent, during the course of the said mission's visit. The 
latter is expected to generate an additional TL 1.5 billion in 1978 for Erdemir, 
an action which the new government indicated to the mission, was specifically 
designed-to resolve the cash generation problem for 1978 and future years 
for both the ongoing Erdemir I and the proposed Erdemir II projects. The 
new government also clearly recognizes that,from the point of view of reducing 
reliance on the budget, it would be prudent to ensure that industrial SEEs 
have a satisfactory capital structure, so they can secure relevant financing 
on their own to the extent possible. Legislation to enable the equity of 
Erdemir to be increased sufficiently and without frequent recourse to the 
Parliament, which has been one of the problems plaguing the ongoing Erdemir I 
and the proposed Erdemir II projects, is now being pushed through the 
legislative processes. There is reason to believe that the Government will 
make the maximum effort to get this legislation passed as soon as possible~ 
after the Parliament reconvenes next month. Its bona fides is also ~videnced 
from its willingness in principle to think of an omnibus legislation for the 
same purpose, for other industrial SEEs. 

18. In future,however, another area of policy difference may continue 
to be the formulation of schemes to attract and retain competent technical 
and managerial personnel in the industrial SEEs, and to find a system of 
monetary incentives without u settin t ublic sector's ral salary 

or t 1s, Mr. McNamara may like to propose an approach s1milar 
to that mentioned in respect of the same topic under the Power Sector. 

Transportation Sector ~ 

19. The major project implementation issue here, has arisen in connection 
with the ongoing Railway project, essentially because of the familiar policy 
differences on resource generation. Past governments heljev~ that since the 
Railways fulfilled a social need,especially for the less affluent Turkish 
population, passenger tariffs should not he increased. In addition, despite 
some adjustments, freight tarjffs are uuduly law. As a result, Turkish 
Railways faced annual operating deficits averaging TL 1.5 billion, met from 

u get. Railways investmen s a so a to e financed through 
the Treasury. In this background, the Bank had declined to finance future 
Railway investments. In a refreshing contrast to this past attitude, the 
March Bank mission learned that one of the first actions of the new Transport 
~finister~ was to ask the Transport Coordination Authority to do a comprehensiv 
study o a JUSt railway tariffs on a rational basis. Action thereon is 
anticipated in the coming weeks, although it might be too much to expect 
that tariffs would be increased to completely eliminate the substantial 
operating deficits for the Turkish Railways. However, this attitude marks 
a sig?ificant change of perspective which, \vhen coupled with the government's 
recognition of the need to improve management in the agencies involved with 
the transport sector, augurs well for the future. A demonstration of the 
latter awareness, is the government's action in putting up for the Parliament's 
consideration shortly, a draft law establishing a National Ports Authority, 
to replace the different agencies who today have responsibility for different 
ports i .n Turkey. 
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20. An equally important divisive sector issue, had been that new 
railwa and highway investments were bein im lemented without adequa e 
interrnodal or f asibilit studies establishing their pr~or 
strained Turkey's resource situation further. The government appears to 
be clearly aware that investments in railways, highways and ports, should 
be tailored not merely to the availability of budgetary resources, but 
undertaken only after adequate feasibility studies are completed. Mr. McNam~ ~ 
might indicate that, if the government's apparent plans,to\vards generating ~ 
s f ±e ~ancin r rom e sec or n on on 
the basis of priorities established b intermodal studies,are confirmed 
y future actions, the way would be open for further anK assistance in the 

sector, beyond the Ports Rehabilitation proJect which is likely to be appraised 
in the next few weeks. 



WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: Memorandum for the Record DATE: March 29, 1978 

SUBJECT: TURKEY: Recent ·sector ·Policy ·Discussions and Developments 

1. The highlights of the sector policy discussions and developments 
which took place during the visit of Messrs. Davar, Pollan, Chopra, Faruqi 
and Baig to Turkey from March 7 to 17, have been summarized in our memorandum 
of March 27 to Messrs. Bart and El Darwish. These discussions are amplified 
for the sake of record in this memorandum. Some of the more detailed 4is­
cussions which took place especially on the urban, industrial and transport 
sectors will be summarized in separate memorandums by Mr. Baig. 

Urban Sector: 

2. The new government's primary objective, in contrast with past govern­
ments, will be to: (a) establish financi viable muni-
ci alities in major urban areas (including Istanbul); (b) collect at the central 
government eve , on y a ew major taxes for redistribution to the municipalities, 
whose taxing powers would be au ented to ensure their financial auton ; 
(c) create autonomous authorities, who woul p an, construct and operate public 
utility facilities for these municipalities ; (in this connection, the BIBSKI 
legislature establishing such an authority for water/sewerage facilities in the 
Metropolitan Istanbul Region, is being introduced into the legislative process); 
(d) use the technical and financial resources of Illerbankas.i (Bank of the 
Provinces) to design, engineer and construct water/sewerage facilities in major 
municipalities according to the priorities of those municipalities rather than 
those of Illerbankasi itself, and provide such services and operate them only 
for municipalities with less than 100,000 inhabitants who do not have the re­
quisite capabilities to do so; .(e) formulate a national physical plan that 

:-) 
would encourage development of industrial activities in rural areas, to mitigate 
migration from rural to urban areas; (f) foster the establishment of lapd use, 
development institutions in ma or , as a means of controlling urban growth; 
an g strengt en some existing banks so they can perform on a viable financial 
basis, as low income housing mortgage institutions. 

3. These perspectives are essentially in line with views that the Bank 
has repeatedly articulated in the past few years. If they are implemented, it 
would facilitate the development of an effective program of activities in the 
crucial urban sector, which had so far been stalemated by previous governments. 
In this connection, the Minister requested an early receipt of the draft report 
of the Bank's 1977 urban sector mission, since that might be a valuable input in 
the further shaping of the urban sector policies of the new government. 

Industry: 

4. While Turkey's political system precludes elimination of changes in 
the Chairmen and Presidents of SEEs whenever a new government comes into power, 
such changes are made, but there is clear realization on the part of the new 
government, unlike the previous ones, that solutions should be found to minimize 



- 2 -

such changes. The new government's general perspective of mannlng· .key agencies and 
SEEs with capable staff, can be expected to be reflected in appointments in 
Erdemir Steel and SEKA, of ca able senior mana em t. This will help alleviate 
management pro ems in our steel and pu p paper projects, and the Ministers con­
cerned gave specific assurances on this critical issue. 

5. The new government is likel to a oo rices of several 
~~~~~~S~E~E~s~with a view to generating some cash tn ia,ernally finance f ture 
inyestments without the undisciplined recourse to the Treasury that prevailed -
in the past. In this context, prices of newsprint and paper, were raised in 
early February and those of iron and steel by nearly 40 percent around March 9. 
The latter is expected to generate an additional TL 1 to 1.5 billion in 1978 for 
Erdemir Steel, which the ·Government told our mission was specifically des.igned 
to help resolve its cash generation problems for 1978 and future years, for the 
ongoing Erdemir Steel project. 

6. Further, to enable industrial SEEs to secure commercial bank financing 
on their own, the Industry Minister agrees that they should have a satisfactory 
capital struc~ure ~nd debt/equity ratios. Legislation that would enable the 
equity of Erdemir Steel to be increased sufficiently and without frequent 
recourse to the Parliament, has been introduced into the legislative process and 
will be pushed through as expeditiously as possible in the April-August legis­
lative session. 

7. The mission pressed the Industry, Economic Coordination and Finance 
Ministers that in view of Government's priority to complete ongoing projects, it 
was important that foreign exchange required at least in 1978 in respect of orders 
placed or to be placed for the ongoing Erdemir and Akdeniz projects1 be released 
expeditiously, with necessary releases required for 1979 to be made in 1979. 
In this connection, it urged release of at least .$ 20 million for Akdeniz and 
$_4 million for Erdemir I. The_ ~inister~ c nfessed that there was just no money 
.av ilable now exce t for oil ~d milita impor s. However, as soon as the IMF 
Standby ·Agreentent was approved, monies thereunder became available and the 
large short-term commercial bank borrowing was converted to medium-term, the 
Government undertook to release monies for these projects. 

8. The more difficult policy areas for the future, may continue to be 
(a) formulation of schemes to keep operating costs down, possibly by giving mone­
tary incentives to managers, which might also help resolve the problem of 
retaining competent technical and managerial personnel in SEEs; and (b) adoption 
of technolo ies which do not continue to be ca tal-intensive, but employ pro-

so make some use o surplus labor, as India and Brazil 
have successfully done Both will need further future dialogue. 

Agriculture: 

9. Future investments in the sector are likely to blend a poverty-allev on 
orientation, wit investments needed to produce commodities w ich save or earn 
foreign exchange. There is also acceptance, that to generate sufficient 
recourses from a macro-viewpoint for future infrastructural investments in the 
sector, there should be sufficient recovery from users. As a first step, the 
Energy Minister (who is in charge of DSI and hence, irrigation), has decided 
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during the mission's visit, to increase irrigation recovery/water charges from 
an average of TL 11 per decare .·(l/10 ha~) to TL. 80 per decaref. This. should . go 
some way in introducing these charges on a rational basis, to also improve 
water management, besides opening the door for future Bank assistance in the 
irrigation sub-sector. 

10. However, despite the recent significant increases in interest rates 
which formed ·part of the economic stabilization package finalized with IMF, 
short and medi~term _agricultural interest rates (except for agro-industries 
which increased from 14.4 to 20 per at 10.5 percent, eflecting the 

' o-orient armers. s is a su Ject 
which we will need to address further course o our m ere-economic work as 
well as future lending activities in the sector. 

Transport: 

.11. For the first time in years, the government articulated that investments 
in railway, highwa~ and port sub-sectors should be tailored to the availability ~ 
of budgetary resources, and should be undertaken only after intermodal and ~~ 
feasibility studies establish their priorities. Again from a macro-viewpoint, ~ 
there is a desire to e tariff or charges, so as to m1n1m1ze the recourse~ ~ 
to the centra d et eit er to cover operating deficits or investment requirements 
of various trans ort a enci inc u ng Turkish Railways. Indee o 
first actions (and a very necessary step) of the new Transport Minister was to 
ask TCA (the Transport Coordination Authority) to do a detailed, and what appears 
to the mission to be an impressive, study to adjust railway tariffs on a rational 
and comprehensive basis. Actions thereon can be expected in the coming weeks, 
although it is unclear whether tariff increases will aim at fully, or only 
partially, eliminating the Turkish Railway's substantial operating deficits which 
annually average TL 1.5 billion. 

12. Recognition also exists for improved management in various _agencies 
dealing with transport. A demonstration of this new awareness. is the law estab­
lishing a National Ports Authority to replace the authorities of different 
agencies over different ports in Turkey. The draft is now being considered in 
the Cabinet, prior to its being put up for the Parliament's consideration. 

Power: 

· 13. Since energy is considered in Turkey to be a key ingredient for indus-
trial growth and the yardstick by which the Turkish population reacts to general 
price increases,there is likely to be hesi in ow r tariffs by 
large amounts. However, certain senior ministers not directly connecte wit 
energy adVised the mission that a decree increasing bulk power tariff from the 
present average of 74 kurus to close to 90 kurus/kwh, is currently being discussed 
within the Cabinet. If such a decree is indeed issued, it will imply a user 
contribution (including income tax paid by TEK) of about 17 percent of the cost 
of power investments in 1978 of TEK and DSI, against the level of only about 
8 percent possible on the basis of current tariffs. 
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14. Following the mission's discussions~ the Government seems inclined 
to move away from the rate of return formulation and fix tariffs annually 
to generate user contribution (incl. TEK's income tax) sufficient to cover 
a reasonable portion of TEK's and DSI's annual investment programs. Following 
the mission's extensive discussions at professional and political levels, it 
also appears that the Energy Minister has been persuaded by his Cabinet 
colleagues to articulate before Mr. MCNamara's visit1 the foregoing principle ~ 
in more concrete terms and suggest that from this year onwards, contributions ~ 
would be gradually and annually increased to reach what the government considers 
to be a reasonable user contr su ested at leas ercent by 

X . 1980 ott . 1. ere was however very clear resistance to articulating such a 
A : ~ basi oli onl because of TEK II's effec ven ara a ne oti ns 
~ t be cle endent on this. We ma e qu policy understandings 

would need to n t e r way into specific loan documents and that the new 
government should not view this as unilaterally imposed conditions. The mission 
left it, that the acceptance of the principle of user contribution and the actiop~ 
of a fixing reasonable user contribution etc., should be done not because Che ~/ / 
Ba sts it but as part of the new government's concern to raise resources~ 
from non-inflationary 

15. It also s.uggested that to the extent possible for bulk power sales, 
tariffs could be structured depending on different categories of users as the 
government did last week while approving a substantial increase in the retail 
power tariffs for Ankara Municipality." With the increases in retail tariffs in 
Ankara and Istanbul municipalities, the likelihood of future non-payment of 
dues by them to TEK should also be minimized. The mission further addressed 
the problem of municipalities ability to pay for public services such as power 
in its discussions on urban sector policies (para 2 above). 

Cleared with and cc: Messrs. Pollan, Chopra, Faruqi. 

cc: Messrs. Paijmans, Benjenk (o/r), Dubey, Bart, Knox (o/r), El Darwi~h~ Haynes, 
Fuchs, Cash, Elliott, Howard, £french-Mullen, Jaycox, Singh, Fish, 
Div. 2A staff. 

AJDavar/HPollan:hr 
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ANNEX F (iv) 

TOPIC IV 

TURKEY - BANK RELATIONSHIP AND POSSIBLE FUTURE. AREAS OF BANK INVOLVEMENT 
(Reference Material: Annex G (i), (ii), (v-a), (vi) and (vii) 

- I~ Background 

1. Against the background of Turkey's long-term development needs 
and more recent economic developments, the focus of Bank lending should / 
continue to have the following three primarJ7 oh~ectives: (i)-to aiyersif~ ~ 
and stren then Turk 's ca acit . to save or earn foreign exchan ;- <:: -=-­
(ii) to help increase public sector sav1ngs, particular y through the 
encouragement of financial and administrative reforms in the State Economic 
Enterprises, and (iii) to widen articipation of the rural and ¢> 

in the benefits of a growing nationa economy, t roug emp asis on 
and urban development designed to create more jobs, increase their incomes, 
improve their quality of life and avoid or mitigate costly urban congestion. 
In implementing these objectives, a program of priority projects has been 
financed, and is being fostered, in the fields of agriculture, energy, rural 
and urban development, transport and industry. While the relationship between 
Turkey and the Bank is cordial, it suffers from substantive differences on 
major sector policy issues, discussed under Topic F (iii), and from resulting 
difficulties experienced in implementation of ongoing, and preparation of new, 
projects. 

2. FY78 Proj .eets: The priority pro· eets roj,osed for Bank financing ~' 
ave foreign excha e d ceedi g ax t e Ban can reasonably ' 

~--~~~~~F~o~r~i~n-stance, the estimated direct foreign exchange costs of the ·~ ~ 
appraised fY78 projects (Karakaya, Erdemir Steel Expansion, Forest!Z Development 
and Livestock. IV) is over '$ 900 million; inclusive of the ind1rect foreign 
exchange component, it is nearly $1.1 billion • . Bank lending to Turkey in the last 
4 · OQmi ion a ar. Even if the Bank were to provide ~ 
$250 million in FY78, and taking into account export credit financing arranged ~~ 
already by Turkey for Karakaya, the shortfall in direct foreign exchange is 
still over $400 million. Turkey has so far made ver little effort to 
arrange co-financinJt for these and other projects, despite e prodding, 
pending a settlement with the !}IT. 

3. Added· to this, is a substantial shortfall to foreign 
e costs arisin from dela ed im lementation of on oin Bank ro 

These range from a small $9 million for Istanbul Water Supply, to over $100 million 
for the Elbistan Project. As a matter of policy, the new Government has · ed 
that in calendar 1978' except for a few cri.tical new investments in energy, 
steel and fertilizer, p it in investment e enditures should be given to 
completing ongoing projects which are in an advanced stage o comp et on. o that 
ex , e ongo ng ant< projects should r 'eceive the necessary Government financing. 
However, the funding of foreign exchange for the ongoing, besides the massive 
FY78 Bank projects (even if only some of these go forward in FY78), will pose 
an immense problem for Turkey in its present balance of payments situation. 
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Especially so, when in FY78_, Turkey's imports bill is. to be .sharply · · 
restricted and the Government has to find foreign exchange for increased 
recurrent imports to utilize idle (reportedly 40 percent) . productive capacity. 
In this background, . the Government can be expected to press hard for an import 
program loan. 

4. FY79/80 Proiects: For ·the future, to meet Turkey's priority needs, /" 
the projects being processed for p.z9LB.Q, include Ports Rehabilitation, IGSAS . 
Fe~tilizer II, Public Sector Textile Modernization, rzurum u elopment, 
w tn Istanbul Urban, Trans-Turkey Hi hway etc. being processed o 
fisca years. ere early be the need to readjust the future lending 
program to reflect the Government's social orientation, and to tailor 
investments under Bank projects to Turkey's social orientation, .~nd to 
Turkey's domestic and external resources. These adjustments will be necessary 
even if the Bank agrees to gJ"adually increase its ann1,1al lending to $400 or $500 
million. 

5. The above FY79/80 projects, essentially reflects what appears to be the ~, 
new Government's present investment priorities: energ , steel, fertilizer, ports l 
and highwa · development, ex ort- rie e. n ustrial investments and rojects t i 
i economic and socia lot e rural and urban poor. One might add ~ ~ I 
pollution control in major urban areas, especially AnKara. In the gradually ~ I 
increasing amount of Bank lending, it mi ht be worth considering accommodating l 
in earl FY7 im ort ro ram loan of abou 100 mill. n designed to help I 

u ler utilization of idle capacity (discussed under ). he Stan y i 
greement tvith the IMF, an t e monJ.foring of the economic stabilization program . A -+- ! 

by IMF, besides discussions with the Bank on key medium-term macro and sectoral ~~ ~ 
matters, should satisfy the policy requirements tvithin the Bank for such a ~: 
program loan. While some as s lstance to cover the foreign exchange cost overruns i 
of ongoing Bank projects would be in consonance with the Governments's correce ., I 
priority to complete them expeditiously, present Bank policy on supplementary 
financing seems to preclude the possibility of such a loan. 

6. Key Constraints: Future preparation and implementation of a larger 
program, will clearly require more effective Turkish collaboration and coordination. 
It would be true to say that the lending program has been possible, so far, . ~ ! 
because of Bank staff efforts in ~ssisting with identification{n aration _which ~ 
greatly exceeds the norm. Added to this, has been the substantial general 
truper~iston effort, in addition to the Joint Problem Project Reviews, to get the 
growing portfolio satisfactorily implemented. In all fairness, the task has 
also been a difficult one for the Turks, especially since many Bank projects have 
been innovative and involved the creation of new organization s·tructures or the 
coordination of several disparate agencies. From our limited vantage point, 
the key elements which emerge for ·strengthening and expanding our relationship 
with, and program in, Turkey, include: (a) a closer Turkish interaction as 
between its sector policy formulation and its macro economic objectives; 
(b) annual budget preparation w takes account of the avai of 
f~nancial resources, and not just a ministry's or agency's physical capacity to 
implement desired projects; (c) adequate authqrjty and staffing in the Turkish 

rdinatin Unit, to mobilize and whenever necessary, bring about a positive 
response to solv1ng problems on the part of the borrowing entities involved; 
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(d)' adequate orrowing entitie to take decisions 
such as staffing entailed for imp'!ementing projects efficiently, withiri the 
agreed framework; (e) clear un e din of the Bank's rocurement procedures, 
including ICB, in ad of fre uent attem ts to circumvent them. 
establishment of a Coordination Unit in the Prime Min stry, iscussed 
Topic F (ii), will successfully engender such an approach. 

7. Even if the above matters are set right, one can anticipate the 
following two major problems in future; (a) adequate economic measures to 
generate sufficient domestic resources, essentially by non-inflationary methods, 
to provide essential counterpart funds for various projects and a satisfactory 
debt management policy which would help ensure a reasonab1e inflow ·of external 
funds needed by Turkey without further aggravating its debt ser~}ce ratio; 
and (b) the new Government's apparent belief that the Bank should be 
legitimitely concerned only with matters which ensure a project's success, 
and not with institutions or policies germane to the sector involved, since 
policies are the Government's concern and agreements thereon should not implicitly 
or explicitly reflected in loan documents. 

II. Possible Position 

8. Mr. McNamara might take the line that Turkey's deve lopment potenti 
and needs su ort e for an ex anded Bank rogram. Ho to · ify 
a gradual increase in B~nk lenping from the present level, to say, $ · lion 

. ~ lion a ear, _ _. Y74ich __ ~~_uld gr~aJ:ly increa$e the Bank's profile in _ ~urkey' s 
external debt further, the B k would understandably have to be satisfied t a aero­
economic policies would be con inued whicli lVe romlse o restorlng the economy 
qulc y o ealth and keeping it healthy and creditworthy therea ter. t e 
short-term economic stabilization package with the IMF, together with assurance s 
he has heard during his visit on key medium-term economic issues, reassure him ··· 
that a larger Bank program would be justified, he might indicate his willinr ness 
to proceed on that basis. He should ho ontinue Bank 
involvement at that level, it would b essential for the Bank nd mutually 
advantageous , to exchange views more frequent an has .been done 
so far, and as a matter of routine, on major macro and sector matters. 

9. Mr. McNamara might add that if an effective and well staffed Coordination 
Unit in the Prime Ministry becomes operative soon, he is confident that this 
type of macro-economic, sector and operational dialogue would become easier, 
and the Unit would foster better understandings and strengthen relationships 
further, while efficiently implementing ongoing projects and a largely expanded 
future pipelin~. · 

10. Mr. McNamara might then indicate that as a special case, and _i_n __ ~--
stabilization package agreed by Turke with the IMF and 
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. . · q~ .~~ 
/~~~ 

lt .~ ~/:!/ 
imports program loan, visits Turke in late A ril. In view of the Benk's ~~ 
difficulties in providing a loan i:o meet cost overruns on existing p,roj ects, ~ ----f" 
he might also suggest that an import program loan would be contingent on the ~ 
Government's commitment t that the monies in Turkey's import ~ill which such ~ "' I 

a loan would replace, would be channelled by the Government to meet the ~7~ · 
foreign exchange shortfalls in the Bank's ongoing projects in this and the ~~ 
next fiscal year. He might add that the provision of an import program loan 
in early FY79 and the slippage of one of the FY78 projects into FY79 (as the 1 

Government itself might propose) wou.ld have to be accommodated in the total~ 
Bank lending in FY79. 

11. Mr. McNamara should, however, the need t~anticipate She 
:.:;:~~~~~~,._,~Qr..tf~ • c t s' and urge the 

Government to explore well in advance of appraisal, the possiblfty of 
obtaining el fina n for th om commercial and official 
sources. He might add that the Bank would be ready to assist Tur ey 1n this 
effort, especially from Arab sources which Turkey has barely tapped so far, 
but the initiative and imaginative efforts in putting a viable financing 
package together, should essentially be a Turkish effort. 
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I. Background 

TOPIC V 

NEED FOR CONTINUING POLICY DIALOGUE 
ON MACRO AND SECTOR MATTERS 

(Reference Material: Annex G(iii) 

ANNEX F (v) 

1. Considering that Turkey is a major Bank borrower in the EMENA 
Region, the dialogue which the Government has had with the Bank in 
recent years, _ on ma_crn and sector matters, has been ~Glat1ue'y limited 
'despite repeated attempts ~o enlarge it. Until recently, policy 
discussions on economic issues have largely been conducted within the 
framework of economic missions only. A basic economic ~mission visited 
Turkey in May 1973 at the beginning of the Third Five-Year Plan (1973-77). 
The mission report was published in 1975. Since then, two updating 
missions have visited Turkey, the last one in April 1976. Despite 
these missions, the exchange of views with the Turkish auth9rities on 
major macro and sector matters has fallen short of _needs. 

2. In this background, when Mr. Erbakan, Deputy Prime Minister 
responsible for economic matters in the previous Government, requested a 
high level policy dialogue mission, despite the reluctance of the 
Justice Party Finance Minister and his colleagues, the Bank responded 
by sending a mission led by Mr. Bart in March 1977. The mission 
discussed economic and sector policy issues, including investment prio­
rities, public sector financing, SEEs' pricing and management, interest 
rates, and operational issues. These discussions helped to bring to 
the attention of the highest levels in the Government, the Bank's macro 
economic concerns with regard to Turkey and the problems and issues 
which had stymied the Bank's efforts at sector improvement and project 
implementation. Similar dialogues have been conducted by Messrs. Davar • 

1 

and Pollan, parallel with the periodic Joint Problem Project Reviews. 
• -,jl ., 

These higher level discussions have been useful, and need to be 
continued at appropriate intervals in the future. 

' . . 

3. Economic Work. Due to continued political cris-es in 1977, and 
the negotiations with the IMF on its Standby Arrangements, the Government 
has not found it possible to accommodate any economic or -sector missions, 
after the aforementioned Bart mission. Consequently, no Bank updating 
mission could visit Turkey last year. It might however be noted, that 
at his meeting with Mr. McNamara during the last Annual Meetings, former 
Finance Minister Bilgehan issued an invitation to'the Bank to undertake 
a review of the draft Fourth Five-Year Plan (1978-82), so that the 
Bank's advice could be considered and to the extent possible reflected, 
before the draft Plan is finalized for the Government's approval. However, 
the preparation of this draft Plan has been so far held up. Now that the 
1978 Annual Program and Budget as well as the short-term economic 
~tabilization package has been agreed with the I~, the Ecevit government's 
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attention will now be directed to producing a raft in 
· which the 1978 Arinual Program ·will be dovetailed as ase. 
·rt aims at finalizing t .h.is draft, in time for it to be approved by the 
Government and the Parliament b October November 1978. Whenever the 
draft is ready, the B should offer to undertake its review, in the · · 
context of the medium and long term pro lems and prospects o the 
economy, along th~ lines of our basic economic mission in 1973. Indeed, 
some preliminary preparation work has already been done by the Bank for 
such an exercise, and a mission geared for such work in late FY78, has 
been shifted to FY79. ~ 

4. . Sector Work. The Government has traditional! resisted sect r 
missions. In line with Mr. McNamara s decision during~th~ Management 
Review of the Turkey CPP in 1976, the Region made the Govern~ent fully 
aware ~hat a re ew and analysis of sectors of major Bank involvement 
in Turkey, was essential to provide the policy underp nnings for continued, • 
and perhaps expanded, Bank involvement in those sectors. As a result, 
after considerable persuasion, the previous Governments grudgingly 
accepted some sector mission in 1976/77. An Industrial Sector mission 
visited Turkey in mid 1976, with the limited focus of evaluating problems 
and prospects for export-oriented industries, together with the identifi­
cation of export-oriented prospects in the fields of textiles and leather. 
Similarly, after substantial efforts, agricultural and urban sector 
missions visited Turkey in late 1976 and early 1977. The cooperation 
extended to all of them has been checkered. Government's comments on 
some of the draft reports, have been obtained only after persistent 
efforts by the Bank. The Bank has long since indicated to the previous 
Governments, as well as to the new one, its readiness to mo le 
E ·ssion in s ring this year. The response has been positive, 
although no fixed dates have yet been proposed by the Government. , , 

5. Similarly, in April 1975, after considerable persuasion, the 
Government accepted the Bank's offer of limited technical advice on a 
financial sector study designed to analyze difficult macro economic 
problems relevant to the fiscalization of savings and to propose .policy 
alternatives to the Government to ensure sound resource mobilization and 
allocation. Two Bank missions visited Tur key for these di scussions, and 
helped the Government formulate appropriate Terms of Reference. Various 
Turkish sub-studies are understood to have since been largely completed 

.... '\ 

by the Government, based. on these TORs. However, the Government has 
avoided discussing with the Bank, the work so far done; despite our 
repeated efforts. It is however quite possible that the approach of the 
new Ecevit Government to sector work, sector policy analysis and discus­
sions, might be more forthright and positive. The macro economic aspects, 
as well as certain sector issues, germane to the Bank operations, are 
such, that it is es~ential to establish an understanding with the Govern­
ment for continuing policy dialogue, and Turkish cooperation on such work, 
to provide the underpinnings for a largely expanded Bank lending program 
following economic recovery measures that the new Government may undertake. 

·., ... . 
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· II. Possible Position 

7. In this background, Mr. McNamara might wish to suggest that: 

(a) once a short term stabilization program has been worked 
out by Turkey with the IMF, the Bank would wish to 
update its economic information and analysis, to 
support the case for the resumption of Bank lending 
to its Executive Directors; 

(b) an expanded Bank program would require a policy dialogue 
on the medium term growth policy and investment strategy 
in the context of a review of a draft of the Fourth 
Five-Year Plan, prior to its being finalized for 
Government consideration; 

(c) the Bank could usefully assist Turkey in its financial 
sector study and in undertaking work in the future, o~ 
major macro issues such as economic policies for stimu­
lating exports, SEE pricing and similar issues; and 

\ . ·..,;, · ·~ 
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(d) it wouid be essential, in order to pave the way for 
a larger Bank support to Turkey in the long-term, 
to ~intain a close dialogue between the Bank and the 
Turkish officials as a matter of routine, say twice a 

on major macro economic an4 sector issues. ~ 

8. It is important, that while making these points, care is taken 
to assuage the Government's possible reaction that such a dialogue may 
leaQ to some dictation by the Bank on matters of economic policy. The 

· accent in making these points might be that such a continuing dialogue 
is needed between partners in development. This might elicit a more 
favorable and positive reaction. 

I . ~ - ~ 



7 

WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Robert McNamara DATE : March 31, 1978 

FROM: Moeen A. Qureshi 

SUBJECT: Your Visit to Turkey - Matters Concerning IFC 

1. For your forthcoming visit to Turkey, I thought I would 
enumerate a few points concerning IFC's role in Turkey which may 
come up in your discussions with the Government. 

2. . I understand that negotiations regarding acceptance and 
implementation of the IMF's proposed stabilization program have just 
been satisfactorily concluded. Given the economic circumstances 
prevailing and the fact that recovery in Turkey will be a slow'· gradual 
process, IFC is unlikely to go ahead with · reconnnending any new investments 
for approval in FY7_8·. As you know, three i s in a very advanced 
sta of rocessing have been held up for sometime but we ope to pro d 
with these early 1n the next isca year. o as to avoid_ giving the wrong 
signals, we have held back our promotional efforts in Turkey during FY7_8· 
but I am prepared to resume these activities in the very near future once 
the Government has announced the policies it intends to pursue and the 
measures it plans to take toward resuscitat~ng investment. 

3 In contrast to the very satisfactory relations that we have with 
project sponsors in the Turkish private sector, some complications have 
arisen in our dialogue with the Government on matters relating to Law 6224, 
which could affect adversely IFC's role as an equity investor in Turkey. 

4. . The problem, in a nutshell, is that we are faced with a somewhat 
paradoxical situation in the case of two of IFC's clients where IFC has been 
asked by the Government to dispose of its share at an unrealistically low 

at a time when ot · t ese clients are n t e r et 
funds for major expansions. Further complications have 

recently arisen wi'tb·. respect to rates of exchan e applicable for 
~uity disbursements which could ut IFC in a potent eous 
position in making such investments. As a resu t, two IFC equity commitments 
(Borusa; and Asil Celik) remain undisbursed pending Government legislation. 

5. In the event that these matters come up during your discussions 
with Turkish authorities, I believe it would be most helpful if you could 
re-affirm that IFC's main concern is to be as helpful as it can in assisting 
the orderly recovery of the private sector. In this connection, IFC could 
make a potentially valuable contribution as a shareholder in many instances 
and that many of the problems which have arisen as a result of implementation 
of Law 6224. in connection with IFC's equity investment Gould he resolved if~ 
as in Mexico and some other countries IFC were regarded as a "local11 

1nvestor u aw. 
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6. In this connection, you may also wish to indicate IFC 
remains ready to assist the authorities in any areas which consider 
to be of high priority. My own view is that I~F~C~c~o~u~l~dwd~o~~;..w;;o,....:;.._..&.&.&._ 
three key areas: (a) encouraging private interests in the 
sector to improve the pro uc 1v y o some of their 

~------~~_.--~~--and to invest in ancillary services such as storage an 
(b) assisting with the development and expansion of labor industries in 
the manufacturing sector aimed at ex ortin to EEC mar ets w 1c would 
utilize Turkey's considerable locational low cost labor advantages; and 
(c) continuing in our efforts to assist some of more cr thy 
enter rises to establish their own ooting in international cap tal 
markets. n addition IFC might have some ro e n ass s ng n e 
development of appropriate policies and investments for developing 
Turkey's considerable attraction as a tourist area. 

7. I had the opportunity to meet Turkey's new Minister of Finance 
during his recent visit to Washington and I have indicated to him my 
willingness to visit Turkey, or to send one of my senior colleagues to 
have a comprehensive exchange of views with the Government regarding 
IFC's future role and program of work in Turkey. 

8. For your convenient reference, I have attached to this memorandum: 
(a) a summary of IFC's investments as of January 1978; (b) a list of 
active projects under consideration; and (c) some recent correspondence with 
the Turkish authorities on the problems I mentioned in paragraphs 3 and 4 
above. 



TIJRKEY - SUMHARY OF IF:; INVEffMENTS 
AS OF JANUARY 31. 1978-

AN~EX 1 ---

Undisbursed 
Held Including Investment 

Number 
Fiscal 
Year Obligor 

Type of 
Business Equity Loan Total by IFC ,!:trticipations 

----------------US$ Millions----------------------

64TU, 122TU 
149TU, 220TU 
245TU, 64-lTU 
310TU, 328TU 

112TU, 155TU 
180TU, 211TU 

159TU, 189TU 

178TU 

184TU, 320TU 

248TU 

269TU 

281TU 

299TU 

302TU 

309TU 

342TU 

1964, 1967 
1969, 1972 
1973, 1975 
1976, 1977 

1966, 1969 
1971, 1972 

1970, 1971 

1970 

1971, 1975 

1973 

1974 

1974 

1975 

1975 

1975 

1975 

1976 

Turkiye Sinai Kalkinma 
Bankasi A.S. 

Sentetik Iplik 
Fabrikalari A.S. 

Viking Kagit ve Seluloz 
A.S. 

Development 
Finance 

Textiles 

Pulp, Paper 
and Paper 
Products 

.3. 32 

1.42 

0.67 

Anadolu Cam Sanayii A. S. Glass and Glc.ss 1. 58 
Products 

Nasas Aluminyum Sanayii Aluminum SheE:ts 1. 37 

Akdeniz Turistik Tesisler Tourism 0.27 
· A.S. 

Borusan Gemlik Boru 
Tesisleri A.S. 

Aksa Akri1ik Kimya 
Sanayii A.S. 

Kartaltepe Mensucat 
Fabrikasi T.A.S. 

Sasa Sun'i ve Sentetik 
Elyaf Sanayii A.S. 

Aslan ve Eskihisar 
Muttehit Cimento ve su 
Kireci Fabrikalari A.S. 

Doktas Dokumculuk 
Ticaret ve Sanayii A.S. 

Asi1 Celik Sanayi ve 
Ticaret A.S. 

Steel Pipe 

Textiles 

Textiles 

Chemicals 

Cement 

Iron Foundry 

Iron and 
Steel 

0.64 

1.37 

2.83 

TOTAL 13.47 

!/ Prior to this date the Board of Directors of IFC approved on 
May 24, 1977 a fourth loan to TSKB of up to US$50 million, of 
which US$10 million would be for IFC's own account and the 
balance to be placed with participants. 

IFC-E&HE/Finance & Management 
March 14, 1978. 

60.00 63.32 16.25 

3.15 4.57 0.98 

2.50 3.17 2.39 

10.00 11.58 7.17 

8.58 9.95 5.54 

0.33 0.60 0.43 

3.60 4.24 2.93 0.20 

10.00 10.00 7.00 

1.30 1.30 1.02 

15.00 15.00 5.57 

10.60 10.60 5.55 

7.50 8.87 8.81 

12.00 14.83 14.83 

144.56 158.03 78.47 8.12 



Turkiye Sinai Kalkinma Bankasi A.S. 

Unaudited accounts for 1977 show a net profit of TL133.2 million 
compared to TL122.9 million in 1976. At December 31, 1977, TSKB's loan 
portfolio stood at TL7.5 billion compared with TL5.8 billion in 1976, 
and the equity portfolio increased to TL472.7 million from TL348.1 million 
during the same period. Since 1976, TSKB has increased its operations in 
less developed regions to over 50% of new investments (IFC/R75-39). 

Sentetik Iplik Fabrikalari A.S. 

IFC has made four investments in this Company, which was formed 
in 1962 to produce nylon and polyester yarn. The first three investments 
enabled the Company to expand its yarn capacity from 1,000 mty in 1965 
to 8,560 mty in 1972 in successive phases, and to add and later to expand 
its polymerization plant. The fourth investment, made through a pre-emptive 
rights issue, was used to finance a further expansion to enable the Company 
to produce nylon-66 and polyester yarns. The Company operates well. Sales 
in 1976 reached TL530 million compared to TL403 million in 1975 and profits 
increased from TL17 million to TL25 million. The 1977 results should be 
better than those for 1976. IFC is currently arranging for the sale of its 
shares in SIFAS (IFC/R75-47). 

Viking Kagit ve Seluloz A.S. 

IFC's investment helped finance the construction of a mill to produce 
13,500 mty of tissue and commercial wrapping paper and 5,000 mty of mechanical 
pulp. The mill was completed in 1971 at cost 50% higher than the original 
estimate due largely to a 67% devaluation of the Turkish currency during 
construction and the domestic inflation that followed. The Company has 
been unprofitable since startup, mainly because of increasing costs of 
raw materials and controlled domestic sales prices. Additionally, the cost 
overruns were financed for the most part with debt, which has placed an 
excessive burden of financial charges on the Company. As a result, Viking 
defaulted on obligations to its principal creditors. In 1977 the Company's 
operations and prospects improved resulting in an unaudited net profit of 
TL59 million. Viking is now current in its interest payments to IFC. 
Ways to refinance and restructure the Company are being studied. (IFC/R75-21). 

Anadolu Cam Sanayii A.S. 

The project is to establish a plant to produce 53,000 mty of flat glass 
and 80,000 mty of clear and amber glass containers at an estimated cost of 
TL300.7 million. The Company started commercial operations in June 1973, 
about 10 months behind schedule due mainly to delays in completion of civil 
work and in the development of the sand quarry. As a result of these delays, 
together with the devaluation of the Turkish Lira by 67% (August 1970) and 
additional working capital needs, the Company reported an overrun of 
TL221.0 million, which has been financed through additional loans and 
equity. As a result of low levels of production and higher than anticipated 
operating costs not offset by increased sales prices, the Company's accumulated 
losses amounted to about TL200 million through 1975. In 1975 arrangements 
were made for Turkiye Is Bankasi (TIB) to acquire a 30% interest in ACS 
through a share capital increase. At the same time an agreement was made to 
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market ACS' products jointly with those of the glass companies owned by 
TIB. A plan to reschedule the maturities on loans from ACS' major creditors, 
including IFC, has been implemented. With its first year of profitable 
operations in 1976, ACS has benefitted from the financial and organizational 
restructuring, and an unaudited net profit of TL94.8 million was achieved in 
1977. 

Nasas Aluminum Sanayii ve Ticaret A.S. 

IFC has made two investments in the Company which was established in 
1969 to make aluminum sheet and foil products. The Company has now a 
capacity to process 21,000 mty of aluminum ingots into 15,000 tons of 
sheet and 6,000 tons of foil products. During 1976, the Company's total 
sales increased from TL374 million to TL604 million and net profits increased 
from TL29 million to TL62 million. Results for 1977 are expected to show an 
improvement over 1976. IFC is currently arranging for the sale of its shares. 
(See Annex II for Nasas Expansion II). (IFC/R76-56). 

Akdeniz Turistik Tesisler, A.S. 

Construction of the 700-bed vacation village on Turkey's Mediterranean 
coast was completed in 1974 at a cost of US$5.5 million, compared with an 
original estimate a£ US$4.1 million. The Company has incurred small losses 
during its initial years of operation but achieved a small profit together 
with higher occupancy in 1977. Prospects are improved in light of the 
recent association of Club Mediterranee with the venture (IFC/R75-77). 

Borusan Gemlik Boru Tesisleri A.S. 

The project is to construct a new plant to produce 120,000 mty of 
welded steel gas and water pipe. The plant has been completed at a cost of 
TL300 million, twice the original estimate. IFC is exercising pre-emptive 
rights in connection with a share capital increase intended to cover 25% of 
the project cost overrun, although IFC's subscription is pending Government 
approval. The balance of the overrun is being covered by additional medium 
and longterm loans. After an initial loss of TL29 million in 1975, Borusan's 
profitability improved slowly in 1976 and 1977, but production reached only 38% 
of capacity in 1977. (IFC/R76-62). 

Aksa Akrilik Kimya Sanayii A.S. 

The project is to expand the Company's facilities for the production 
of acrylic fiber from 9,000 mty to 25,000 mty. The project has been completed 
at a cost of TL665 million as compared with the original estimate of TL725 million. 
The reduction was mainly due to revaluation of the Turkish Lira with respect 
to the Italian Lira. During 1976, Aksa's sales increased from TL376 million 
to TL546 million and net profits increased from TL 19 m8llion to TL47 million. 
The performance during 1977 is expected to exceed that of 1976. (IFC/R76-56). 

Kartaltepe Mensucat Fabrikasi T.A.S. 

The project consists of the construction and operation of a new 
integrated textile plant with capacity for about 2,400 mty of yarn and 
about 10.6 million meters per year of woven material. The mill also has 
capacity for finishing, dyeing and printing o between 15 to 20 million 
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meters of fabric per year. Total project cost was estimated at TL266 million. 
The project was completed at a cost close to the original estimate early in 
1976. The Company is currently experiencing a price-cost squeeze, exacerbated 
by labor unrest. It has remained current on its debt servicing. 

Sasa Sun'i ve Sentetik Elyaf Sanayii A.S. 

The project is to construct and operate a new plant to produce 60,000 
mty of dimethyl terephalate (DMT) as a raw material for its existing operations. 
Project cost is estimated at TL687.5 million of which IFC and a participant are 
providing US$15.0 million in loans. The project was completed in the third 
quarter of 1977 with an anticipated 46% overrun. SASA's operations regained 
profitability in 1976 after a loss in 1975 due to a downturn in the textile 
market. Profitable operations were achieved in 1977, and are expected to 
continue in 1978. SASA has made additional borrowings to cover its cashflow 
shortfall and cost overruns (IFC/R75-41). 

Aslan ve Eskihisa Muttehit Cimento ve Su Kireci Fabrikalari, A.S. 

The project is to expand and modernize an existing cement plant. The 
project was completed by August 1977, eight months behind schedule at a cost 
which exceeded the originally estimated TL413 million by about 33%. Owing 
to the cost overrun and unexpected losses caused by increased operating costs 
and controlled cement prices, the Company experienced financial difficulties. 
It has increased its_ share capital and has benefitted from a recent increase 
in cement prices of about 78%. It is current in its payments to IFC. 

Doktas Dokumculuk Ticaret ve Sanayii A.S. 

The project is to construct and operate a foundry for the manufacture 
of gray iron castings for the Turkish tractor and automotive industries. The 
project was completed in early 1977 at a total cost of TL593 million, about 24% 
above the original estimate. The loan portion of the investment was approved 
in 1976 by the Turkish Government and approval of the equity portion was 
granted in mid 1977. Doktas experienced marketing difficulties in its first 
year of operations due to a downturn in the domestic automotive sector arising 
from foreign exchange restrictions on imported components, resulting in an 
unaudited loss of TL58 million. (IFC/75-12). 

Asil Celik Sanayi ve Ticaret A.S. 

The project is to construct and operate a plant for the production 
of 80,000 mty of special steels for the Turkish automotive, tractor and 
commercial vehicle industries. The project cost is estimated at TL1,527.4 
million as a loan and about US$4.1 million in equity, Japanese suppliers 
credits (US$38.1 million) and local loan and equity sources. The project 
is expected to be completed in mid 1979. Approval of the loan portion of the 
IFC investment was granted but approval of the equity portion is still pending 
issuance of a Government decree. (IFC/R76-32). 



ANNEX 2 

TURKEY 

ACTIVE PROJECTS 

PROJECTS UNDER CONSIDERATION 

Istanbul Segman Sanayi A.S. (Isas): The project envisages a new plant for 
the production of 12 million piston rings and 1.2 million cylinder liners 
for gasoline and diesel engines used in passenger cars, trucks, tractors 
and buses. The plant will be located near Adapazari about 140 km east of 
Istanbul, and is scheduled for completion in September 1979. During 
March 1977 an IFC appraisal mission identified the issues related to 
the project, primarily licensing and technical assistance arrangements 
and selection of equipment. The total project cost was estimated at 
about $38 million, of which $23 million is required in foreign exchange. 
IFC has been requested to consider an equity participation of about 10% 
and to provide a longterm loan of about $8 million. 

NASAS (Expansion II): We are considering Nasas' proposal to further expand 
capacity for mill rolled sheet to approximately 45,000 tons. Of the 
additional 22,500 tons capacity, 15,000 tons is to be sold as coiled strip 
and sheet fabricated products, while the remainder is to be fabricated into 
containers (4,200 tons) and finished strip (3,300 tons). The project cost 
is estimated at $23 million including a foreign exchange component of about 
$19 million for which an IFC loan has been requested. We are considering 
loan contingent on the sale of participations with about $7.5 million held 
by IFC. The project implementation has been made subject to the sale of 
IFC's shares to Turkish investors through the mechanism of the Certificate 
of Encouragement which would make the project exempt from import duties. 
IFC was contemplating such sale in any event, but the price at which 
the Turkish Government will permit repatriation of the proceeds is too low 
and new negotiations will be necessary. Consequently, work on the project 
has been halted temporarily. 

Tekfen/Toros Fertilizer Project: We have taken a preliminary look at a pro­
posal to establish a 330,000 mty NPK compound fertilizer plant near Ceyhan 
in southern Turkey, The project cost estimated by the sponsors is about 
$23 million including a foreign exchange component of about $9 million. 
We might consider making an investment of about $5 million in loan and equity, 
pending satisfactory economic evaluation of state-controlled product pricing 
and input contracting that influence the profitability of the industry. 

Polifan OPP Film Project: We are considering this project developed by TSKB 
as an opportunity to invest in a less developed region of Turkey (Trabzon). 
The project is to set up a plant to produce 3,200 mty of OPP film, a clear 
plastic wrapping material, used as a superior substitute for cellophane 
wrapping. The project cost is estimated at about $15 million including 
a foreign exchange component of about $8 million. We envisage a loan of 
about $4 million from IFC and the balance from TSKB (on IBRD sub-loan). 
An IFC participation of 10% in the equity has also been requested. 
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Ege Mosan Loan 

On May 20, 1977 we telexed the Ministry of Finance seeking their no 
objection to the proposed loan to Ege Mosan to establish a new plant for 
the manufacture of moped engines near Izmir. By telexes of June 3, 1977 
and August 25, 1977 we learned that their affirmative response was delayed 
due to a delay by the Ministry of Industry and Technology in approving the 
licensing agreement between the company and Peugeot of France. 

We should seek a status report on the likely timing of this approval 
in order to schedule our Board presentation. 

Other Projects: We have identified a number of projects for some of which 
feasibility studies have been provided including float glass, steel 
reinforcing bars, textiles, shipyard, pharmaceutical capsules, a forge and 
heavy earthmoving equipment, gear manufacture, diesel engines and tractors. 
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. Q International Finance Corporation 1818 H Street, N.W. (202) 393-6360 

Washington, D.C. 20433 Cable Address: CORINTFIN 

p U.S.A. 

v March 21, 1978 

Mr. Vural Gucsavas 
Secretary-General 
General Directorate of the Treasury 

and the Int.ernational Economic Co-operation 
Organization 

Ministry of Finance 
Ankara 
Turkey 

Dear Mr. Gucsavas: 

I was pleased to learn of your appointment as Secretary-General 
in the Treasury and we in IFC look forward to working with you on issues 
of mutual interest. 

I am writing to you now to bring to your attention an issue which 
IFC currently faces in its operations in Turkey. This issue is related to 
the sale of shares held by IFC in two Turkish companies and is explained 
in detail in the attachment. I am concerned that IFC's role and posture 
in this matter might be misunderstood and that unless this issue is resolved, 
it could limit our effectiveness at a time when we are most anxious to be of 
help. 

The problem is very briefly as follows. IFC had reached an 
agreement with Turkish investors to sell its shareholdings in two Turkish 
companies, (Nasas Aluminyum Sanayii ve Ticareti A.S. and Sentetik Iplik 
Fabrikalari A.S.) in which IFC is both an equity partner and a lender. 

The price which had been agreed would have given IFC a responsible 
return on its investment in dollar terms, and which was equally attractive 
to the potential buyers given the local market price and the future prospects 
of the companies. I am informed that when these sales proposals were reviewed 
by the Ministry of Finance, it determined sales prices for remittance purposes 
that resulted in proceeds to IFC that were below our offers and considerably 
below the market price in Turkey. For reasons that are explained in the 
attachment, I could not propose a sale under these conditions to our Board 
of Directors because I could not justify the prices that were set by the 
Ministry. 

The situation is now complicated by the fact that both companies 
are contemplating expansion projects. In the Certificates of Encouragement 
that were issued to them by the Government, it was indicated that they could 
proceed to expand their capacity only if IFC first divested itself of its 
equity in these companies. 

ITT 440098 ·RCA 248423 ·Western Union 64145 
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We were puzzled by this requirement because IFC has a firm · 
policy of investing only with Government approval and of selling its 
investments to Turkish investors when they have reached a mature stage. 

I am concerned about this matter because it is my continuing 
endeavour to have full understanding and agreement between the Government 
of Turkey and IFC on the policies that we pursue in Turkey. These policies 
are common to all our member countries and are designed only to assist in 
their economic development. I would therefore very much appreciate it 
if the issue indicated in the attachment could be examined and that we 
try to find a solution. 

Encls. 

Thank you for your assistance and I look forward to your reply. 

With best personal regards, 

Yours sincerely, 

Moeen A. Qureshi 
Executive Vice President 

cc: Mr. Jacques de Groote, Executive Director 
Mr. Tunc Bilget, Alternate Executive Director 
Mr. Asaf Guven, Economic Counsellor, Embassy of Turkey 



Attachment I 
IFC SHARE SALES 

In early 1977, IFC reached a tentative agreement with Turkiye 
Sinai Kredi Bankasi (TSKB) and Mr. Kamil Yazici, who was acting on 
behalf of a group of shareholders, to sell to each one half respectively 
of the 19,050 shares of NASAS held by IFC. Almost simultaneously, an 
agreement was reached with Taylan Holding and Halifleks, on behalf of 
other shareholders of SIFAS, to sell its 7,550 shares of SIFAS. IFC . 
extended formal offers to these Turkish investors on July 29, 1977 (NASAS) 
and August 1, 1977 (SIFAS), respectively. Copies of the agreed terms were 
sent by telex to the Ministry of Finance in September 1977 (Attachment II). 
The terms and conditions were provided in the investment summaries of NASAS 
and SIFAS, respectively, which are attached as Attachments III and IV. 

Once agreement was reached on the price, details of the transaction 
were reviewed by the Ministry of Finance to determine whether the agreed 
price was appropriate in terms of determining remittance to IFC of the 
proceeds of the sale. In the interim, the time limit on IFC's offer 
expired and there was a 10% devaluation • . IFC was recently advised of the 
price for both NASAS and SIFAS shares that the Ministry has determined as 
reasonable for remittance purposes. 

Since the time of IFC's offers in July, considerable time has 
elapsed and we no longer consider our earlier offers as representing an 
appropriate or fair price. The values set by the Ministry, in our view, 
do not reflect the values of NASAS and SIFAS as going concerns. Moreover, 
there has now been a further alignment of the Turkish Lira as a result of 
which the dollar proceeds are significantly less than that agreed with the 
buyers. Finally, the sales would, at the established price, be considerably 
below market value in Turkey and would provide IFC with a return which is 
simply too low given the present and projected outlook for both companies. 

Our understanding that the Ministry's determination of a reasonable 
price for repatriation purposes is essentially based on a calculation of 
the net worth of the Company divided by the shares outstanding. In 
determining whether an offer to buy is fair, IFC of course, in addition to 
book value, looks at other important parameters such as the going market 
price for the shares, prospective earnings of a company, as well as its 
returns to date. To conclude, IFC has told NASAS and SIFAS that it cannot accept 
the price determined by the Ministry of Finance. 

The situation is complicated by the fact that NASAS and SIFAS wish 
to expand their production and that the Certificates of Encouragement which 
they receive for their expansion plants, contain an explicit condition that 
IFC sell its shares in NASAS and SIFAS, respectively to Turkish investors 
within a period of nine months. IFC does not understand the reason for the 
inclusion of such condition in the Encouragement Certificate - since 
it is in any event IFC's firm policy to sell our shares at an appropriate 
time to Turkish investors at prices mutually agreed by buyer and seller -
and is now in the unfortunate position of having become an obstacle to 
expansion plans of NASAS and SIFAS since IFC is unable to sell the shares 
at the price determined by the Ministry of Finance. 
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IFC, in encouraging private enterprise in the developing countries, 
considers investment proposals from two points of view: that of an 
investment banker and that of a development institution. Every project 
in which IFC invests meets three basic conditions: 

~1) it is expected to earn a profit; 

(2) it should benefit the economy of the host country; and 

(3) local investors should participate in the project. 

IFC can, and does, control to a large extent the conditions under 
(2) and (3). IFC's past performance in Turkey with regard to the sale of 
its shares to local investors after a project has become operative and has 
established a stable record of sales and earnings, demonstrates that we 
are ready to dispose of the shareholding to local investors as soon as 
this can reasonably be done. IFC does not contemplate any change of this 
policy and will continue to promote eventual full local ownership of the 
companies in which we have made equity investments. 

The return to IFC on its equity investments is derived solely from 
the dividend payment and receipts from capital gains when the investment 
is sold: IFC has no side benefits. IFC, ·like other local investors 
experiences both profits and losses on its equity investments and endeavours 
to have, as a general rule, a sufficient number of profitable ventures to 
cover losses in the less successful ones. On the whole, this is the case 
with our Turkish portfolio as well. 

IFC has at several occasions discussed with officials of the 
Ministry of Finance the possibility of providing recognition of the special 
status of IFC from the various provisions of Law 6224 or the promulgation 
of special new legislation for IFC, which would equal IFC's position to 
that of local investors and would immensely facilitate IFC's investments 
in Turkey. Needless to say, IFC would still seek prior approval of the 
Government of Turkey for each investment and would continue to seek guidance 
for its general operations framework. 
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