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TURKEY'’S DEBT CRISES IN HISTORICAL
PERSPECTIVES : A CRITICAL ANALYSIS *

Fikret CEYHUN**

The paper critically examines Turkey’s debt crises in three episodes:
the liberalized foreign trade regime in the 1950s, import-substitution
industrialization (ISI) from the early 1960s to 1980, and export-led
industrialization (ELI) since 1980.

The failure of the liberal economic policy opened the way to a new
policy consideration in the 1960s. The ISI policy was adopted to avoid a
foreign exchange crunch. This policy, too, ran into trouble quickly because
there was insufficient industrial infrastructure to produce new capital goods,
lack of technical and skilled personnel as well as competent managerial and
entrepreneurial elite, and inadequate technical know- how. Lacking these,
Turkey’s industrialization depended on supplies from abroad, leading to a
debt crisis again, Turkey’s third in less than 30 years. Hence, Turkey saw debt
crises at three junctures: in 1957-58, 1969-70, and 1978-80.

As an alternative to ISI, ELI was launched in January, 1980. This time
the government of Turkey sought to overcome the foreign exchange barrier
by producing for export under ELI policy. The foreign exchange, thus earned,
would both mitigate the crushing debt service burden and finance needed
imports. However, the debt burden has increased further rather than
diminished during the last ten years. This paper examines why ELI failed.

1. INTRODUCTION

Turkey saw rapid changes beginning in the 1950s with an economic
liberalization program initiated by the newly elected government of Prime Minister
Adnan Menderes, whose Democrat Party came to power with a landslide election

* The first version was received in September, 1990.
**Professor of Economics, University of North Dakota, U.S.A. I am grateful to two anonymous
referees for comments on earlier drafts of this paper and to Oktar Tiirel for his comments and

patience. The present article owes its strength to them. I owe special thanks to the second
referee for his/her useful and insightful comments. I am, of course, solely responsible for

remaining errors and omissions. I would like to acknowledge gratefully the financial support for
this paper provided by the School of Business and Public Administration at the University
of North Dakota. I would like to thank Kristin Sorenson for her editorial assistance.



10 Fikret CEYHUN

victory in 1950. In post WW II, a financially powerful commercial bourgeoisie,
which made enormous profits from speculative activities! during the war,
emerged to compete with the landlords for influence. The ascendancy of the
Democrat Party, representing amongst other elements (including the new
commercial class), brought the comprador bourgeoisie to power and with it
laissez-faire capitalism. The Democrat Party’s emergence to power in 1950
marked a turning point for Turkey politically, economically, and socially. And
so the accumulation of commercial capital became the genesis of capitalist
development.“ Capitalism had the environment to flourish, and it did, for the
transition to capitalism, began in the 1940s, greatly accelerated during the
1950s.>

Also, the 1950s marked the beginning of Turkey’s rapid integration
into the world capitalist system. The integration brought about liberalization
of foreign trade and investment. The trade liberalization increased imports
of industrial raw materials, industrial and agricultural machinery and equipment.
These imports stimulated economic growth that Turkey had never seen
before. But the economic boom ended abruptly in the mid-fifties when
agricultural production, the primary foreign exchange earning sector, was
crippled by bad weather, causing the real gross domestic investment to
dip by 4 %, followed by a real per capita GDP decline of 5 %.* This
set the beginning of Turkey’s economic crisis, and the need for external
loans and eventually the IMF-imposed stabilization programme in 1958.
Thus Turxey’s debt crisis staried long before the Mexican crisis in 1982.
The crisis which began in the 1950s became worse in the late 1970s.
Turkey’s export earnings were barely paying for the oil import bills (IMF,
1982: 575), leaving othcr import items, which were essential for economic
development, to debt financing and income from services (especially the
guest workers’ repatriated earnings in Western Europe and the Middle East).
Turkey’s choice of dependent development increased her reliance on the
outside as she attempted to increase her economic growth despite the foreign
exchange shortages. Therefore, Turkey’s further integration into the world
capitalist system accelerated her debt crisis. Despite the fact that Turkey
followed protectionism for three decades, the total trade as percent of GDP
increased from 9.1 % in the 1950s to 11.2 % in the 1960s. 15.0 %
in the 1970s; and in the 1980s it had a big jump to 39.9 % [See Table
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Table 1 : Turkey’s External Account, 1970-88

NAME OF VARIABLES 1970-74 1975-79 1980-84 1985-88

1. Exports as percent of GDP, (average annual) 59 42 121 171
2. Imports as percent of GDP, (average annual) 11.7 10.8 19.9 22.8
3. Exports of primary products as percent of total exports, 69.0 68.0 39.7 229
(average annual)

4. Exports of manufactured products as percent of total exports,  21.7 25.5 48.1 66.2
(average annual)

5. Petroleum imports as percent of total exports, (average annual) 26.4 66.8 70.0 20.2
6. Share of petroleum and industrial products in total imports, %  98.4 96.5 96.0 84.2
7. Imports of industrial products gs percent of industrial output, 423 39.3 422 46.2
(average annual)

8. Imports of industrial products as percent of gross fixed 43.1 31.2 453 58.2
investment,

9. Gross fixed investment as percent of GDP, (average annual) 20.0 21.0 17.0 19.0
10. Merchandize (exports+imports)/GDP, percent 17.6 15.0 32.0 39.9

Sources: IMF, International Financial Statistics Yearbook, various years; LM.F.,
International Financial Statistics, Supplement on Trade Statistics, Supplement
Series, no. 4 (1982); the Central Bank of the Republic of Turkey, Annual Report, various
years; OECD, OECD Economic Surveys: Turkey, various years.

1, variable 10]. The external debt, which was less than $2 billion in
1970, climbed to $19 billion in 1980 and to $49.1 billion in 1990 (World
Debt Tables: 1991-92). In a period of less than 30 years, "Turkey faced
foreign exchange stringency at three junctures: in 1957-58, 1969-70, and
1978-80. Each episode involved IMF-supported programmes involving
stabilization with devaluation. Domestic political difficulties and unrest were
heightened at each instance, paving the way for military interventions in
1960, 1971, and 1980, mainly on grounds of restoring law and order."(Celasun
and Rodrik, 1989: 194). Each military intervention, especially the 1960
and 1980 coups, profoundly affected Turkey’s industrialization policy. Hence,
Turkey’s debt crisis has become a function and degree of her integration
into the world capitalist system.

Turkey has gone through three different stages of capitalist development
since 1950: the open economy experience in the early 1950s, import-substitution
industrialization (ISI) from the early 1960s to 1980, and export-led industrialization
(ELI) since 1980. The last two development strategies have been implemented
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to avert foreign exchange crises, and each failed. Consequently, Turkey’s
economic development has become hostage to the foreign exchange crisis.

The purpose of this paper is to analyze Turkey’s external debt crisis
during the last two phases of industrialization and examine the future prospects.

2. A BRIEF HISTORY OF TURKEY’S DEBT CRISIS

The foreign exchange crisis in the 1950s led to the IMF conditionality
requirements in 1958. The sharp devaluation of the Turkish lira (from
$1=2.80 liras to $1=9.00 liras), along with rising inflation and unemployment
increased opposition to the regime, as did the regime’s political repression.
Finally, the military overthrew the Democrat Party government of Adnan
Menderes in 1960.

The 1961 Constitution empowered the newly established State Planning
Organization to prepare five-year development plans with the idea of avoiding
the 1950s’ difficulties by implementing an ISI policy. Through the ISI
it was hoped that the disastrous foreign exchange crunch would be eliminated
by producing domestically what had been imported previously.

Notice that ISI depended upon foreign exchange earnings, even in
the very beginning, because the building of new factories required capital
goods -goods which had to be imported. Here was a circular trap: Turkey
had to establish factories to produce capital goods in order to avoid imports,
yet Turkey had to import in order to establish capital goods industries.
To be able to implement the foreign exchange bottleneck solution, Turkey
had to have foreign exchange. The trap could be avoided by strong sales
of agricultural and other primary products abroad; that is, during the vulnerable
initial implementation stages, foreign exchange earnings were a sine qua
non. However, prices for primary products fluctuated in world markets
and terms of trade consistently moved against Turkey [Diagram 1]. Furthermore,
agricultural output remained heavily affected by climatic conditions, which
are inherently variable -so the linchpin of ISI was undependable. Agriculture
could not be relied upon to generate the crucial foreign exchange; not
only was weather and hence output unpredictable, but agricultural products
have a low price elasticity of demand and so prices fell as a technologically
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Diagram 1 : The Trade Gap, 1965-88

1. Balance-of-payments data.

Source: OECD Economic Surveys: Turkev. 1989/1990, p. 82,
Diagram 18.

induced abundance saturated world markets. Moreover, Turkey tried to implement
ISI policy, establishing manufacturing industries, in order to lessen its dependence
on agriculture. Yet, the foreign exchange crisis kept Turkey dependent on
agriculture for foreign exchange earnings. The trap closed, forcing Turkey
to look for foreign exchange financing alternatives.

To supplement the disappointing agricultural earnings, Turkey began
to export people ("guest workers") initially to Western Europe and to the
Middle East in the 1970s and 1980s. By 1980 almost one million Turkish
workers had officially emigrated, but many others had emigrated illegally,
and by 1988 workers’ remittances had reached over $27.3 billion [See
Table 2]. In addition, Turkey obtained some medium and long-term loans
from international agencies, governments, and private banks; but when these
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Table 2 : Main Indicators to the Labour Market, 1970-88

VAR # NAME OF VARIABIE 1970 1971 1972 1973 1974

1 Average daily wages at 1975 prices, TL 83 80 76 78 75

2 Average daily wages at 1975 dollars 5.75 5.54 5.26 5.4 5.19

3 Number of strikes 111 97 14 22 45

4 Number of workers in strikes 25953 20016 7158 12284 21046

S Industrial accidents and occupational 145406 149150 160800 171201 180525
disease

6 Number of insured workers, 1000 1314 1405 1525 1649 1800

7 Workers' remittances, millions of dollars 273 471 740 1183 1426

8 Workers sent abroad, 1000 129.6 88.4 85.2 135.8 20

9 GDP deflator, index 1975=100 39.9 47.2 54.9 67 86.1

10 Wholesale price index, 1975=100 42 49 58 69 90

11 Consumer price index, 1975=100 42 51 58 67 82

12 Exchange rate, liras per dollar, 11.5 14.92 14.15 14.15 13.93
period average

VAR. # 1975 1976 1977 1978 1979 1980 1981

1 86 106 102 96 83 58 52

2 5.95 7.34 7.06 6.65 5.75 4.02 3.6

3 90 105 167 175 190 227 NA

4 25389 32899 59889 27208 39901 46216 NA

5 182906 197018 200323 194502 186430 160128 160674

6 1823 2018 2191 2206 2152 2205 2228

7 1312 983 982 983 1696 2071 2490

8 44 10.6 19.1 18.9 23.6 28.5 58.8

9 100 116 145 209 358 730 1136

10 100 116 143 215 354 735 1011

11 100 117 148 240 392 761 1047

12 14.44 16.05 18 24.28 31.08 76.04 111.22

VAR. # 1982 1983 1984 1985 1986 1987 1988

1 50 53 50 46 43 46 42

2 3.46 3.67 3.46 3.18 2.87 3.07 2.8

3 NA NA 5 21 21 307 156

4 NA NA 561 2410 7926 29734 30057

5 147669 145882 153249 140000 NA NA NA

6 2265 2327 2439 2462 NA NA NA

7 2140 1513 1807 1714 1634 2021 1755

8 49.4 52.5 45.8 474 35.6 40.8 53

9 1321 1686 2336 3372 4404 6038 10171

10 1272 1658 2504 3510 4549 6005 10106

11 1389 1790 2681 3645 4906 6815 11953

12 162.55 225.46 366.68 591.98 674.51 857.21 1422.25

Sources: State Institute of Statistics, Statistical Yearbook of Turkey, various years; the Central

Bank of the Republic of Turkey, Annual Report, various years; IMF, International Financial Statistics
Yearbook, various years; IMF, International Financial Statistics, Supplement on Trade Statistics,
Supplement Series, no. 4 (1982); TUS{jAD, The Turkish Economy, various years; and OECD, OECD
Economic Surveys: Turkey, various years.
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loans proved insufficient, shori-term borrowing was heavily used to relieve
liquidity pressures. "Turkey. . . resorted to the buoyant international capital
markets and borrowed heavily on a short-term basis. . . . The heavy
reliance on short-term borrowing, however, proved costly, as the sharp
increase in the external debt burden led to a loss in creditworthiness and,
finally, to a full-scale payments crisis in 1977." (Senses,1985:135).

Despite loans and workers’ repatriated earnings, the demand for foreign
exchange was never satisfied during the 1970s. Turkey sustained high growth
rates in GNP in the 1970s through external financing, despite the severe
world economic slump of 1974-75.% As can be seen from Table 3, the
investment-GDP ratio exceeds the saving-GDP ratio. Imports of machinery
and industrial raw materials were allowed to grow and they were financed
by external debt. The rising debt service burden absorbed an increasing
share of export earnings; thus, the foreign exchange bottleneck was re-erected
rather than dissipated. Senses (1985: 132-3) says that:

"The principal problem confronting the economy has been the
familiar one of pursuing import-substitution beyond the limits
of available resources and ensuing pressures on the balance
of payments. . .. As the import-substitution process gradually
spread from light consumer manufactures into the more demanding
area of consumer durables and producers’ goods production,
however, further growth of manufacturing has become increasingly
more dependent on imports of raw materials and capital goods,
in view of the inability of the domestic economy to cater
for them. The growth of exports from the manufacturing sector.
.. has been hampered by high costs and overall inefficiency.
. . .The ensuing sluggish export performance of this sector,
viewed against the rapid growth of its demand for imports,
has therefore, put a heavy strain on the balance of payments
and led to a situation in which the bulk of the scarce foreign
exchange resources became ‘frozen’ in the very sector which
utilized them most wastefully. With exports, as the main source
of finance for the import requirements of the manufacturing
sector, showing little growth and remaining heavily dependent
on the low productivity agricultural sector, the task of alleviating
the pressures on the balance of payments created by this inward-looking
strategy has, therefore, fallen increasingly on the inflow of

"

foreign resources. . . .".
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Table 3 : Turkey’s Debt Position, 1970-90
(Millions of Dollars)

NAME OF VARIABLE 1970 1975 1980 1985 1987 1990
1. Total Debt Stock (EDT) 1,960 3,585 19,040 25,977 40,818 49,149
2. Total Debt Service (TDS) 170 262 1,044 3,524 4,576 7.102
3. Net Transfers (NT) 159 32 1,317 -778 -394 -293

4. Exports of Goods and Services (XGS) 1,049 3,330 5,742 13,101 16,454 25,205
5. Imports of Goods and Services (MGS) 1,150 5,103 9,251 14,415 17,838 29,086

6.GNP 12,574 35,785 55,801 51,445 65,396 106,100
7. EDT/GNP (%) 15.6 10.0 34.1 50.5 62.7 46.3
8. TDS/GNP (%) 1.4 0.7 19 69 7.0 6.7

9. EDT/XGS (%) 186.8 107.7 331.6 198.3 248.1 195.0
10. TDS/XGS (%) 16.2 79 18.2 26.9 278 28.2
11. Budget Deficits/GNP (%) -1.0 6.3 39 3.0 4.2 -4.70)
12. Investment/GDP (%) 19.8 23.2 21.9 21.1 25.4 22.4()
13. Saving/GDP (%) 175 15.0 14.1 17.9 235 NA
14. Current Account Balance -44 -1,648 -3,409 -1,030 -984 -2,616
15. Average Maturity of all Loans (years) 19.0 14.2 16.2 11.0 11.4 10.3
16. Interest on All Loans (%) 3.6 71 83 8.6 6.7 89

Sources: OECD Economic Surveys: Turkey, various years; World Tables, 1988-89 and
1991 editions; World Debt Tables, 1988-89, 1989-90, and 1991-92 editions, vol. 1 & 2.

(*) For 1989 only.

Lenders balked at requests for new loans and rescheduling the old
ones; so Turkey had little choice but to accept IMF austerity measures
in return for IMF assistance and solutions. The 1977-78 foreign exchange
crisis forced Turkey to enter rescheduling agreements with IMF and the
lending banks. "Although Turkey succeeded to schedule between 1978 and
1980 $9.2 billion of its debt (representing about 60 % of the total outstanding
and disbursed debt at the end of 1978) the foreign exchange crisis persisted."
(Milanovic, 1986: 1). When IMF austerity was implemented many bankruptcies
ensued and were accompanied in the late 1970s by unemployment rates
over 20 % -a historical high (Financial Times, 1984). Again, the resultant
economic disruptions and political violence led to a military coup, Turkey’s
third, on September 12, 1980.

3. DEBT CRISIS: TRANSITION FROM ISI TO ELI

ISI never solved the imports-foreign exchange dilemma, and Turkey’s
trade balance worsened from $1.28 billion (1.6% of GNP) in the 1950s
to about $20.2 billion (6.4% of GNP) in the 1970s [See Table 4]. Nor
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Table 4 : Turkey’s Foreign Trade and GDP, 1950-89

Variables 1950-59 1960-69 1970-7 1980-89

1. Merchandise (fob)
Exports (millions of dollars) 3,234 4,338 14,662 76,431
Imoorts (millions of dollars) 4,367 6,359 34,880 108,887
Trade deficits (millions of dollars) 1,280 2,030 20,220 32,313

2. Imports of industrial products 2,300' 4,982 28,493 72,569

3. Trade deficits as percent of exports 39.6 46.8 137.9 423

4. Trade deficits as percent of GDP 1.6 2.3 6.4 5.2

5. Exports as percent of imports 70.1 68.2 42.0 70.2

6. Average annual rate of grgwth in GDP(%) 5.3 6.1 5.7 4.4

7. Average annual rate of growth in

industrial output 10.5 14.0 7.6 5.9

8. GDP ($106) 77,503 92,536 318,004 622,652

Sources: IMF, International Financial Statistics Yearbook, various years; OECD,
National Accounts, 1960-1987, vol.1: Main Aggregates; The World Bank, World
Tables, 1988-89 edition; OECD, OECD Economic Surveys: Turkey, 1989/1990; for
1989 data: the Central Bank of the Republic of Turkey, Quarterly Bulletin, 1989:IV. and
the Business Bank of Turkey, Economic Indicators of Turkey, 1985-1988.

(*) 1953-59 only.

did it solve Turkey’s import dependency. Imports of industrial products
were $28.5 billion during the 1970s, representing more than a fivefold
increase of the 1960s imports and more than a twelvefold increase of
the 1950s imports, which were only $2.3 billion [Table 4]. Though imports
as a percentage of GDP were 6.4 % during the late 1960s and 11 %
in the 1970s, they reached 23 % about a decade later [Table 1, variable
2]. Meanwhile, exports as a percentage of GDP were stable at around
5 % from the 1950s through the 1970s, but the percentage tripled in
the 1980s [Table 1, variable 1].

The import dependency of industrial output increased. During the 1970s,
with ISI in place, imports of industrial goods as a percentage of industrial
output rose 12.5 % over the previous decade, and their rise continued
in the 1980s, reaching 46 % [Table 1, variable 7]. Imports of industrial
products, most of which are capital goods, as percent of gross fixed capital
formation kept rising with industrialization as well [Table 1, variable 8].
Dependency on imports tended to increase with industrialization.” The Turkish
Industrialists and Businessmen’s Association (TUSIAD as Turkish acronym)
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has recorded a strong dependency on imports. The association notes that
"the only sector which systematically exported more than it has imported
is textiles." (TUSIAD, 1982: 104). Since exports as a percentage of imports
declined from 70 % in the 1950s to 42 % in the 1970s [Table 4, variable
7], clearly it became increasingly difficult to finance rising imports for
development from export earnings.

The principle of ISI suggests that the existing manufactured consumer
goods, which are presently imported, are to be produced domestically under
various protectionist measures. This principle has not been (and could not
be) observed in the case of Turkey. Under ISI, Turkey attempted to establish
new industries to produce a broad list of manufactured consumer goods,
most of which were not imported previously. These new manufactured
consumer goods industries were established to satisfy the demands of the
people with high income, rather than to satisfy the mass market. Thus,
from the beginning, the ISI was plagued with problems.

As the failure of ISI policies in practice became obvious during the
late 1970s, a new policy gained advocates. The U.S. and the IMF have
recommended ELI since about 1970 to much of the world, and indeed
to Turkey in the late 1970s. Both the last civilian government before
the 1980 coup and the new military government decided to implement
an export-oriented development strategy which drew its inspiration from
the perceived successes of certain Latin American (e.g., Brazil) and Asian
(e.g., the Gang of Four) economies. As Gold (1989: 11) says: "From
Argentina to Zaire, free market principles have been extolled as the primary
means of achieving sustainable economic development. The free market
development model has been enshrined in the 1980s by the multilateral
lending agencies and the industrialized nations, the United States in particular.
On January 24, 1980, Turkey reversed a long-standing policy of extensive
state intervention in the economy and launched a concerted effort to open
its economy more fully to the dictates of the marketplace. In the nine
years since, Turkey’s economy has undergone dramatic changes”.

Turkish planners sought to overcome the foreign exchange barrier by
producing for export under ELI policy. The foreign exchange, thus earned,
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would both mitigate the crushing debt service burden and finance needed
imports. ELI is meant to solve Turkey’s foreign exchange crisis, stimulate
forward and backward linkages, and transfer technology to the Turkish
economy. According to Ebiri (1985: 116), "(t)he critical difference between
inward and outward-looking strategies in this respect lies in the employment
of these extra resources [i.e. foreign financial resources]. While an inward-looking
strategy attempts to use these resources for the development of so-called
foreign exchange saving’ industries, external finance is used to promote
‘foreign exchange earning’ industries in outward-looking strategy". Hence,
the emphasis is shifted to foreign exchange earnings through export-promotion
from foreign exchange savings via import-replacements.

On January 24, 1980, the Government of Siileyman Demirel, just like
the Government of Mr. Menderes, announced the Stabilization Programme.
Menderes’ stabilization program of 1958 and Demirel’s of 1980 came into
existence with IMF push, a push that was partly responsible for the toppling
of the civilian governments by the military. The military regime of 1980,
unlike the one of 1960, was politically and economically the most repressive
in Turkish history. The junta brought Mr. Turgut Ozal, who was the architect
of the 1980 stabilization programme and Mr. Demirel’s chief aide into
the government. The implementation of the stabilization programme produced
unfavourable economic results: Price increases have been twice as much
as wage increases while unemployment continued to rise. "As an integral
part of this policy, SEE [State Economic Enterprises] prices were sharply
increased in January (1980) with the rate of increase ranging from 45%
in gasoline, 55 % in cement and products of state monopolies (including
cigarettes, alcoholic beverages, etc.), and 75 % in steel to 100 % in coal,
120 % in electricity, 300 % in paper, and 400 % in fertilizers." (Senses,
1985: 139). As long as unemployment remained high, there was very little
hope for the working class to improve their economic lot. "Official social
security figures suggest that Turkey’s workforce has witnessed a decline
in income of 40 % since 1980.... What is beyond doubt is that the standard
of living of many Turks has declined since 1980 and that unions are
still tied...in a manner which still allows little room for manoeuvre." (Financial
Times, 1984: 8)8. According to OECD Economic Surveys: Turkey (1989/1990:
29) the decline in real wages from 1984 to 1988 was 28.5 %.






