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IRV OF DIREC T 
TURKEY'S NEW OPEN-DOOR ¡ < ; , A N A L Y S I S OF 
FOREIGN INVESTMENT: A C R « 1 « ^ ANA -

PROBLEMS AND PROS! I C I ^ 

As mi ERDILEK* 
( received: J a n u a r y 1985) 

' ) I N T R O D U C T I O N . , 
for (1) the relatively 

, . l n Erdi lek (1982), I investigated the; rea.sons o d e v e l o p m e n t 
^ ro le d i rec t fore ign inves tment ( D F ) M and 2) 

^ urkish m a n u f a c t u r i n g as a source of extc ^ T u r k e y d e . 
h e e a g e r n e s s of even the p ropor t iona l n e b j n g develop-

e d f r o m the D F 1 t h a t did t ake par t .n its ' " an 
1 C a l d u r i n g 1950-1980. _ d o o r D F I po-

,· 1,1 this p a p e r , 1 tu rn my a t ten t ion to t h e
 e c o n o m i c stabi-

, C y which w e n t in to effect with the 24 ^ n u a , d e m p , u -
a n d l ibera l iza t ion p r o g r a m and w h f ^ D c c c m b c r 198., 

'S ^ r t he M o t h e r l a n d Party ( M P ) came to po v ^ ^ ^ q F | p 0 . 
L ^ i n e cri t ical ly the p r o b l e m s and P ^ s ^ a n d o ther developing 
t % h t of the exper iences of bo th l u. ^ ^ p o l e n t i a , hn-
{ ^ u n t r i e s . | „ pa r t i cu la r , 1 focus on the ^ ( h c c V O i v i n g open-

& e s between the new open - d o o r DFI P O ' ^ ; " e c o n o n i y with 
policies, a i m e d a t in tegrat ing the 

' e c o n o m y . 

R R N R E JANUARY 
2> "'TIE DEI E N V I R O N M E N T B L M ' { i r i n g m u c h of 1930-

l 9 5 n
D U r i n g 1950- 1980, as had also been the case c^ ^ Industr ia l ize by 

2 > T u r k e y ' s basic s t ra tegy of d e v e l o p m e n t ^ ^ s u b s t l t u . 
^Placing i m p o r l e d g o o d s with the. r d o m e s ! : , t u J M ^ ^ 

Oh i o of E c o n o m i c s , C a s e W e s t e r ^ ^ ^ S t a n c e . 

' ' S ' A - Tl ie a u t h o r is t h a n k f u l to l>'· 1 



ASIM HRD[( 

ics. This iniport-subst i tut ion strategy, a l t h o u g h initially select ive u , 
clficient, became progressively h a p h a z a r d and ineff ic ient . T h e " 
kish economy instead of in tegrat ing itself with the world e c o n o ^ 
en the basis of internat ional division of l abor and mutua l ly b e n e p j j · 
al t rade, chose to largely isolate itself f r o m the forces of i n t e r n a t i 0 ] 1 j 
compet i t ion . As a closed economy, it s tr ived t o w a r d g rea te r s e l f ^ J j -
1 icieney at increasing economic , political, and social costs . T h e r o | , 
<>l markets largely d i sappea red ; state in te rven t ion and b u r e a u c r u t j . 
meddling in the economy became ex t r eme ; a n d , most T u r k s lost t]-, . 
basic economic f reedoms to engage in bo th priv ately and soc ia l ly ^ 
nelicial t ransact ions. The Turk ish e c o n o m y c a m e to resemble a self 
shackled giant, an economy of great po ten t ia l tha t r e t a rded its ov\ n 

development by insisting to reach an elusive a u t a r k y . 

Paradoxically, but not surprisingly, instead of b e c o m i n g less 
pendent on the world economy, the T urkish e c o n o m y b e c a m e m 0 r L . 
and one-sidedly dependen t . Ra ther than deve lop ing its e x p o r t p o t e n t 
lial by recognizing and coming to terms with g lobal c o m p e t i t i v e c o n -
ditions. it became addicted to foreign credi ts which were used to p 
nance many inefficient domest ic industr ies. Twice in two d e c a d e s , ¡ n 

'958 and 1978, the Turkish economy fell into in t e rna t iona l i n s o l v e n t 
!t simply could not service its risinti fore ign deb t s ou t of s t a s n a n i 
export earnings. 

Until 19X0. under these policies, the Turk i sh e c o n o m y fa i l ed l o 

at tract significant D1 I. Much of the 1)1 I that c a m e in was d o m e s t i c , 
market-or iented, in o ther words, concen t r a t ed in the i m p o r t - s u b s t i -
tution industries. It did not con t r ibu te s ignif icant ly to the d e v e l o p m e n t 
i " u i " r o w t h of Turkish exports . T h e foreign investors s h o u l d n o t 
have been blamed for this unsa t i s fac tory o u t c o m e . They had mere lY 
Iollowed the wrong signals given to them by T u r k e y ' s s e l f - d e f e a t i n g 
economic policies. Ikit they were f requent ly b l amed , especia l ly f o r 
not expor t ing. Consequent ly , many of them f o u n d do ing bus ines s j n 

and with Turkey less and less rewarding, especially a f te r the m i d - 1 9 7 0 s 
l u rkey acquired an unenviable repu ta t ion as o n e of the r iskiest h o s i -

c o u n i n e s in the world for foreign investors (Erdi lek 1985a a n d 1985b) 
It did not mat te r that Turkey had one of the most liberal f o r e i g n in-
vestment laws in the wor ld ; that it had b e c o m e an associa te m e m b e r 
of the Huropean Economic C o m m u n i t y ( E E C ) and aspi red t o fu l l 
member sh ip ; that it had never unlawful ly conf i sca ted any asse t s be-
longing to fore igners ; and that it had never defau l ted on a n y of its 
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fo re ign deb t s . T h e real ncmcscs of foreign investors in Turkey were 
statism a n d the bureaucracy. 

3) n i l · . I)KI E N V I R O N M E N T AI 'TER J A N U A R Y 1980 

In J a n ı ı a r v 1980, T u r k e y t o o k the f irst s tep toward making a clean 
b r e a k with its e c o n o m i c pas t . It insti tuted a comprehens ive economic 
s t ab i l i z a t i on a n d l ibera l iza t ion p r o g r a m , which was the brainchild 
of T u r g u t Öza l . Th i s p r o g r a m successfully revived Turkey ' s stag-
n a n t e c o n o m y , b r o u g h t in f l a t ion unde r cont ro l , and restored the co-
u n t r y ' s i n t e r n a t i o n a l c red i twor th iness . These were its initial achieve-
m e n t s u n d e r the e c o n o m i c leadersh ip of Özal until July 1982. During 
the 18 m o n t h s a f t e r Ju ly 1982, Özal , who resigned f rom his post as 
D e p u t y Pr ime Min i s te r , was not in charge of the Turkish economy. 
T h o s e w h o were in c h a r g e failed to implement the January 1980 prog-
r a m ef fec t ive ly a l t h o u g h it did remain the off ic ial basis of all economic 
po l i c i e s ( O f X I). 1984). 

l et me n o w review' br ief ly the recent legal and political reforms 
in t e r m s of the i r f a v o r a b l e ef fec ts on T u r k e y ' s investment environment . 
T u r k e y was ruled by the mil i tary between Sep tember 1980 and Decem-
b e r 1983. T h e mi l i ta ry regime saved the coun t ry f rom the brink of 
civil wa r . It enab led Özal to car ry out the J a n u a r y 1980 economic 
p r o g r a m m o r e fo rce fu l ly t han he could before September 1980. II pre-
p a r e d t h e c o u n t r y fo r a secure re turn , a f t e r the present t ransi t ional pe-
r i o d , to d e m o c r a c y . Un l ike mil i tary regimes elsew here, it kept its word 
to v o l u n t a r i l y re l inquish p o w e r back to civilians. Its leader, General 
K e n a n Evren was elected the Republ ic ' s president by an overwhel-
m i n g m a j o r i t y of T u r k i s h vo te rs in N o v e m b e r 1982. Evren, now a ci-
v i l ian , will serve as p res iden t , with b road powers under the new cons-
t i t u t i o n . until 1989. 

U n d e r the mil i tary regime, m a j o r legal re forms were achieved. 
A n e w c o n s t i t u t i o n was d r a f t e d and submi t ted to a popu la r referen-
d u m in 1982. It was a p p r o v e d by 91 per cent of the voters. The 1982 
C o n s t i t u t i o n is p r imar i ly a imed at prevent ing the recurrence ol poli-
t ical p o l a r i z a t i o n a n d weak gove rnmen t s , it is suppor ted in this aim 
by the new laws, a lso enac ted u n d e r the military regime, regulat ing 
pol i t ica l pa r t i e s a n d elect ions . In shor t , much of Turkey ' s legal and 
i n s t i t u t i o n a l i n f r a s t r u c t u r e was overhau led in o rder to achieve lasting 
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S S l » : ^ i n V M t ° r S c o u W « c a n t on a s t r o n g « * 
had n b e

d r t y U , K l ™ their proposals . 
U 1 i n e u>se dur ing the 1970s. 

l u d e ^ w L l S h , · r e f ° r m S a C C O m P l i s h ^ ' under the mil i tary regime ¡n* 
- a n a ^ t ^ S o n f ^ l l C t i v i l i w un ions and l a ^ 

for coHectlve b ir«·?; • ° C W l a w s ' ^ i d e a discipl ined frameWO 
investors could b(f e s ' and loek-outs . The re fo re , torf 
under the 2 « cv T ° ^ and stable with S 
t ^ Public in teres i. ° n g 8 o v < ™ m e i i t de te rmined to P ^ 1 

e c o n o ^ to ' un onen T U r k e y ' S 8 t n i t e * V i s i o n to .novo Iron, a c l o ^ 
OzaPs b a c k g i u n d " " t h e P r c s e n t P r i m c M i " i s l c r 

a fo rmer b « , ! T ' ' ' ™ ® "s a great deal . He is h i * * * 
t ion. He seems to h K S 8 ° n e t h r o u 8 h a r e m a r k a b l e transfer»1 ; 
public and private i S o ^ T ' ^ W O r k i n « f o r m a n y y e a ' ' S * 
Perversity of excessive ' c ° n v m c e d a b o u t the futi l i ty and ev 

m " s t be millions o r J T T ^ i n t e ™ n t i o n in the economy . T h £ 
s a n i e conclusion on th K ^ 0 z a l w h o h u v e Td 
observat ions. Otherwise ft'l t h c " " o w n Personal experiences 
110t easily w r ^ ^ r

 a n d H i S M ° t h e r l a n d P a r t * ( M P ) C S 
i l f t e r campaigning on 1 l , a m e i l t a r y elections in N o v e m b e r l?» ' 

The M P * ^'"ee-enterprjse p l a t fo rm. 
OzaPs Z i Z d t l e * S l h a " a y c a r W o r e c o m i n g lo P < < 

alists, and engineers J H " g r ° U p o l ' successful bankers , i n d u ^ ' 
ters in the ( ¿ | ™ a n

( . ave rage age of 37. T e n of the 22 m"1 

Today ' s Turkey is led L· b u s ' ' n e s s m c n t ra ined as e n g i n * ; 
c a n s who have e x n e r i , ! d " C W g e n e r a t ' o n of bus iness-minded P° ] I 

L c i
 l l C n C C U s " l a g e r s in the pr ivate sector. 

J anua ry 1980 p l ! " ^ y " ! h c g n o m i c re fo rms , beginning with ^ 
uragement of Forcian l„v,' « 1 p r ° g r a m , Law 6224 ( for the Enc 
work for foreign investors r C n U " n c d a s t h c basic legal 

o rder to clarify some of t h e T ' ^ ^ w e r c e n a c t c d ' 
These decrees also conta ined t h e ^ p r o v i s i o n s o f U " t l > 
were aimed at increasing the eir ^ ° U S i n s t i t " t ' o n a l changes t 
l a t i ° " · essence, ( W l i o f 6224 in its imple" 
them exactly and e x p l i c i t ! t '"aCl f o r e i g n investors by te l l"* 

' - k e y and by e t l n g t t "b " ^ h o w t h e y ^ bus iness ' " 
• ~ · bureaucracy off their backs . 
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l 6 j h
T i * F r a m e w o r k Decree on Foreign Investment ^ 

^ p u t into ef fec t in J a n u a r y 1980. It ¡ ¿ ^ ^ ^ t e c t i o n 
of e 0 v V n O S t « g n i H c a n t l y under Decree N o 8 ^ ^ ^ 
ilin a l u e of Tu rk i sh Cur rency in Decembei D e c r c e 

N 8 4 / ' < o n Fore ign Capital " ^ ^ f l J t a c f r 
l n y e ) -n Apri l 1984. it spelled out m d e U i y ^ 
C 5 C

f
n t P ° l i c * terms of the s e c t o ^ ^ I n v e s t m e n t Depart -

, foreign investors . A newly created 1 oteıgı ^ c o n s o b _ 
: w i t h i n the Sta te Planning Organizat ion, acq ^ ^ d j f _ 

l e r e ; U u i h o r i t y (which had been previously sp ^ ^ 
Turk f 0 v e ! nment agencies) to administer w d e p a r t m e n t was 
s taf f ' , S N a t i o n s with foreign investors. m . { d engineering 
a î C ^ t h Öza l ' s close associates, young, ^ ^ f e n c e s . Its 
i W U s ' ness school g radua te s with P n v a t e " S ' e , m d l o n g - t i m e fri-
e ' ^ was Hüsnü Doğan , ö z a l ' s close relairve * 

d ' W h o ¡s now the Minis ter of Agriculture m ^ ^ ^ ( ^ 

thc ^ U r i n 8 my several visits to Turkey between a n ^ ^ j n V e s t 

men Î n c e talk at length with the o f f l C , f h v ° h e i r enlightened and 
Pracn P a r t m e n t - ! w a s favorably impressed ^ v v i t h several 
l o ^ Î a t t i tudes t o w a r d foreign ¡ n v c s t o r s j n t e i ^ ^ 
co, f n business executives and foreign e m b V o f m a n y 
ob my f avo rab le unpressions. Pub ,sh. d ^ e ( Y A S E D , 
¡9H K C,:S 0 | ' the T u r k i s h DF1 scene were hktw ^ a l s 0 provi-
C . T h e statist ics on new foreign i ' ^ s t m ^ m i C stabilization and 
lib A c t i v e evidence. T h e J a n u a r y 1980 e o o ' ^ ^ o f 

C ' ^ i o n p r o g r a m of ö z a l s topped and .ever 
g n investors f r o m Turkey . • .consistencies and 

i ^ P i t e my va r ious criticisms of the severa policy since 
C ^ e s of the legislative changes m Tuıkey & r e m a r k a b l e 
•UicU* ^ I shou ld emphas ize that there has ^ ^ o f c o n . 
<*rn

 r o8ressively f a v o r a b l e l iberalization m J F i l u n f i W o r k Decree 
C ,° r ° « i g n investors . Since my analysis o he d 

« İ f r v v i t b law 6224) is conta ined m b d> «* ^ Q 0 S s i n c e De-
°>; ' c o n f i n e my a t t en t ion here to the nw o s e c t o r s 

C l 1 9 8 3 · M o s t impor tan t ly , ( D all com me - * ı n v e s t n ı e n t m 
Tu,k | h

e e ' ' opened to D P I , (2) foreign ^ o f f o r e i g n tech-
V l r n i S been m a d e easier, O P ^ a n d (4) the cmp-

been accorded more flexible t r e a t y ^ ^ 
^ t r l ^ o f foreign personne l by D F I f i rms has 
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to restr!uct. u r r T T ' T ' ^ U U i m a t C a i m o f t h c J a » - r y P " * * " t 
m a r k e t forces T ™ * ™ l h ° T u r k l s h e c o n o m y by subject ing * ' 

" u n L ° r e ' g n c o m t 1 e t i t i o n . .ts l o n g - t e n , c o m m i t m e n t f 

- o n s i n c c o n o m i c — > · p r o v i S 
the world economy ) n ^ m t c g r u t i n g Turkey's e conomy ^ 
or ienta t ion A A' , W a s a s s i 8 n e t l a m a j o r role in its o u t w ^ 
thes n° ten a , U l h ! S M P c a m c power in December 1983, 
me a 7 T L T C t l V e S ^ 1 0 renewed force and .in-
sures whic h it d i f Zrnmen!put

 i n t 0 e l T e c l a s e t o f s w e e p i n g 1 
tiou of TU 4 t c o ^ v

a s
T ° ; , , y t h c f i r a t s t e p s t h c w e s t e r S 

economic r e J - m f ^ 1 C y a p p e a r e d l o be the mos t f a r - r e a c h ^ 
i c f o . m s in the Furkish Republ ic ' s ent i re s ix-decade history· 

4 ) P R O S P E C , S TURKEY AND FORE.CN .NVESTOK* 

^ o - v o r r , e ^ e x p e c t e d t o ; : 5 
potential . It is a new · L""k e y h a s a h u § e domes t ic ma»* 
P ' ta income Cose ' ? ' C ^ * < N , C > w i l h 

are easier to satisfy th 7 1 ° p l e ' ^ d i v e r s i f i e d d e m a n d s . n · 

required i11comes There fo ° ' " ' l " ^ S ^ W O r k i » S h a , ' d a » d 

w i n ™ a r c S y 1 ? : ^ ; i t t o s t a n y s e c t o r forcign i n 

less ^ c T ^ t S ' - M V i S C d ' h 0 W e V ^ n o t invest in Turkey u j 
- '"direct ly t ° Z ^ £ ^ ^ f ^ ci ther d i ^ 
capt ive domest ic marke t S / d a y s o f I n d u c i n g fo r only 
ar to be over In i d V d p r o h i b i ^ e impor t restrictions, apl 
license t e c h n o l o g y ^ T u h T ? " 8 , l h c y s h o u I d c * P ° r t l o 

mestic marke t f u r k e v I ™ " ' "" l h c i r o n ' y i n t c r c s t i s i n l h ° A g 
nat ion du i i ng the 1980s ii d e l C r m i n e d to become a m a j o r t r a £ 
even triple its e ^ so Z ! * ^ ^ ( a S i l d i d d u r i n « ^ I 
ou t s t and ing foreign debts ^ ' m p ° r t m o r e a n d a ' S ° S e 

Foreign investors s l m n u · , <,io>' 
expor t -base for ei ther their * U S a p o t c n t i a S»» 
users of their p roduc t s Turkcv'1 ' P l ° d u c t s or .he domes t i c i n d < 
fol lowing reasons * ' d e a l l y S L l i t e d fo r tha t role for l l 

XT*™ r 
1 si a. It is an associate membei 
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EEC-, de te rmined to become * ^ 
m e m b e r of N A T O and the O b L U wi ^ ^ t h e 

of the Is lamic Na t ions Conference, m ^ ^ o m m j t t e e Gf 
E c o n o m i c and Commerc ia l C o ° p e 1 ' ' e x c e n e n t ties with 
the Islamic N a t i o n s Conference. It " 1C R e g i o n a l Coo-
all the A r a b countr ies . It is a m e m b e r o t t f c ^ ^ ^ 
Pcrat ion for Development , a 1 , a U L > ' c o u n t r y in the Near 
kisUin. It is politically the most stab t c o m m e r c i a l 
and the Midd le East , with increasingly c o 
t-es with all its eastern and southern neighbo 

• . of Texas, is blessed 
(2) T u r k e y , a l though only about the a n d natural 
with far m o r e diversified climatic c

 g o f c r o p s js pos-
rcsources. Cul t iva t ion of a very wide ^ n c ] u d i n g signifi-
sible. M a n y i m p o r t a n t mineral resoui . ^ ^ ^ u n s p 0 _ 
eant depos i t s of coal and oil, are av. « ^ ^ b e a u t y 

'led tour is ts paradise , with behind by many 
and w o n d e r f u l historical monuments A n a t o l i a du-
di f ferent civil izations that had f lounshcd 
ring the last 5000 or more yeats. ^ ^ 

l J ) But m o r e i m p o r 
t a n t t h a n a n y o f f i r s t of 

'"¡ch h u m a n resources. It can oflei K / h a r d - v v o r k i n g , and 
all, a large pool of relatively inexpens , ^ t h e m ) t s 

disciplined labor force. F u r t h e r m o i i h n j c i a n s , engineers, 
° w n skilled and educated manpowei ^ c o U n t e r p a r t s in 
and m a n a g e r s who arc the equals m ^ ^ f o r m U C h 
I n a n y industr ia l ized countries, but u 

, h c added Turkey's newly 

(4) T o all these advantages can now be _ f r e e . t r a d e . / . o n e s 
es tabl ished (but not yet fully 0 P e ; f ° J p t i o n s and more 
<bat will o f fe r foreign investors tax ^ ^ m l 9 8 2 

liberal cu r rency regulations. T h e y
 n r o i e as the commer-

i n o rde r t o s t rengthen Turkey s uniq ] g East, especi-
a l link between the West and twi g o v e r n m e n t has 
a ' l y t h r o u g h expor t -or iented I ) N

j n A n t a l y a and Mers.n, 
a l ready des ignated two of them, c o n n e c t i o n s to the 
both s o u t h e r n por t cities, with exceU«; ^ b e d e s l g n a . 
M i d d l e East . Th ree more zones are e, v 
t e d in the near f u tu r e 
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It is now generally accepted tha t agro-industry in T u r k e y h a s t h , 
least developed but greatest po tent ia l f o r fo re ign inves to r s (Agr icv i j 
t tira I Bank of the Republ ic of T u r k e y , 19X3). T h e F r a m e w o r k D e c r 0 ~ 
on Foreign Inves tment lists the fo l lowing f ie lds in wh ich f o r e i g n i n 

ves tment is e n c o u r a g e d : 

— Produc t ion of seeds 

- All k inds of an imal b reed ing 

- P roduc t ion of f o d d e r p lan ts 

— Projects for integrated an ima l h u s b a n d r y 

- P roduc t ion of f resh f ru i t s and vege tab les fo r e x p o r t 
— Othe r inves tments to accompl i sh a t echno log ica l d e v e l o p m e ^ 

in agr icul ture . 

- - All food indus t ry inves tments (with 30 pe rcen t e x p o r t r equ i r e -
ment) 

Turkey's great agr icul tura l po ten t ia l is to be f o u n d in t h e s o l u i j . 
cms to the fo l lowing p r o b l e m s : 

I Low rat ios of yields per hec ta re 

2 - Small sizes of individual f a r m i n g en t e rp r i s e s 

3 High rates of fal low areas 

For higher ra t ios of yields per hec ta re , T u r k i s h a g r i c u l t u r e n e e d s · 

— M o r e a n d better i r r igat ion 
More chemical ferti l izers 
M o r e mechan iza t ion 

• - Better seed selection 
Better pest con t ro l 

In Tu rkey , the limits of a rab le land have been r e a c h e d . T h e r e f o r e , 
o u t p u t has to be increased by using m o r e p r o d u c t i v e t e c h n o l o g i e s 
T u r k e y is n o w c o m m i t t e d to bui ld ing new d a m s like t h e A t a t u r k d a n i 
( the largest in Europe) to p rov ide a m p l e i r r iga t ion which c a n eas i ly 
t r iple T u r k i s h agr icul tura l o u t p u t . (Of course , the d a m s will a l s o h e l p 
meet the needs of indus t ry for electricity). A l t h o u g h the g l o b a l r a t i o 
of i rr igated land to a rab le land is 14 per cent , in T u r k e y t h e r a t i o is 
only 7 per cent present ly. M o r e o v e r , in T u r k e y a l m o s t o n e - t h i r d of 
a r ab le land is left fa l low, which is l oo h igh a ra t io . 
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O v e r 50 per c e n t of T u r k i s h ag r i cu l tu re is devoted to p r o d u c t i o n 
of w h e a t , b a r l e y , rye, oa t s , c o r n , etc. T h e sha re of g ra ins in daily ca lo-
r ies fo r n u t r i t i o n is a b o u t 70 pe r cent , 45 per cent of which is der ived 
f r o m b r e a d a l o n e . T h e r e is a g rea t po ten t ia l f o r an ima l -based pro te in 
c o n s u m p t i o n in T u r k e y as well as in the M i d d l e Eas t . 

O n l y a b o u t 10 per cen t o f the r aw agr icu l tu ra l p r o d u c t s are used 
a s i n p u t s by t h e f o o d p roces s ing indus t ry . (This ra t io is 50 per cen t 
h i g h e r in c o u n t r i e s wi th well deve loped f o o d industr ies) . Also, t he 
s h a r e of t h e f o o d i n d u s t r y in to ta l T u r k i s h e x p o r t s is only 8 per cent , 
a l t h o u g h t h e s h a r e of a g r o - i n d u s t r y ( inc lud ing industr ia l p r o d u c t s 
b a s e d o n a g r i c u l t u r a l i npu t s ) is a b o u t 50 per cent . 

F o o d p r o c e s s i n g m a y well be now the fas tes t deve lop ing indus t ry 
o f t h e c o u n t r y . It m a y s o o n rep lace texti les and appa re l as the single 
l a r g e s t e x p o r t i n g sec to r . F r o z e n f o o d s in T u r k e y a re still in their early 
i n f a n c y s ince t he c o u n t r y l acks t he t e chno logy as well as the required 
h igh pe r c a p i t a i n c o m c fo r the i r d e v e l o p m e n t a n d g rowth . 

In O c t o b e r 1982, a j o i n t U.S . D e p a r t m e n t of A g r i c u l t u r e - O P I C 
m i s s i o n i n c l u d i n g 27 execu t ives f r o m 22 U.S. f i rms , visited T u r k e y 
t o e x p l o r e t he c o u n t r y ' s po ten t i a l f o r foreign investors in agr icul ture . 
T h e y f o u n d a p p r o x i m a t e l y 400 p ro jec t s wa i t ing fo r foreign par tners . 
A s a resu l t o f th is miss ion 15 U.S . f i r m s a n n o u n c e d their in tent ion to 
e x p l o r e 24 a g r i c u l t u r e - r e l a t e d i nves tmen t p ro jec t s ( O P I C , 1983). T h e 
a g r o - i n d u s t r y p o t e n t i a l in T u r k e y is n o w ful ly apprec ia t ed by bo th 
t h e c o u n t r y ' s e c o n o m i c d e c i s i o n - m a k e r s a n d the prospec t ive fore ign 
i n v e s t o r s . 

Il is s i g n i f i c a n t t h a t Ö z a l ' s Min i s t e r of Agr i cu l tu re is H ü s n ü Do-
ğ a n , t h e f o r m e r d i r e c t o r of t he f o re ign Inves tmen t D e p a r t m e n t w h o 
e s t a b l i s h e d t ha t d e p a r t m e n t a n d successful ly imp lemen ted , d u r i n g 
1980 1983, t he ini t ial p h a s e of T u r k e y ' s o p e n - d o o r inves tment policy. 
A m o n g his m a i n ob jec t ives is the p r o m o t i o n of D F I in Turkish agri-
c u l t u r e . 

N e x t to a g r o - i n d u s t r y , tourism is n o t e w o r t h y as the sector with 
g r e a t p o t e n t i a l f o r D F I . T h e F r a m e w o r k Decree on Fore ign Invest-
m e n t a c c o r d s ce r t a in e x c e p t i o n a l a d v a n t a g e s to i nves tmen t s in t ou r i sm 
t h a t a r e n o t a v a i l a b l e in o t h e r sec tors . O n e of t hem is t h a t the fore ign 
o w n e r s h i p can be 100 p e r cent w i t h o u t a n y involved nego t i a t i ons with 
t he T u r k i s h g o v e r n m e n t . 
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T u r k e y ' s western a n d s o u t h e r n shore l ines a re a m o n g the least 
deve loped in the M e d i t e r r a n e a n reg ion . They a re s t u d d e d with h i s to r i -
cal r ema ins f r o m the G r e c o - R o m a n a n d O t t o m a n p e r i o d s . T h e n o r t h e r n 
Black Sea coas t , of g rea l na tu ra l beau ty , is a l so u n d e r d e v e l o p e d . T h e 
in ter ior of the c o u n t r y o f fe r s an impress ive col lec t ion of lakes, m o u n -
tains , historical t o w n s and o the r scenic a t t r a c t i o n s of wide a p p e a l . 

Wi th all these enviable assets, T u r k e y a t t r a c t s only a b o u t 1.5 
mill ion tour is ts a year with a gross receipt of only a b o u t $400 mi l l i on . 
Spa in , on the o the r h a n d , a t t r ac t s a b o u t 40 mil l ion t ou r i s t s a v c a r w h o 
spend close to $10 billion. Yet , i urkev has much m o r e to o f f e r t o 
tour is ts , but lacks the capaci ty to host t hem. T u r k e y needs m a n y m o r e 
hotels to increase its bed capac i ty , no t jus t luxury hote ls , but a l so b u d g e t 
hotels with western s t a n d a r d s , to appea l to midd le -c lass t o u r i s t s . 

In 1982, T u r k e y enac ted a new tou r i sm p r o m o t i o n law (Law N o . 
2634 fo r the E n c o u r a g e m e n t of T o u r i s m Inv es tmen t s ) . Land a n d c r e d i t 
a l loca t ions to tour i sm ven tu res have been l iberal ized. M a n y r e g u l a t i o n s 
have been s t reamlined and s impl i f ied . T u r k e y ' s p resen t T o u r i s m D e -
ve lopment Plan hopes to crea te 10 t h o u s a n d new beds a y e a r o v e r t h e 
n e x t 5 years , su rpass ing a to ta l capac i ty of 100 t h o u s a n d beds . P r e s e n t l y , 
T u r k e y accoun t s fo r only a b o u t 4 per cent of bo th the g loba l n u m b e r 
ol tour is ts and the global tour i sm revenues . In c o o p e r a t i o n with f o r e i g n 
investors, T u r k e y can easily d o u b l e tha t ra t io d u r i n g the next d e c a d e . 

Petroleum indus t ry , especially c r u d e oil e x p l o r a t i o n a n d p r o -
duc t ion , deserves a t t en t ion next . T u r k e y is s i tua ted in the "oi l b e l t " 
of the wor ld . Its land is vir tual ly unexp lo red . T u r k e y h a s had on ly a b o u t 
100 dril l ings a year recently, whereas in T e x a s there a r c every y e a r c l o s e 
to 30 t housand dril l ings. Admi t t ed ly , exp lo r ing and f i n d i n g oil in T u r -
key is no easy task since it is, geological ly speak ing , a very b a t t e r e d , 
complex land. The re is a need to drill d o w n to 3 t h o u s a n d feet o r m o r e . 
For tha t , the most advanced t echno logy is needed . 

i o d a y , T u r k e y is able to p r o d u c e only 2.5 mil l ion t o n s of its t o t a l 
c r u d e oil c o n s u m p t i o n of 16 million tons a year . T h i s m e a n s a b o u t o n e 
hall ol its to ta l i m p o r t p a y m e n t s have to be a l loca ted to oil. T u r k e y 
is de t e rmined to speed u p its d o m e s t i c p r o d u c t i o n . Wi th p r o v e n c r u d e 
reserves of 65 million tons and po ten t ia l reserves of 750 mi l l ion t o n s , 
l u r k e y enacted a new pe t ro leum law in 1983 ( L a w N o . 2808 o n Pe t -

ro leum O p e r a t i o n s ) to exploit those reserves m o r e ef fec t ive ly . T h i s 
law has increased and b roadened the incent ives fo r fo re ign oil f i r m s to 
invest in T u r k e y ( T P A O , 1983). 
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In a d d i t i o n to p e t r o l e u m , T u r k e y lias a cons iderable and diverse 
m i n e r a l buse. Unt i l 1980, D F I in mining was ei ther d iscouraged or 
b a n n e d . Since J a n u a r y 1980, the min ing sector has been open to D F I . 
Espec ia l ly c h r o m i t e , c o p p e r , magnes i tc . and coal can benef i t f r o m D F I 
( Ft i b a n k , 1983). 

A n o t h e r very p r o m i s i n g indus t ry for T u r k e y and foreign investors 
is e lectronics . A c c o r d i n g to the f r a m e w o r k Decree, foreign investors 
a r c e n c o u r a g e d to c o n s i d e r all possible projects either on their own 
o r in ¡oint v e n t u r e s with T E S T A S , the state electronics corpora t ion . 
Pass ive c o m p o n e n t s such as resis tors and capac i to rs are already ma-
n u f a c t u r e d local ly. T h e r e is g o o d potent ia l in manufac tu r ing active 
c o m p o n e n t s such as t r ans i s to r s and integrated circuits. Compu te r 
a s s e m b l y o p e r a t i o n s , especial ly in the f o r t h c o m i n g free t rade zones, 
a p p e a r q u i t e a t t r ac t i ve . Wi th in a decade , Tu rkey may well have its 
o w n m i c r o c i r c u i t r y a n d c o m p u t e r industr ies. Tha t may help the fur t -
h e r d e v e l o p m e n t of its t e l ecommunica t i ons industries, especially in 
t e r m s of digi ta l t e chno log i e s . 

A s fo r electrical machinery and appliances, there is already 
s i g n i f i c a n t d o m e s t i c p r o d u c t i o n , especially in white goods, audio-
v isua l p r o d u c t s , a n d the c o n s u m e r durab les . Hut this industry has been 
a heav i ly p r o t e c t e d a n d pr imar i ly assembly- type opera t ion . It is now 
b e a m i n g to face impor t c o m p e t i t i o n , it will have to modernize and 
r a t i o n a l i z e itself like all o t h e r b ranches of Turk i sh manufac tur ing . 

T h e r e a p p e a r t o be a bet ter potent ia l in industrial machinery and 
machine tools. M a c h i n e r y for cons t ruc t ion , mining, t e x t i l e product ions , 
a n d f o o d p rocess ing may be wor th cons ider ing . 

A s fo r text i les and apparel which have been Turkey ' s single lar-
gest fo re ign e x c h a n g e e a r n i n g m a n u f a c t u r i n g sector since the late 196(K 
the re is still po t en t i a l f o r T u r k e y and foreign investors, especially il 
Turk i sh e x p o r t s to the heavily pro tec ted U.S. m a r k e t can be increased. 

T h e F r a m e w o r k Decree requi res tha t foreign investors export at least 
50 p e r cen t of their o u t p u t of these produc ts . Even wi thout this expor t 
r e q u i r e m e n t , h o w e v e r , the domes t i c marke t potent ia l for new pro-
d u c e r s w o u l d no t be very s igni f icant . Synthet ic-f iber-based textiles 
a p p e a r m u c h m o r e p r o m i s i n g t h a n na tu ra l (co t ton) f iber-based textiles. 
T h e f ree t r a d e zones , when fully deve loped , could be a boon for appa-
rel p r o d u c e r s w h o supp ly the U.S. m a r k e t with designer-label clothes. 

F ina l ly , let me touch u p o n the transportation equipment industry 
wh ich has been, s ince the mid-1960s . T u r k e y ' s most impor t an t impor t -
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subs t i tu t ion sector, especially in t e rms of its automotive products. 
They include passenger cars, buses, and t rucks . Like the e lec t r ica l 
machinery and appl iances industry , this sector is laced with s e r i ous 
cost and qual i ty problems. There are too m a n y p r o d u c e r s , t o o m a n y 
p roduc t varieties fo r the domes t ic marke t a lone . T o achieve i n t e r n a t i -
onal compet i t iveness , the indust ry will have to modern ize , r a t i o n a l i z e 
itself, and reach a reasonable scale of ope ra t i on on an i n d i v i d u a l 
p roduc t basis, especially for c o m p o n e n t s as o p p o s e d to f ina l p r o d u c t s . 
P roduc t ion of buses, a relatively labor- in tensive o p e r a t i o n , wh ich h a s 
also been relatively mos t successful in expor t ing a m o n g a u t o m o t i v e 
p roduc t s , appea r s mos t promising. As ! have a rgued in Lrdi lek (1982 , 
96-100) , this indust ry ' s in ternat ional compet i t iveness can n o t be 
secured wi thout the full ' in tegra t ion of the Tu rk i sh subs id ia r ies ' o p e -
ra t ions into their parents global p roduc t ion and m a r k e t i n g n e t w o r k s . 

5. PROBLEMS FOR TURKEY AND FOREIGN INVESTORS 

As noted earlier, since becoming Pr ime Minis ter in D e c e m b e r 
1983, Mr . Ozal has tried to revive and widen the scope of his J a n u a r y 
1980 economic stabil ization and l iberalization p r o g r a m . He has b r o u g h t 
a b o u t some potential ly s ignif icant legal and admin i s t r a t ive changes" in 
o rder to open the Turk i sh economy to foreign compe t i t i on . He h a s 
begun to s treamline the inefficient State Economic Ente rp i ses ( S E E s ) 
and to expose them to m a r k e t forces. M u c h of this, however , h a s p r e -
dictably engendered s t rong oppos i t ion f r o m vested interests in b o t h 
Pnva te sector and the bureaucracy . A l o n g with tha t o p p o s i t i o n , 
Mr. Ozal has encountered widespread and deepen ing p o p u l a r d i s s a -
t isfaction due to still h igh inf la t ion , rising u n e m p l o y m e n t , a n d dec -
lining real wages and salaries. 

__ f a c e d with s t rong oppos i t ion and still polit ically insecure , M r . 
Ozal has not yet acted decisively and effectively in l ibera l iz ing t h e 
e c o n o m y despite his government ' s f r e q u e n t rhe tor ic of free e n t e r p r i s e 
and compet i t ion , l o r example , Mr. Ozal has repeatedly revised be-
ginning with Decree No. 28 in December 1983,but not repealed the h a l f -
century-old Law 1567 (for the Protect ion of the Value of T u r k i s h 
C urrency) governing Turkey ' s in ternat ional economic t r a n s a c t i o n s t h a t 
has kept the Turk ish lira inconvert ible, a l lowing the b u r e a u c r a c y t o 
run the coun t ry ' s foreign exchange and t r ade business f r o m A n k a r a . 
Also, interest rates a rc still not freely de te rmined by m a r k e t fo rces . 
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In f ac t . M r . Oza l has paradoxica l ly increased the central izat ion 
of all e c o n o m i c d e c i s i o n - m a k i n g in his gove rnmen t , a f te r repeated 
a d m i n i s t r a t i v e r e o r g a n i z a t i o n s , based on well- intent ioned but il-
c o n c e i v e d p l ans to cut r ed - t ape . T h e creat ion of a new office, the Un-
d e r s e c r c t a r i a t of the T r e a s u r y a n d f o r e i g n Trade , in the Prime Ministry, 
by Dec ree N o . 28, has led to a long series of seemingly a rb i t ra r ) and 
d i s c r i m i n a t o r y dec i s ions tha t might h a \ e ad \e r se ly affected the country"> 
b a l a n c e of p a y m e n t s . Th i s o f f i c e has become the symbol of the Ozal 
g o v e r n m e n t ' s fu t i le a t t e m p t to m a n a g e the nat ional economy single-
h a n d e d l y , as if it were a cen t ra l ly p lanned one, in contradic t ion ol 
M r . O z a l ' s publ ic c o m m i t m e n t to f ree-marke t principles. 

P r iva t e bus iness leaders , except those whom the government la-
v o r s in its spec i f ic dec is ions , c o m p l a i n that the IMF-sanc t ioned stabi-
l i za t ion p r o g r a m , i m p l e m e n t e d with varying forcefulness since 1980, 
s e e m s to be ge t t ing n o w h e r e . T h e y press the government to stimulate 
d o m e s t i c d e m a n d to relieve their excess capaci ty and o v e r d u e - d e b t 

p r o b l e m s . T h e g o v e r n m e n t , however , urges them to seek toreign 
m a r k e t s a n d fore ign credi t s ins tead . Imports , which the government 
has t h u s fa r e m p h a s i z e d over domes t i c d e m a n d to spur ou tput , are 
n o w a l s o begin ing to slow d o w n , a f t e r increasing al an annual rate 
of a b o u t 30 per cent d u r i n g the first 9 m o n t h s of 1984. This is due to 
the r e d u c t i o n in g e n e r o u s expor t - subs id ies , the lower demand in the 
M i d d l e Pas t e rn m a r k e t s , and the t oughe r impor t restrictions in the 
U n i t e d S ta t e s a n d Wes te rn F u r o p e . Pr ivate shor t - te rm foreign indeb-
t e d n e s s is on the rise aga in a f t e r T u r k e y ' s de facto internat ional bank-
r u p t c y in 1978, c a u s i n g conce rn a b o u t the coun t ry ' s ability to solidify 
its r e g a i n e d c r ed i twor th ine s s . In 1985. Tu rkey ' s debt servicing burden 
will i nc rease subs t an t i a l ly as t he grace per iod gained under the 1980 
d e b t r e s t r u c t u r i n g a n d conso l i da t i on agreement with its creditors co-
mes t o an end . F u r t h e r m o r e , the g o v e r n m e n t ' s a t t empts to hold back 
rises in n o m i n a l wages t h r o u g h res t r ic t ions on collective bargain ing 
a re m e e t i n g stiff res is tance f r o m labor un ions as real wages cont inue 
the i r f o u r - y e a r old dec l ine of a l m o s t 50 per cent. 

T h e 1985 e x p a n s i o n a r y b u d g e t , which, like the 1984 budget , is 
ce r t a in to result in a huge def ic i t that can not be f inanced entirely by 
pub l i c b o r r o w i n g , will f o r ce the gove rnmen t to rely fu r the r on the Cent-
ral B a n k ' s m o n e y - c r e a t i o n p rowess . This will m a k e it very di l f icul t 
to b r i n g i n f l a t i on m u c h below its 1984 rate of at least 50 per cent. 
T h e gov e r n m e n t p ro jec t ion of 45 per cent increase in 1985 public re-
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venues. based on the va lue -added lax scheduled lo go i n fo e f f e c t in 
January 19N5. is l oo opt imis t ic . S p e n d i n g shou ld be cut to m a t c h r e -
venues. i here is no o t h e r way to br ing in f l a t i on d o w n . I Jnless T u r k e y 
reduces ils inf la t ion to a single-digit rale, it will not be r e g a r d e d a s a 
f inancia l ly s table host c o u n t r y by foreign i n \ e s t o r s . 

I lie newly enac ted Nfl l ı F ive -Year D e v e l o p m e n t P lan ( 1 9 8 5 
i989) ( ' I . ( ' . Resmi Ciazete, 1984) has c o m e u n d e r severe c r i t i c i sm f r o m 
both (he left and the right fo r the m o d e s t y of ils t a rge t s ( e .g . . 6 . 3 
per cenl average a n n u a l real g r o w t h ) a n d the vaguenes s of ils p o l i c y 
p r o n o u n c e m e n t s . All in all it ac tual ly is a sensible d o c u m e n t a s n a t i -
onal deve lopmen t p lans go, p rofess ing the g o v e r n m e n t ' s g e n e r a l 
c o m m i t m e n t to e c o n o m i c l iberal izat ion, bu t it lacks spec i f i c a n d t i -
mely measures , f o r example , it s ta tes tha t the T u r k i s h l i r a ' s f r e e -
marke t va lua t ion a n d conver t ib i l i ty will he secured a f t e r 1989. b u t 
does not pro\ ide for concre te s teps t o w a r d t h a t ob jec t ive . T h e Ö z a l 
gove rnmen t mistakenly regards IVee-market-based c o n v e r t i b i l i t y o f 
the lira as a dis tant target of l ibera l iza t ion, when il is in fac t a n u r -
gent and essential tool fo r in tegra t ing the T u r k i s h e c o n o m y w i t h t h e 
world economy. F u r t h e r m o r e , the P lan ' s feasibi l i ty is c o n t i n g e n t o n 
availabili ty of foreign credi ts to ta l l ing $16 bi l l ion, which m a y n o t b e 
easily fo r thcoming , given the ser ious c o n t r a c t i o n in l end ing to L L X ' s 
and NIC s by pr ivate in te rna t iona l banks . 

Impor t l iberal izat ion lias been thus fa r largely c o n f i n e d t o e i t h e r 
lilting, the prohibi t ive res t r ic t ions on luxury i m p o r t s , such a s F r e n c h 
perl limes, Scotch whiskey, and G e r m a n cars , tha t used to be s m u g g -
led in earlier, or a l lowing occas ional ly l imited q u a n t i t i e s o f i m p o r t e d 
loods tu l i s . such as meat , cheese, and m a r g a r i n e , in o r d e r lo p u t d o w n -
ward pressure on domes t i c prices. T h e g o v e r n m e n t o f t e n pub l i c ly 
threatens to discipline the high-price local indus t r ies with t h e f r e e r 
impor ta t ion of cheaper subst i tu tes , but has ac tua l ly increased t h e 
overall protec t ion for m a n y of t hem by i m p o s i n g heavy i m p o r t s u r -
charges . I hose su rcharges go into a new S u b v e n t i o n and Pr ice S t a -
bilization Fund , establ ished by Decree No . 28, and a re s u p p o s e d t o 
subsidize var ious activit ies such as hous ing c o n s t r u c t i o n . T h i s f u n d 
and Us a d m i n i s t r a t o r , the Undersec re ta r i a t of the T r e a s u r y a n d F o r -
eign t r a d e may have thus far h indered , not p r o m o t e d , the l i b e r a l i -
zilion of T u r k e y ' s foreign t rade and p a y m e n t s regime. All t r a d e res -
t r ic t ions should be reduced gradua l ly over t ime a c c o r d i n g t o a p u b -
licly a n n o u n c e d schedule . They should not be c h a n g e d u p w a r d o r 
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d o w n ward unexpec ted ly and repeatedly , as has been llie ease dur ing 
1984. Such s u d d e n a n d reversible changes create great uncertainty 
and thus d i s c o u r a g e long- te rm dec is ion-making by investors. 

A l t h o u g h several foreign banks , most ly f rom the United States, 
have recently es tab l i shed b r anches in Turkey , o t h e r foreign investors 
still t ake a wa i t - and - see a t t i t ude . As noted earlier, there is a great 
deal of fo re ign- inves to r interest especially in the agro- industry and 
t ou r i sm sectors , but polit ical uncer ta in ty , coupled with the remaining 
legal a n d a d m i n i s t r a t i v e obstacles , prevent Turkey f rom at t ract ing 
m u c h needed fore ign capi ta l and technology on a significant scale. 
H o w e v e r , the p resence of foreign b a n k s in Turkey augurs well lor 
f u t u r e D M in the n o n - b a n k i n g sectors, f o r e i g n banks in the country 
can not only p rov ide a. source of con f idence to potential foreign in-
ves to r s but a lso serve their f i n a n c i n g needs once they decide to invest 
in T u rkey . F u r t h e r m o r e , the foreign b a n k s can expedite the establish-
m e n t of the T u r k i s h l ira 's convert ibi l i ty by providing much needed 
exper t i se in pr iva te foreign exchange marke t opera t ions . 

C lea r ly , an essent ia l s tep in increasing the conf idence of potential 
fo re ign inves tors wou ld be the fu r the r l iberalization of the f r a m e -
w o r k Decree ( t oge the r with its revisions under Decree No. 28 in I98.i 
and C o m m u n i q u e N o . 84 1 in 1984) and its incorpora t ion into Law 
6224, as was ear l ier suggested in Y A S F D (1983c) and O f X ' D (1983). 
It is a s o u r c e of c o n c e r n and puzz lement to many foreign investors 
why the T u r k i s h g o v e r n m e n t has not yet moved to fully codily its 
l iberal D F I pol icy a f t e r a lmos t l ive years of implementat ion. I he 
O / a l g o v e r n m e n t , with its c o m f o r t a b l e par l iamentary majori ty, should 
m o v e qu ick ly to t ake this crucial step, which is explicitly mentioned 
in the F i f th F ive -Yea r D e v e l o p m e n t Plan a m o n g its DFI policies. 

As of the end of 1983, there were 185 foreign-investment I irms 
authorized to o p e r a t e u n d e r Law 6224. (T he earlier cor responding 
n u m b e r s w e r e : 100 in 1980, 127 in 1981, and 170 in 1982). The total 
authorized fore ign inves tmen t by these 185 f i rms was $932.3 billion. 
( T h e ear l ie r c o r r e s p o n d i n g a m o u n t s were : $325.1 million in 1980. 
$662 .6 mil l ion in 1981 a n d $829.6 million in 1982) ( Y A S F D . 1984a 
a n d T U S I A D , 1984 : 113 114). These f igures do clearly indicate 
a p o s t - J a n u a r y 1980 upsu rge of foreign investor interest in Turkey. 
It s h o u l d be no t ed , however , t ha t the bulk of this upsurge was to be 
f i n a n c e d t h r o u g h the less - than-volun ta ry convers ion of the ungu-
a r a n t e e d fore ign c o m m e r c i a l credi ts in a r rea r s into DFI capital under 
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convers ion process lias now a l m o s t run its co 1 ( rsc Law 6224. 1 
and fu r the r increases in even a u t h o r i z e d Dl 1 will have to be s t i - j ^ ^ 
vo lun ta ry . Given the present g lobal s l ow-down in O i l by d e v e l ^ p ^ j 
coun t r i e s (DCs) in less developed coun t r i e s ( L D C s ) , which a r c t ^ 
pet ing fiercely a m o i m themselves to a t t r ac t D P I , such v o l u n t a r v 

J in-
creases may prove to be much more di l f icuH to ach ieve t h a n i l v 
people believe in T u r k e y . M o r e o v e r , since 1980 the actual n ew f ^ p j 
has s ignif icant ly latmcd behind the author ized new D L L as sh , , 
i , .. ' *"- ' 'Own 
ny the Sta te P lanning Organ iza t i on d a t a (in $ mi l l ion) b e l o w : 

Year Authori/ci 

19X0 97 
19X1 337 
19X2 1 fi7 
19X3 103 

>9X4 (9 months) 377 

19X0 X4 1,0X1 
'201 of this total is lor a sii 

Actual 1)1 I 

53 
i)0 

X7 

Rcali/aiton I 

(1.55 
0. IS 
0.33 
0.X4 
0 . 1 2 

0.2S 

K L l t c 

Accord ing to the f i f t h l ive-Year D e v e l o p m e n t P lan . I ' u r k e v 
expects to receive the fo l lowing a m o u n t s of 1)1 I (in S m i l l i o n ) : 

19X5 

I 35 

19X(> 

190 

19X7 Ì9XX i 9X9 19X5 -X 

2X5 300 325 1,235 

Ihese pro jec t ions a l t hough a m b i t i o u s a re not b e y o n d r e a c h if 
l u r k e y cont inues to improve its D L ! e n v i r o n m e n t a l o n g t h e | j n e s 

suggested in this paper . In fact , these a m o u n t s cou ld well p r o v e t o b e 
r a the r conservat ive, especially if the global e c o n o m i c c o n d i t j o n s 

deve lop favorably for 1)1·I activity in genera l . 

On the o ther hand , it might be a rgued that l u r k e y has a c t u a l l y 
lost since 1980 its potent ia l a t t rac t iveness fo r fore ign inves to r s b e c a -
use it is no longer willing to g u a r a n t e e t hem closed, sellers ' m a r k e t s 
m which they were able, before 1980, to ea rn a b o v e n o r m a l p r o f i t s . 
As I a rgued al length in Lrdilek (1982), t h a t type of Dl I is w h a t 
l urkey can and should do wi thou t . Ins tead, T u r k e y s h o u l d a n d c a n 

a t t r ac t DKI that is willing to par t ic ipa te in its e x p o r t - o r i e n t e d in-
dus t r ies within an o p e n - e c o n o m y on the basis of g lobal c o m p e t i t i o n . 

T h e global debt crisis of the last few years has m a r k e d the e n d of 
r u n a w a y g rowth in in te rna t iona l lending d u r i n g the 1970s. D e b t -
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r idden I DC's a r e no longer able to b o r r o w signif icant a m o u n t s of 
cap i t a l at even relat ively very high real interest rates. M a n y banks , 
especia l ly the sma l l e r regional ones, in the D C s no longer part icipate 
in a n y i n t e r n a t i o n a l l end ing consor t i a . Commerc ia l bank lending to 
F D C s and N i C s is expec ted to d r o p by 50",, du r ing the next decade. 
I'he r e sou rces of the W o r l d Bank and the Internat ional Mone ta ry 
I unci c a n not poss ib ly m a k e up for this m a j o r shortfal l in commercia l 
b a n k lending . C o n s e q u e n t l y , m a n y L DCs and NICs now realize 
t h a t they have n o cho ice but to rely a lmost entirely on DFI as their 
s o u r c e of fore ign cap i ta l . Debt- led growth is no longer within their 
r e a c h . 

T h i s m e a n s t h a t I . D C s a n d N I C s have to make themselves much 
m o r e a t t r a c t i ve h o s t - c o u n t r i e s lor D F I than they were in the 1970s. 
F u r t h e r m o r e , they have to c o m p e t e a m o n g themselves, as well as with 
d e v e l o p e d hos t - coun t r i e s , fo r equi ty capi ta l . This tough competi t ion 
h a s a l r e a d y s t a r t e d . M a n y L D C s and NICs , f r o m the entire range 
of t h e poli t ical a n d ideological spec t rum, are busily liberalizing their 
D F I pol ic ies a n d vy ing for the a t t en t ion of foreign investors, f i n a n -
cial p u b l i c a t i o n s in the m a j o r source-count r ies are f requent ly featu-
r ing m a n y pages of L.DC N I C adver t i sements that are aimed at 
i m p r e s s i n g po ten t i a l fore ign investors with the host governments 
newly f o r m e d belief in the great benef i t s of DFI (e.g. the 7-page ad-
v e r t i s e m e n t " I n v e s t m e n t U p d a t e : Fat in A m e r i c a " in Ihe Wal l Street 
J o u r n a l , 12 N o v e m b e r 1984). T u r k e y is only one of these many LDCs 
a n d N I C s tha t i nc lude a lmos t all those in Latin America and Fast 
As ia . Severa l coun t r i e s , such as C h i n a . Mexico, South Korea and 
Y u g o s l a v i a , tha t had l imited the foreign ownersh ip to 49"„ of a ventu-
re a re n o w c o n s e n t i n g to tip to 100",,. 

N o w , m o r e t h a n ever. T u r k e y will have to compete with o ther 
h o s t - c o u n t r i e s for D F I f r o m DCs. II s h o u l d be emphasized that 1 ur-
key ' s p resen t eage rness to a t t rac t D F I has coincided with an intensifi-
ed g loba l c o m p e t i t i o n a m o n g hos t -count r ies that has never existed 
b e f o r e . T h a t c o m p e t i t i o n , which is bound lo increase fur ther , is in-
f l u e n c e d by h o s t - c o u n t r y incentives of fe red to and requi rements im-
posed on fore ign investors . T u r k e y ' s incentives for D M ( Y A S F D , 
1984a; C e n t r a l Bank of the Repub l i c of Turkey , 1983) a l though 
a t t r ac t i ve , tire no t a m o n g the mos t generous in the world ( Y A S F D . 
1983a a n d 1984b). Mos t impor t an t l y , Faw 6224 bars any favorab le 
d i s c r i m i n a t o r y t r e a t m e n t of fore ign- inves tment f i rms relative to 
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all-'l u rk ish f i r m s . T h e r e f o r e , u n d e r the p re sen t law. T u r k e y c a n n o t . 
lo r e x a m p l e , o f f e r special tax h o l i d a y s to fo re ign i n v e s t o r s , a s d o 
I re land . S o u t h K o r e a , a n d l a i w a n . O n the c o n t r a r y , t h e r e a r e stil l 
s o m e c o r p o r a t e - i n c o m e - t a x p rov i s i ons in T u r k e y tha t d i s c r i m i n a t e 
against fo re ign inves tors ( T u n e e r . 1984). F o r e x a m p l e , f o r e i g n - o w n e d 
b r a n c h e s are not a l lowed to c la im i n v e s t m e n t a n d e x p o r t a l l o w a n c e s , 
f u r t h e r m o r e , there a r e w i t h o l d i n g taxes on f o r e i g n i n v e s t o r s ' d i v i -
d e n d s a n d b r a n c h p ro f i t s . T h e s e result ¡11 h i g h e r e f f ec t ive tax r a t e s 
lor lo re ign inves tors than those fo r local inves to r s . 

I u r t h e r m o r e , T u r k e y c o n t i n u e s its old p r ac t i c e of i m p o s i n g s u b -
s tant ia l a fid ine f f i c i ency-caus ing p e r f o r m a n c e r e q u i r e m e n t s o n D P I 
I i n n s which a re a l so d i sc r imina to ry against t h e m . A l t h o u g h t h e s e 
p e r l o r m a n c e r e q u i r e m e n t s have b e c o m e less d o c t r i n a i r e a n d r e l a t i v e l y 
m o r e f lexible since J a n u a r y 1980, they still c o n s t i t u t e m a j o r o b s t a c l e s 
to a t t r a c t i n g D P I f r o m the w o r l d ' s m a j o r m u l t i n a t i o n a l c o r p o r a t i o n s 
(MNC s), mos t of which regard a n y type of p e r f o r m a n c e r e q u i r e m e n t 
as an obs tac le to in t eg ra t ing fully the i r I . I X / N K s u b s i d i a r i e s i n t o 
their g loba l p r o d u c t i o n and m a r k e t i n g n e t w o r k s . 

A n o t h e r m a j o r obs tac le such g loba l ly d o m i n a n t M N C ' s a s I B M 
and ( j en era I M o t o r s face in c o u n t r i e s such as T u r k e y is local c u r r e c v 
inconver t ib i l i ty and the assoc ia ted res t r i c t ions on the i r i n t e r n a t i o n a l 
' m a n u a l o p e r a t i o n s . G iven the secular rise in i n t r a - f i r m i n t e r n a t i o n a l 
l i ade as part of the g lobal s o u r c i n g of m a t e r i a l s a n d c o m p o n e n t s 
lor the w o r l d ' s m a j o r MNC's , a n y h o s t - c o u n t r y c u r r e n c y r e s t r i c t i o n s 
a n d 1 , 1 0 ' '^suiting d i f f i cu l ty in m a n a g i n g the i r f o r e i g n - e x c h a n g e r i sk 
e x p o s u r e s g lobal ly , d i s cou rage such f i r m s f r o m b e c o m i n g s e r i o u s l y 
involved m tha t host c o u n t r y (Sesit . 1984). T his was i n c r e a s i n g l y t h e 
case m T u r k e y d u r i n g the 1970s. A l t h o u g h sl ightly i m p r o v e d s i n c e 
J a n u a r y 1980, I u rkey ' s c u m b e r s o m e f o r e i g n - e x c h a n g e r e g i m e , w h i c h 
still en ta i l s an inconver t ib le na t i ona l c u r r e n c y , r e m a i n s a m a j o r o b -
stacle to the i n f low of large a m o u n t s of D P I f r o m the w o r l d ' s l a r g e s t 
and t echno log ica l ly most a d v a n c e d M N C ' s . 

An a d d i t i o n a l po ten t ia l ly s ign i f i can t p a y o f f f r o m c o n v e r t i b i l i t y 
wou ld be the in f low of fore ign portfolio equ i t y c a p i t a l i n t o T u r k e y ' s 
still i n fan t s tock m a r k e t . T h e pub l ic o f f e r i n g of the s h a r e s of a w e l l -
d ivers i f ied m u t u a l fund in N e w Y o r k , L o n d o n , a n d T o k y o , s i m i l a r 
to the recent K o r e a f und o f f e r ed to fo re ign i nves to r s by S o u t h K o r e a , 
cou ld a l so help to i n t e rna t iona l i ze and d e v e l o p T u r k e y ' s f i n a n c i a l 
i n s t i tu t ions . 
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T u r k e y ' s p o s t - J a n u a r y 1980 DFI policy, accord ing to the l-'raine-
work Decree on f o r e i g n Investment , discr iminates a m o n g DFI 
source -countr ies , as I have noted and criticized in Frdilek (1982: 
243 245). Il f a v o r s especially the pe t ro leum-expor t ing countr ies of 
t he Midd le Hast, with the hope that their surplus foreign earnings 
f r o m oil ca.n be a t t r ac t ed into Dl-'ls in Turkey . I his hope has not 
yet mater ia l ized on a s igni f icant scale and it is doub t fu l that it ever 
will. A r a b and o t h e r m e m b e r s of O I ' F C have preferred, nol surpri-
s ingly. po r t fo l i o non-equity investment (i.e.. debt instruments) over 
DF I in invest ing their ba lance -o f -payments surpluses. Theories ol 
D F I expla in why both source-country-speci f ic and firm-specilic 
a d v a n t a g e s , especially in technological and managerial know-how. 
a r e r equ i r ed , in add i t i on to f inancia l capital , for preferring D M 
o v e r p o r t f o l i o n o n - e q u i t y inves tment . Besides, since 1982, the global 
o i l - m a r k e t has been in a ser ious s lump, causing the balancc-ot-pay-
m e n t s su rp luses of m a n y O P E C members to turn into deficits. Ii is 
h igh ly unl ikely tha t there will be in the foreseeable fu ture yet another 
r o u n d of subs tan t i a l increases in the price of oil. as there were in I97J 
74 a n d 1979 1980. to boost the f inancia l resources of oil-exporting 
c o u n t r i e s (F rd i l ek , 1984). Tu rkey should , of course, continue to 
s t r e n g t h e n its commerc i a l ties with its Middle Eastern neighbors 
hut s h o u l d not coun t on them heavily as sources of either D M or 
deb t cap i t a l . T h e r e f o r e , its D M policy should be non-discriminatory 
with respect to source -coun t r i e s unless and until discrimination can 
be c lear ly just i f ied on e i ther economic or political grounds. 

6) C O N C E l S I O N 

Since the advent of the J a n u a r y 1980 economic liberalization and 
s t ab i l i za t ion p r o g r a m , T u r k e y ' s direct foreign investment ( D M ) 
e n v i r o n m e n t has improved significantly. The exodus of foreign in-
ves tors f r o m T u r k e y s topped and new foreign investors began to be 
a t t r a c t e d to the c o u n t r y . A l though this is, in compar i son with the 
pas t , an i m p o r t a n t i m p r o v e m e n t , Turkey ' s new DFI policy will not 
be ful ly ef fec t ive until the nat ional economy becomes much more 
o p e n a n d o u t w a r d - l o o k i n g than it is now. coupled with cont inued 
poli t ical s tabi l i ty . F u r t h e r m o r e , Tu rkey ' s DFI policy would have 
to b e c o m e m o r e liberal relative to those of several o ther host countri-
es t h a t have been successful in a t t r ac t ing foreign investment on a sig-
n i f i can t scale. Th i s might require the e l iminat ion of most if not all 
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pe r fo rmance requirements . Since Janua ry 1980 much has been ad11 ' 
eved but much more remains to be achieved by T u r k e y in t a k i n b 

lull advan tage of foreign capital and technology . 

T ime and patience are required before the post -1980 favorabl® 
1)1 I env i ronment begins to pay off . U n f o r t u n a t e l y 1'oreien inves t 0 " 
still r emember the pre-1980 unfavorab le cond i t ions and need tn^> 
a long with repeated reassurances, for their memor i e s to fade. Turkey 
should actively p romote D M i n a i | s e c t o r s o f ¡ t s c c o n o m y (e*<*P 

those lew closed to 1)11 f o r na t ional security reasons) as if ¡1 ^ 
a developed host-country . In o ther words , it should keep in mind t M 
more than two- th i rds of the global D M activity is a n i o n - the devc ' 
ped countr ies and that their share has been rising steadily since l * » · 
In general, being politically stable and economical ly o p e n serves 
as a substi tute for being economical ly developed f r o m the p e ^ 
t ' v e «I loreign investors. 
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