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tes: This import-substitution strategy. although i””ff‘.”? xclc>cli\c Ayt
cificient. became progressively haphazard and inelficient. The .
Kish cconomy instead of integrating itself with the world CCongy,
on the basis -of iternational division of labor and mutually bunQriC"
al trade. chose to largely isolate itself from the forees of inlcrnulimm]
compention. As a closed cconomy, it strived toward preater selfsgyy
licicney at increasing cconomic. political. and social costs. The NE
of []];[;'kclﬁ, largely disappeared: state intervention and burcuuc;-.‘nic
meddling in the cconomy became extreme: and, mosi Turks los their
basic cconomic frecdoms to cngage in both privately and socialiy b
neticiat transactions. The Turkish cconomy came to resemble g selt
shackled  giunt. an cconomy ol great potential that retarded its Ow
development by insisting (o reach an clusive autarky.

Puradoxicallv. but not surprisingly. instead of becoming lesy
pendent on the world cconomy. the Turkish cconomy become Mope
and one-sidedly dependent. Rather than developing 1ts export DPOtey -
ual by recognizing und coming (o lerms with global competitive Con-
diions, it became addicted (o foreign credits which were used (o t
tanee many mefTicient domestic industries. Twice in two decades, in
1958 and 1978, the Turkish cconomy fell mto mternational insolveng,
[Csimply could not service its risine forcign debts out of staeny,,,
CXport carnings.

Until 1930, under these policies. the Turkish cconomy lailed
attract significant BEFL Much of the DET that came in was domesygj,..
market-oriented. in other words, concentrated in the IMport-subsgg;.
tution dustrics. 1t did not contribuie significantly to the developmepy,
and erowth of Turkish cxports. The forcign investors should py,
have been blamed for this unsatisfuctory outcome. They had merely
lollowed the wrong sienals given o them by Turkey's seli-deteatin.
vconomic policies. But they were lrequently blamed, especially (o
not exporting. Consequently, many of them found doing business iy
and with Turkey less and less rewurding, especially alter the mid-1970.
Lurkey acquired an uncenviable reputation as one of the riskiest hosy.
countries in the world tor forcign inyestors (rdilek 1985a and 1985b)
It did not matter that Turkey had one of (he most liberal foreion in-
vestiment laws in the world; (hat 1t had become an associate member
of the FHuropean Lconomic (,'ommunily (ELC) and aspired to (y))
membershipz that it had never unlawlully conliscated any assets be-
loneing o foreieners: and that it had never defaulted on any of i,
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forcign debts. The real nemeses ol foreign investors in Turkey were
statism and the burcaucracy.

CNTOAFTER  JANUARY 1980

3 THE DEFI ENVIRON!

In January 1980, Turkey ook the Cirst step toward making a clean
break with its cconomic past. 10 institated a comprehensive cconomic
sabilization and liberalization program. which was (he  brainchild
of Turgut Ozal. This program successfully revived Turkey's  stag-
nant cconomy, brought inflation under control, und restored the co-
antry’s international credivworthiness. These were its initial achieve-
ments under the cconomic leadership of Ozal until July 1982, During
the 18 months after July 1982, Ozal. who resigned from his post as
Deputy Prime Minister, was not in charge of the Turkish cconomy.
Those who were in charge failed o implement the January 1980 prog-
ram effectively although it did remain the official basis of all cconomic
policies (OICD, 1984).

et me now review briefly the recent legal and political reforms
in terms of their favorable effects on Turkey's investment environment.
Turkey was ruled by the military between September 1980 and Decem-
ber 1983, The military regime saved the country from the brink cf
civil war. It enabled Ozal (o carry out the January 1980 cconontic
program more foreefully than he could before September 1980, 1t pre-
pared the country for a secure return, alter the present transitional pe-
riod, to democracy. Unlike military regimes elsewhere. it keptits W ord
to voluntarily relinquish power back to civilians. 1ts leader, General
Kenan Evren was clected the Republic's president by an overwhel-
ming majority of Turkish voiers in November 1982, Evren. now i ¢i-
vitian, will serve as president. with broad powers under the new cons-
ttution, until 1989,

Under the military reeime, major legal reforms were achicved.
A new constitution was drafted and submitted (o a popular referen-
dum in 1982 Tt was approved by 91 per cent ol the voters. The 1982
Constitution is primarily aimed at preventing the recurrence ol poh-
tical polarization and weak governments. Tt is supported in this aimm
by the new laws, also enacted under the military regime, repulating
political parties and clections. In short. much of Turkey's legal und
institutional infrastructure was onverhauled in order to achieve lasting
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It is now generally accepted that agro-industry in Turkey has th,
feast developed but greatest potential for forcign investors (Agricy).
tural Bank of the Republic of Turkey, 19%3). The Framework Decep
on Forcign Investment lists the following fields in which foreign in
vestment is encouraged:

- - Production of sceds
— All kinds of animal breeding
Production of fodder plants
— Projects for integrated animal husbandry
Production of fresh fruits and vegetables for export
— Other investments to accomplish o technological dcvclopnmm
in agriculture.

All food industry imvestments (with 30 percent export requirg.
nment)

Furkey’s great agricultural potential is to be found in the soluy;.
ons to the following problems:

I~ Low ratios of yicelds per hectare
2- Small sizes of individual farming enterprises

3+ High rates of fallow arcas

For higher ratios of yields per hectare, Turkish agriculture needy -
~ More and better irrigation

More chemical fertilizers

More mechanization
-~ Better seed  selection

Better pest control

In Turkey, the limits of arable land have been reached. Therefore,
output has to be increased by using more productive technolooiey
Turkey is now committed (o buildimg new dams hke the Ataturk dan,
(the largest in Europe) to provide ample irrigation which can casily
triple Turkish agricultural output. (Of course, the dams will also help
mect the needs of industry for clectricity). Although the global ratio
of Trrigated land to arable land is 14 per cent. in Turkey the ratio is
only 7 per cent presently. Moreover. in Turkey almost one-third of
arable land is left tallow, which is too high a ratio.
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Over 50 per cent of Turkish agriculture is devoted to production
of wheat. barley, rye, oats, corn, cle. The share of grains in daily calo-
ries for nutrition is about 70 per cent, 45 per cent of which is derived
from bread alone. There is a great potential for animal-based protein
consumption in Turkey as well as in the Middle East.

Only about 10 per cent of the raw agricultural products are used
as inputs by the food processing industry. (This ratio is 50 per cent
higher in countrics with well developed food industries). Also, the
share of the food industry in total Turkish exports is only 8 per cent,
although the share of agro-industry (including industrial products
bascd on agricultural inputs) is about 50 per cent.

Food processing may well be now the fastest developing industry
of the country. It may soon replace textiles and apparel as the single
Jargest exporting scctor. Frozen foods in Turkey are e still in their carly
infancy since the country lacks the technology as well as the required
high per capita income for their development and growth.

In October 1982, a joint U.S. Department of Agriculture-OPIC
mission including 27 executives from 22 U.S. firms, visited Turkey
to cxplore the country’s potential for foreign investors in agriculture
They found approximately 400 projects waiting for foreign partncrs.
As a result of this mission 15 U.S. firms announced their intention to
explore 24 agriculturc-related investment projects (OPIC, | 1983). The
agro-industry potential in Turkey is now fully appreciated by both
the country’s cconomic dcusnon makers and the prospective foreign

nvestors.

It s significant that Ozal's Minister of Agriculture is Hiisnii Do-
sun., the former director of the Foreign Investment Department who
estabtished  that department and  successfully implemented.  during
1980--1983, the initial phase of Turkey's open-door investment policy.
Among his main objectives is the promotion of DFI in Turkish agri-
culture

Next (o agro-industry. tourism is noteworthy as the sector with
great potential for DFI. The Framework Decrec on FForeign Invest-
ment accords certain exceptional advantages to investments in tourism
that are not available in other sectors. One of them is that the foreign
ownership can be 100 per cent without any involved negotiations with
the Turkish government.
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Turkey’s western and southern shorclines are among the least
developed in the Mcediterranean region. They are studded with histori-
cal remains from the Greeo-Roman and Ottoman periods. The northern
Black Seca coast, of great natural beauty, is also underdeveloped. The
interior of the country offers an impressive collection of Liles, moun-
tains, historical towns and other scenic attractions of wide appeal.

With alt these enviable asscts, Furkey attracts only about 1.3
million tourists @ year with @ gross receipt of only about $400 million.
Spain, on the other hand, attracts about 40 million tourists a vear who
spend  close (0 $10 bitlior. Yct. Turkev has much more 1o offer to
tourists, but lacks the capacity to host them. Turkey needs many more
hotels to increase its bed capacity, not just luxury hotels, but also budget
hotels with western standards. (o appeal to middle-class tourists.

In 1982, Turkey cnacted a new tourism promotion law (Law Nao.
2634 for the Encouragement of Tourism [nvestments). Land and credit
allocations (o tourism ventures have been liberalized. Many regulations
have been streamiined and simplilied. Turkey's present Tourism De-
velopment Plan hopes (o create 10 thousand new beds a year over the
next S years, surpassing a total ca pacity ol 100 thousand heds. Presently |
Turkey accounts for only about 4 per cent of both the global number
of tounsts and the global tourism revenues. In cooperation with forcign
thvestors, Turkey can casily double that ratio during the next decade.

Petroleum industry, espectally crude oil exploration and  pro-
duction, deserves attention next. Turkey is situated in the “oil belt™
of the world. Its land is virtually unexplored. Turkey has had only about
100 driilings a year recently. whereas in Texas there are every year close
to 30 thousand drillings. Admittedly, exploring and inding oil in Tur-
key 15 no casy task since it s, gcologically speaking. a very battered.
Cpmplcx fand. There is a need (o drill down to 3 thousand fect or more.
For that. the most advanced technology is needed

Today, Turkey is able (o produce only 2.5 nullson tons of 1t totul
crude oil consumption of 16 million (ons a year. This mecans about one
half ol 1ts total import payments have (o be allocated to oil. Turkey
15 determimed (o speed up its domestic production. With proven crude
reserves of 65 million tons and potential reserves of 750 million tons,
Furkey enacted a new petroleum luw in 1983 (Law No. 2808 on Pet-
roleum Operations) to exploit those reserves more elfectively. This
law has increased and broadened the incentives for forcign oil firms to
mvest in Turkey (TPAQ. 1983)
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In addition to petroleum. Turkey has @ considerable and diverse
mincral hase. Until 1980, DFI in mining was cither discouraged or
hanned. Since Yanuary 1980, the mining sector has been open to DEFILL
Fspecially chromite. copper. magnesite. and coul can benefit from DFI
(L:itibank, 1983).

Another very promisig indusiry Tor Turkey and loreign investors
i electronics _According to the Framework Decree, foreign mvestors
are encouraged o consider all possible projects cither on their own
or in joint ventures with TESTAS, the state clectronics corporation.
Passive components such as resistors and capacitors are already ma-
nutactured locally. There is good potential in manufacturing active
components such as transistors and integrated circuits. Compulter
assembly operations, especielly in the forthcoming free trade zones,
appear guite attractive. Within a decade, Turkey may well have its
own microcireuitry and computer industries. That may help the furl-
her development of its telecommunications industrics. especially m
terms ol digital technologies.

As lor electrical machinery and appliances, there 18 already
Lignilicant domestic production. especially in white goods, audio-
sual products, and the consumer durables. But this industry has been
a heavily protected and primarily assembly-type operation. It i$ now
beeming to lace import competition. 1t will have to modernize and
rationalize itsell” like all other branches of Turkish manufacturing.

There appear to be a better potential in indusirial machinery and
machine teols. Mauchinery for construction. miming. textile producllons,
and food processing may be worth considering.

As for textiles and apparel. which have been Turkey's single lar-
sest foreign exchange carning manulacturing sector since the late 1960s,
there s still potential for Turkey and foreign investors, especially 1l
Furkish cxports to the heavily protected U.S. market can be increased.
The Framework Decree requires that forcign investors export al least
50 per cent ol their output of these products. Even without this export
requirement, however, the domestic market potential for new pro-
ducers would not be very signilicant. Synthetic-liber-based textifes
appear much more promising than natural (cotton) [Ther-based textiles.
The ree trade zones, when fully developed. could be i boon [or appa-
rel producers who supply the U.S. market with designcr-label clothes.

Finally, Tet me touch upon the trausportation cquipment industry
which has been. sinee the mid-1960s, Turkey’s most important import-
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substitution sector. especially in terms ol ils automotive products.
They include passenger cars, buses, and trucks. Like the c]ecu.‘icul
machinery and appliances industry, this sector is laced with serious
cost and quality problems. There arc too many producers, (oo many
product varictics for the domestic market dlone. To achicve internati-
onal compeltitiveness, the industry will have to modernize, rationalize
itsell, and reach a reasonable scale of operation on an individual
product basis, especially for components as opposed 1o final products.
Production of buses, a relatively labor-intensive operation, which has
also been relatively most successtul in exporting, among automotive
products, appears most promising. As | have argued in Erdilek (1982,
96-100), this industry’s intcrnational competitiveness can not be
sccured without the full ‘integration of the Turkish subsidiavies’ ope-
rations into their parcnts global production and marketing networks,

5. PROBLEMS FOR TURKEY AND FOREIGN INVESTORS

As noted carlier, since becoming Prime Minister in December
1983, Mr. Ozal has tried to revive and widen the scope of his January
1980 cconomic stabilization and liberalization program. He has brought
about some potentially significant legal and administrative changes in
order 1o open the Turkish economy to forcign competition. He has
begun (o streamline the inclficient State Economic Enterpises (SEES)
and to expose them to market forces. Much of this, however, has pre-
dictably engendered strong opposition from vested interests in both
private sector and the burcaucracy. Along with that opposition,
Mr. Ozal has encountered widespread and deepening popular dissa-
tistaction due to still high inflation, rising unemployment, and dec-
hinmg real wages and salarics.

. Faced with strong opposition and sull politically insccure, My,
Ozal has not yet acted decisively and effectively in liberalizing  (he
cconomy despite his government’s frequent rhetoric ol free enterprise
and competition. For example, Mr. Ozal has repeatedly revised. be-
gimning with Decree No. 28 in December 1983,but notrepealed the halt-
century-old Law 1567 (for the Protection of the Value of Turkish
Currency) governing Turkey’s international economic transactions that
bas kept the Turkish tira inconvertible, allowing the burcaucracy (o
run the country’s foreign exchange and trade business from Ankara.
Also, interest rales are still not freely determined by miarket lorces.
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In Tact. Mr. Ozal has paradoxically mereased the centralization
ol all cconomic decision-making in his government. after repeated
adimimistrative  reorganizations. based on well-intentioned  but il-
conceived plans to cut red-tape. The creation of a new office. the Un-
derseerctariat of the Treasury and Forcign Trade, in the Prime Ministry.
by Decree No. 28, has led o a long series of scemingly arbitrary and
discriminatory decisions that might have adversely affected the country™s
balance of payments. This office has become the symbol of the Ozal
government’s futile attempt to manage the national cconomy single-
handedly. as i it were a centrally planned one, in - contridiction ol
My, Ozal's public commitment to free-market principles.

Private business leaders, except those whom the government fa-
vors in its specific decisions. complain that the IMF-sanctioned stabi-
lization program. implemented with varying forcefulness since 1980,
seems Lo be getting nowhere, They press the government Lo stimulate
domestic demand to relieve their cxeess capacity and overdue-debt
problems. The government, however., urges them to seek loregn
markets and foreign credits instead. 1.xports, which the government
has thus Tar emphasized over domestic demand to spur output, are
now lso begining (o slow down, alter increasing at an annual rate
of about 30 per cent during the first 9 months of 1934, This is due to
the reduction in gencrous export-subsidies, the lower demand in the
Middle Lastern markets. and the tougher import restrictions 1n the
United States and Western Europe. Private short-cerm foreign indeh-
tedness is on the rise again alter Turkey's de facto international bank-
ruptey in 1978, causing concern about the country’s ability to sohdity
its regained creditworthiness. In 1985, Turkey's debt servicing burden
will increase substantially as the grace period gained under the 1980
debt restructuring and consolidation agreement with its creditors co-
mes to an end. Furthermore, the governments attempts o hold hack
rises in nominal wages through restrictions on collective bargaimng
are meeting sUfT resistance from labor unions as real wages continue
their four-ycar old decline of almost 30 per cent.

The 19%5 expansionary budget, which, like the 1984 budget, 1
certain (o result in a huge deficit that can not be financed cotirely by
public borrowing, will force the government to rely furtheron the Cent-
ral Bank's money-creation prowess. This will make it very ditticult
to bring inflation much below its 1984 rate of at least S0 per cent.
The government projection ol 43 per cent inereaic 1985 public re-
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venues. bused on the value-added tax scheduled (o go into effect in
January 1985, 15 too optimistic. Spending should e cut to mateh re-
venues. Phere is no other way to brine inflation down. Flnless Turkey
reduces its inflation to a single-digit rate, it will not be reparded as o
Financially stable host country by forcign investors.

N

[he newly cnacted Fitth Five-Year Development Plan (198RS
FOR9) (1.0 Resmi Gazete, 1984 has come under severe criticism (rons
both the Teft and the right for the modesty ol its targets (c.e.. 6.3
percentaverage annuad yeal growth) and the vagueness ol its policy
pronouncements. Al in afl it actually is a sensible document as nati-
onal developmient plans go. professing the government's  general
commitment to ceonomic liberalization, but it lacks specilic and ti-
mely: measures. For cxample, it states that the Turkish lira's (ree-
market valuation and convertibility will be sccured after 1989, but
does not provide for concrete steps toward that objective. The Osu
covernment mistakenly regards frec-market-based  convertibility  of
the T as o distant target of liberalization. when it is in fact an ur-
centand essential ool for inteerating the Turkish cconomy with (he
workd cconomy. Furthermore. the Plan’s feasibility is contingent o
avadlability of foreign credits totalling $16 billion, which may not he
castly forthcoming, piven the serious contraction in lending (o LIDDCs
and NICs by private international banks.

Tmport liberalization has been thus far largely confined to cither
]'“'{LL’ the prohibitive restrictions on luxury imports. such as French
perfumes, Scoteh whiskey. and German cars. that used o be smugg-
fed iy carlicr. or allowing occasionally limited quantitics of imporlgd
toodstufis. such as meat. cheese. and margarine, in order to put down-
ward pressure o domestic prices. The government often publich
threatens o discipline (he high-price local industries with the freer
mportation ol cheaper substitutes. but has actually increased (he
overall protection for many ol them by imposing heuvy import sur-
charees. These surcharges go into a new Subvention and Price Sta-
hilization Fund. established by Decree No. 28, and are supposed (o
subsidize various activities such gy housing construction. This fund
and ity administrator, the Undersecretariat of the Treasury and For-
cign frade may have (hus far hindered. not promoted, the liberali-
sition ol Turkey's forcign trade and payments regime. All trade ves-
trictions should be reduced eradually over time according to a pub-
Hely announced schiedule. They should not be changed upward or
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downward unexpectedly and repeatedly, as has been the case during
1984, Such sudden and reversible changes create great uncertainty
and thus discourage Tong-term decision-making by investors.

Although several forcign banks, mostly from the Umted States.
have recently established branches in Turkey, other forcign investors
stll toke a wait-and-see attitude. As noted carlier. there s o great
deal ol forcign-investor interest especially in the agro-industry antd
tourism sectors. but political uncertainty. coupled with the remaining
Jepad and administrative obstacles, prevent Turkey from attractng
much needed forcion capital and technology on a sigaiticant scale.
However. the presence of forcign banks in Turkey augurs well for
future DFL in the non-banking scctors. Forcign banks in the countny
can not only provide a source of confidence to potential foreign m-
vestors but also serve their financing needs once they decide to tnvest
in Turkey. FFurthermore. the foreign banks can expedite the estabhish-
ment ol the Turkish fira’s convertibility by providing much needed
cxpertise inoprivate Torcign exchange market operations.

Cleariv. an essential step in increasing the confidence ol potentiz!
forcign imvestors would be the further liberalization of the Frame-
work Decree (together with its revisions nnder Decree No. 28 in 198
and Communique No. 84 1 in 1984 and it mcorporation into Law
6224, as was carlicr suggested in YASED (1983¢) and OLCD (1983).
i is a source of concern and puszlement to many foreign investors
why the Turkish government has not vet moved o fully cothly 1t
liberal DEY policy after almost live years ol implementation. I
Ozal government, with its comtortable parliamentary majerity. should
move quickly to take this crucial step. which is explicitly mentioned
in the Filth Five-Year Development Plan among its DU policies.

As of (he end of 1983, there were 185 foreign-inyestment firme
authorized (o operate under Law 6224, (The carlier correspondmy
numbers were: 100 in 1980, 127 in 1981, and 170 in 1982). The total
authorized forcign investment by these 85 Firms was $932.3 bilhon.
(The carlicr corresponding amounts were: $325.1 million m
$662.6 million in 1981 and $829.6 million in 1982) (YASED. 198k
and TUSIAD. 1984 = 113 114). These figures do clearly indicate
w0 post-January 1980 upsurge ol forcign investor interest in Turkey.
It should be noted, however, that the bulk of this upsurge was 1o be
financed through the less-than-voluntary comversion ol the ungu-
aranteed forcign commercial credits in arrcars into D capital under

JORO.
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Law 6224, 7] comersion process has now almost run ity COly e
and Turther jncreases in even authorized DT will have (o be st
voluntary. Given the present global stow-down in DU by devel
countrics (DCs) i Tess developed countries (LDCS), which ure ¢
peting Nereely amone themselves to attract DB such \olunlnry
Creases may prove o be much more ditficalt to achieve than yy,,

people belicve in Furkey. Morcover, since 1980 the actual new DEI

thy
ped
om

n-

has significantly fageed hehind the authorized new DEL as Sown
by (he State Planning Organization data (in S nuallion) below:
Year Authorize Actual DU L Readizaton Kagg
1980 97 3 0.55
t9s1 317 00 0,18
} 1982 167 0.33
1983 1 7 0.84
F9RE (9 monthy T o1l '
|
|
19RO 8. 1081 0.28 \

2200 of this total s lor a il

According to the Fifth Five-Year Development Plan. Purkey
Lapects to reeeive the following amounts of DEL (in 5 million)

1945 1986 1947 (DRSS ‘ 1989 1985 %

115 190 285 o | 375 1235

These projections although ambitious are not beyond reacl i
Furkey: continues (o iprove its DFL environment along the
suggested m this paper. In fact, these amounts could well prove lo he
rather conservative. especially it the global cconomic conditigns
develop fuvorably for Dy

lines

activity in gencral.

O the other hand. 1 might be argued tiat Turkey has actng))v
lost smee 1980 it potential atiractivencss for foreign imvestors beeg -
se 1tas no doneer willing o guarantee them closed. sellers’ Murkets
mowhich they were able, before 1980, (o carn above normal progj(s.
As areued at Tength in Erdilek (1982), that type of DI as what
Purkey can and should do without Instead, Turkey should and ¢an
attract DFL that s willing 0 participate in its export-oriented -
dustrics within an open-cconomy on the basis ol global competition.

Fhe global debt crisis of the Tast fev years has marked the end off
runaway growth aninternational lending during the 1970s. Deby-
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ridden 1LDCs are no longer able to borrow significant amounts of
capital at even refatively very high real interest rates. Many banks,
especially the smaller regional ones, in the DCs no longer participate
in any international lending consortin. Commercial bank lending to
LDCs and NICs is expected to drop by 50°, during the next decade.
[he resources ol the World Bank and the International Monetary
Fund can not possibly make up for this major shortiall in commercial
bank lending. Consequently. many EDCs and NICs now realize
that they have no choice but to rely almost entirely on DFI as their
,ource of Torcien capital, Debt-led growth s no longer within their
reach.

This means that EDCs and NICs have to make themselves much
more attractive host-countries lor DFL than they were in the 19705,
Furthermore, they have to compete among themiseives, as well as with
developed host-countries, for cauity capital. This tough competition
has already started. Many LDCs and NICs, from the entive range
of the political and ideological spectrumm, are busily liberalizing their
D1 policies and vying for the attention of foreign investors. inan-
cial publications in the major source-countries are frequently featu-
ring many pages of LDC "NIC advertisements that are aimed  al
fmpressing potenuial Torcign investors with the host governments
new iy formed beliel in the great benelits of DEFL (c.g. the 7-page ad-
certiserent “Imvestment Update: Latin America™ in ‘The Wall Street
Journal, 12 Noverber 1984). Turkey is only one of these many LIS
and NICs that include almost all those m Latin America and Last
Asia. Several countrics, such as China. Mexico. South Korca and
Yugoslavia. that had limited the foreign ownership to 49 o olfaventu-
re are now consenting to up to 1007,

Now. more than ever. Turkey will have to compete with other
host-countrics for DEFL from DCs. 1t should be emphasized that Tur-
key's present cagerness to attract DFL has coincided with an mtensiti-
cd global competition among host-countries that has never existed
before. That competition. which is bound (o increase further, 1s m-
fluenced by host-country incentives offered to and requirements -
poscd on Torcign investors, Turkey's incentives for DET (YASED,
1984a: Central Bank ol the Republic of Turkey, 1983) although
attractive, are not among the most generous in the world (YASED.
19832 and 1984b). Most importantly, Law 6224 bars any favorable
discriminatory  treatment  of  foreign-investment Firms  relative o
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all- Turkist Firms. Therefore., under the present law, Turkey can not.
for example, offer special tax holidays (o forcign investors, as do
lretand. South Korea. and Taiwan. On the contrary, there are still
some corporate-income-tax  provisions ny lurkey  that  diseriminate
againsi foreion investors (Tuncer. 1984). For example. forcign-owned
Bbranches are not allowed to clain investment and cxport allowances.
Furthermore, there are witholding taxes on forcign investors’ divi-
dends and branch profits. These result in higher effective tax rates
tor toreren investors than those Tor local investors.

Purtherimore, Turkey continues its old practice of imposine sub-
stuntiel and inelTicieney-causing performance i on DFI
Firms which are also discrminatory against them. Althoueh  (hese
performance requirements have become less doctrinaive and relative 2|y
more Flexible sinee January 1980, they still constitute major obstacles
to attracting DET {rom the world’s major multinational COrporations
(MINC most of which regard any type of performance requirenent
A anobstacle o integrating fully their 11DC 7 NIC subsidiaries into
their global production and marketing  networks.

Another major obstacle such elobally donvinant MNCs as 1BM
and General Motors Tace in countries such as 1 urkey 15 local currecy
meomvertibihty and the associated restrictions on their international
Fmancial operations. Given the seeular rise in intra-firm mnternational
tade as part ol the clobal sourcing of materials and components
for the worlds major MNCs, any host-country curreney  restrictions
and the resulting dilficulty in managing their foreien-exchange risk
Cxposures elobally. discourage such Firms rom becoming seriously
mvolved i that host country (Sesit. 1984). This wus increasingly the
cise e burkey durving the 1970, Although shightly improved sinee
January 19850, Turkey™s cumbersome forcign-exchange regime. which

Stll entals an meonyertible national currency, remains 4 major ob-
Jgacle to the inflow ol large amounts of DET from the world™s fareest
and - technologically: most advanced MNCs,

A additional potentially sienilicant payoll from convertibility
would be the inlllow of lorcign porttolio equity capital into Turkey's
Ul infant stock market. The public offering of the shares of a well-
diversifica mutual Tund in New York, London. and Tokyo, similar
to the recent Korea Fund offered (o [orcign investors by South Korea.
could ulso help to internationalize and develop Turkey's financial
mstitutions.
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Turkey's post-January 1980 DT poticy, according to the rame-
work  Decree on Poreign Investment. discriminates among DFI
source-countrics. as I have noted and criticized in Frdilek (1982
243 245). 1t favors especially the petroleum-exporting countries of
the Middle Fast, with the hope that their surplus foreien carnines
from oil can be attracted into DS in Turkev. This hope has not
vet materialized on a signilicanc scale and it is doubtlul that it ever
will. Arab and other members of OPEC have preferred. not surpri-
vingly. portfolio non-cquity investment (re.. debt instruments) oser
DEL in investing their balance-of-payments surpluses. Theories of
DI explain why  both  source-countrv-specific and  Firm=specilic
advantages, especially in technological and managerial  know-how.
are required. in addition to financial capital. Tor preferring DE
over portfolio non-cquity investment. Besides, since 19820 the elobal
oil-market has been in a serious slump. causing the balanec-ol-pay-
ments surpluses of many OPEC members o turn into delicits. fuons
highly unlikely that there will be in the foresceable future yet another
round of substantial increases in the price of oil, as there were in 1972
74 and 1979 1980. to boost the {inancial resources of oil-exporting
countrics  (Frdilek. 1984). Turkey should. of course. continue 10
strenethen its commercial ties with its Middle Eastern neighbors
but should not count on them heavily as sources of cither DEEor
debt capital. Therelore. its DL policy should be non-discrininatory
with respect (o source-countries unless and until discrimination can
be clearly justilied on cither cconomic or political grounds.

6) CONCLUSION

Since the advent of the January 1980 cconomic liberalization and
Subilization  program. Turkey’s direct forcign investiment (DE1)
sivironment has improved significantly. The exodus of foreign -
Lestors rom Turkey stopped and new foreign investors began to be
adiracted to the country. Although this is, in comparson witl the
past, an important improvement, Turkey’™s new DIT policy will not
be fully effective until the national cconomy becomes much more
open and outward-looking than it s now. coupled with continued
political stability. Furthermore. Turkey's DI policy would hive
10 become more liberal relative to those of several other host countri-
s that have been successlul in attracting forcign imvestment on a sig-
nificant scale. This might require the elimination of most i’ not all
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