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Structural Change In Turkish National Income: 1950~1960

This paper will undertake a short survey and analysis of the
changes in relative sectoral prices and in the composition of na-
tional output over the 1950-60 period in the Turkish economy.Though
4he formal growth models in economic theory assume stability in the
composition of national output as well as relative goods prices as
ser capita real income rises,it is a well established fact that
both the pattern of production and rglative prices undergo consi-
derable changes in the courses of economic development. It is note~
worshy that even if no rigid uniformity is observed, cross—sectional
and historical studies reveal striking similarities in the struce=
tural patterns of economic change(l) . The first part of the paper
will give a brief description of the changes in the composition
of Turkish national output and relative sectoral prices with a view
to permit a comparison between the structural changes in the Turkish
economy and the expected developmentse

Tn view of the demand elasticity for different classes of goods
ﬁhich differs widely , e.g. as between food items and menufactured
consumers! goods, and a considerable variation in supply elasticity
in different sectors of the economy: & proportionate expansion of
all the productive sectors is an unlikely phenomenon, On the other
hand the existance of some similarity in the demand elasticity for
and supply elasticity of the same classes of goods as per capita
real income levels rise assures the conformity of structural change
$o a particular pattern in growing economies. The second part of the
paper will try to isolate some specific factors which secem to have
been influential on the observed pattern of change in major sectors
of the Turkish economy. In an underdeveloped country where a signi-
7icant proportion of investments are undertaken by the state, and
exogenous factors play a prepondorant role, sectoral supply elas—
ticity may be considerably affected so that economic development
follows a particular pattern. It will be the task of this paper to
»ring out the importance of such specific factors in the case of

one underdeveloped country,i.e. Turkey.

(1) E.M, Ojala, Agriculture and Economic Progress, London -1952- The.
conditions of economic Progress, Tonden 195)ke &« 5 4% e
H.B. Chenery, ngtructural Patterns of Changes, "American Economic
Review, February 1960.
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It must be admitted from the start that a ten year period is too
short to permit an analysis of structural change. Yet the non-avail-
ability of national.income figures and other data necessitated by
economic analysis inevitably confined the survey to a fairly short
'period.(Vevertheless, taking account of the fact that the long-run
consists of different short-runs, even a period so short as ten years
might be helpful in the explanation bf expected developuments over a
longer time span, ‘ '

1- Structural change at the goodslevells

Structural change at the goods ievel signifies both a change
'in the composition of national output and relative goods prices in
the course of economic development,

‘This section will survey first relative sectoral growth rates
in real terms and in the following paragraph changes in relative sec-
toral prices.

a) Change in real terms-

, The notable changes in the composition of Turkish national
output in the 1950-60 decade have been the relative decline in the
share of agrlculture, the increase in that of transportation and
serV1ces(l) and the constancy in the share of industryas a broad
category. Though the decline in the relative share of agrlculture
conforms to the empirical findings which reveal almost invariably
this process as per capital income levels rise, the constancy ob=-
 served in the relative share of industry constitutes a sharp cont-
rast to it. Table 1 below gives the relative shares of the major

sectors in Turkish national income.

(1) Services cover all the remaining items of Turkish national
income accounts, i.e. trade, financial institutions,private
- professions and serV1ces, revenue from residential dwellings
" and government services,
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Table 1

Relative shares of major sectors in Turkish natioanl income

(at 1948 factor costs)

Year Agriculture Industry Transporté%gﬁh Services Total
1950 50.0 161 5 ol 28.5 100.0
1951 52.3 15.0 5.1 27.6 100.0
1952 51.3 15.5 5.7 275 100.0
1953 50.6 16.5 545 27.4 100.0
1954 4y 9 17.7 Tl 30.1 100.0
1955 45 4 17.2 D5 29.9 100.0

1956 46.3 16.9 % 29.5 100.0
1957 Lh .7 17.9 Te3 2041 100.0
1958 46.9 16,7 &5 29.9 100.0
1959 4l .9 16.7 745 30.9 100.0
1960 43,9 16,8 7.9 3104 100.0

National Income of Turkey 1948-58; No. 391, and 1948; 195360, No.

420 Ankara, I, U. M«
However, the broad category classified as industry in Table 1

conceals the substantially different trends followed by the different

sub-categoriesy i.€. public utilities such as electricity, water and
gas, construction industry mining and manufacturing industry. A
further breakdown of the industrial sector into these four sub-ca=

tegories shows that the most rapid growth has occured in public
utilities followed by construction industry, while manufacturing
industry has grown the least rapidly.

Thus, the industrial sector has not only been growing much more
slowly as compared with transportation and services, but amongst its
sub-categories the most rapidly growing have been again those pro=

ducing actually domestically consumed services. In Table 11 below:



factor cost)

Industry
Year Agriculture _ -
Mining Manufac- ‘Construc- Electricity
turing] tion gas,water

1948 100 100 100 100 100

1950 o7 123.1 108 162,2 118

1951 117.1 153.2 115 168.7 132

1952 124,77 181.8 122.9 203.5 153.5

1953 | 136,5 200.3 | 135 282,2 183

1954 109.6 182.2 143 .4 233.7 21745

1955 119.5 191,6 148,2 245.5 256.5

1956 129.9 227,1 155,1 249 295.5

1957 | 133.2 247.3 | 165.6 | 308.2 337.5

1958 156,5 230.1 1744 331.3 385

1959 156,0 213.4 181,.4 350.1\ 431.5

1960 | 15732 215.1 [ 188.9 | 352.¢6 479.0

Services s Which ag g broad'category cover a wide ?ariety of
productive sectors, have shown the most rapid growth rate amongst
allothers, This increase depicts that g g8reater division of labor -

widened and external eéconomies have been created to the remaining
sectors of this ecénomyo However, thyough one would expect a
greater increase in agriculture ang manufacturing industry\in-
consequence of thig develophent,this‘has not been the cage ;‘The
following table (Table IIT) gives the relative share of the pro-
ductive sectors classified under services,
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Table III
Percentage distribution os sectors classified as "services"
(at 1948 factor cost)

Financial Private Ownership  Government
Year Trade institutions Professions of Dwelling services
and Services

1950 10.5 147 4.1 2.6 9.8
1951  10.7 16 4.0 25 9.0
1952 10.6 Lo 4,1 2.4 8.9
1953  10.4 1e& 3.8 2.4 9.2
1954 e 2.4 4.5 2.8 10.9
1955 2.8 2.4 > | 2.9 9.9
1956 9.9 2.4 4.9 3.1 9.4
1957 4t 2.4 4.9 34D 9.8
1958 9.9 2.6 4.8 3.5 93
1959 10.4 2.6 4.o 349 9.6
1960 10.5 2.6 4.5 4.3 9.7
Ibid

b) Change in relative prices-—

It is interesting to note that changes in relative prices
over the same decade indicate the importance of supply elasticities
in various sectors in the course of economic develoment. The shifts
in relative prices have been jnversely related to the growth rates
of major sectors, i.e. the most rapidly growing sectors have shown
the lowest price increases in general, while slowly growing sectors
have gained in terms of trade. However, this does not necessarily
mean that the importance of a rise in demand or demand elasticity
can be ignored.

The most rapidly growing sectors, i,e. transportation and se¥-
vices, have had much slower jnereases in prices then industrye. In
fact, the terms of trade have moved considerably in favor of the
industrial sector after the abolishment of trade liberalization in
1953, By the end of the period under review, the gain in terms of

trade of this sector is on the order of 44%, On the other hand ,
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a breakdown of the industrial sector into its sub-categories reveals
the most rapid price increases to be attributable to manufacturing
industry, i.e. the least rapidly growing sub-sector.

In studies on economic growth, the relative rise in the share of
manufacturing industry ari passu with a rise in per capite income is
generally explained by a change in comparative advantage as capital
accumulation speeds up and enables the country to substitute by do-
mestically produced products the previously imported items, the high
income elasticity of demand for final manufactured goods and the .high
demanc for intermediate goods of the industrial sector. Alsoy manus=
facturing industry along with the highest growth rate is fouhd to
have relatively greater rises in prices(l). Thus, the rapid rise in
demand and high income elasticity for the products of this industry

as vell as its supply elasticity affect favorably the growth of the

sector.
In view of the expected demand developments and low supply
elasticity(z) as revealed in the Turkish case, the gain in terms of

trade of the manufacturing sector is ordinary. However, the degree
of inelasticity-indicated by the wide shift in relative prices in

1ts favor-—of this inmportant scctor necoé?itates dwelling upbn, In
“able IV below, the implicit price indexes in Turkish national in-
come canbe followed by major sectors and for manufacturing industry

separately,

(1) H. B. Chenery, op. cit.

(2) The term "supply elasticity" is used here and in the following
sections in a rather lioose sense, to denote the relationship
between output growth, which presumably covers shifts in the
supply curve and prices which reflect the effects of shifts
in the supply curve as well as the demand curve,
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Table IV
Implicit price indexes in Turkish national income by major

sectors and for manufacturing industry

(1948 = 100)

Industry Manufac— Transpor—-  Services
Year Agriculture (all sub- turing tation

sectors)
1950 98.4 96 101 o1 100
1951 101.2 103 113 104 101
1952 105.5 114 125 12X, 109
1953 112.6 120 143 123 117
1954 115.2 152 168 123 1357
1955 136, 172 185 134 155
1956 148.9 205 231 151 158
1957 193 233 279 173 168
1958 217.2 281 336 186 187
1959 227 336 374 228 227
1960 259 359 381 252 229

This table has been computed from the national figures in constant
and current prices. (Wational Incone of Turkey.,.oca)

As regards relative price changes, the agricultural sector has
not followed a uniform trend, lagging behind all other sectors - or
leading other sector throughout the whole period, but displays instead
two divergent trends with a sharp turn after 1956, In fact though
between 1950-57 the yearly price increases of agricultural products
have been on the average 7.5%, in the latter part of the period, the
rate of increase has doubled to 15%. Dyring the first part of the
period. agricultural prices have legged behind all others.With the
consequent adverse terms of trade for the sector , while in the latter
half of the period, aside from industrial prices, the reverse has hzen
true,

It is also interesting to note that price increases seem 1o have
accelerated in all sectors, except services, after the devaluation

of the Turkish currency in 1958, The yearly price increases recorded
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until 1958 have been on the average 1/3 for industry, and 10% for
transportation and services. After the depreciation and other policy
measures which accompanied the stabilization policy in 1958, price
increases have gained momentum though the rate of product growth
declined, being 42% yearly for industry and 12% for transportation.
The only sector with a declining rate in price increases have been .
services; in this case, the yearly increase has fallen from 10% to
%o

This short survey of relative price changes reveals that during "
the decade under review there have been wide shifts in relative sec-—
toral prices and that in each case they have been closely related
to the growth réte of the sector, Transportation and services have
had a high supply elesticity, while manufacturing industry has been
fairly inelastic with respect to pricess Agriculture has been able
to maintain a high elasticity in the former part of the period
though has lost pretty much of it in the latter part,

II- Specific influences on supply elasticity
The observed supply elasticity of major sectors of the
Turkish economy can be partly explained in terms of specific factors
which have been influential on the growth rate. This section purports
“to bring out to light the importance of such with a view to indicate
finally théir analytical and policy implications.
a) Pattern of Investment Digtribution
As in most of the underdeveloped countries of today.
which have embafked upon a programme.of economic development, the
public sector in Turkey contrlbutes heavily to output and investe
ments, Despite the. 11bera1 party programme of the party in power
throughout the whole decade under review, this has no less been
the case . In fact, the publlc sector has grown in 1mportance as
compared to the previous periods,

Private investments in the economy are motivated inveriébly by
profit expectations net of a risk premium, while public investments
are directed to an’ énhancement of so¢ial’ utility rather than being
motivated by direct profitability. In the case of state economic
enterprises, it is no longer possible to distinguish the aim so
clearly , though they might be expected to aim af profitability.
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The rapid growth rates observed in public utilities, transpor-
tation, are in fact attributable to the emphasis given to the crea-
tion of external economies rather than direct production by the po-
litical party then in power. Moreover, the increasing rate of popu-
latiop growth which Turkey experienced during the period under re-
view, along with a process of rapid urbanization were no less res-
ponsable for the increasing proportion of pubiic investments in
total investments. Aside from 1951 and 1952 when private investments
have shown a wide jump. that the public sector has steadily absorbed
a rising proportion of the economy's resources can be easily seen
in the following table (Table V)

Table V
Distribution of total investments between the public and private
sactors.

Year Private Sector State Bconomic Public Sector Total

Enterprises ‘

% % %
1950 27 15 28 100
1951 61 13 26 100
1952 62 16 22 100
1955 56 17 27 100
1954 59 16 25 100
1955 il 27 29 100
1956 50 20 30 100
1957 43 22 35 100
1958 36 24 40 100
1959 38 20 42 100

Source: 0. Okyar "Yatirimlarin Sektorler Itibarile Dagiligi" Forum
1 Subat 1962,

. The éharﬁ decline in the share of the private sector after 1954,
when with the starting of inflationary price rises and foreign ex-—
change difficulties the relatively stable conditions of the previous
period were upset, 1is specially striking. It is also worthy of note

that a relatively higher proportion of private investments have been
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allocated to private residential dwellings concommitantly with the

S
R Y

decline in private investments. i{..-¢, 3 )
Hence ,. not eonly “have. priviaté. investments lost in importance
arier 1954 but at the same time they have been diverated to a non-
productive form of investment réther than adding to the productive
capital stock of the economy. (Table VI)

To follow more closely the effect 6£ the distribution of invest-
ments on the rate of output growth in different sectors, data on the
distribution of investments by sectors for the whole period are re—
quired . As yet, however, they are not available . Nevertheless, on

- the basis, of data partaining to 1948=55 the chénges in the distribue-
tion of investments can be followed in the iight of table VI,
Table VI indicates that during the first half of the pef;od on the
average 23% of ~total investments (public plus private) have been
allocated to agriculture .and manufacturing industry which in turn
contribute more than a half of national income. On the othervhando 77%
of total investments have been allocated to sectors comprising in

total 1eés than a half of national income..

Table VI
Distribution of total investments by productive sectors:
(1948-55) %
e eanas
Sectors 1948) 1949 1950| 1951 1952| 19531 1954 1955| Average
for the
period .

Agriculture 9s7 | 11.2| 13,5 16;0 17,3 106 8,5 | 8.4 | 11,3
ManufactusingBe? | 10.9| 10.3| 11.0| 12,3| 11.4f13517 13.2 | 11.9
Construttion Oof | 0.9 1.4| 1.2| 1.3| 1.6 1,2| 1.2 | 1.2
Mining Energy5.3 6.9] 7.2| 5.2] 6.0| 6.5 7.4 | 7.4 6.7
Trade 4,2 7:7| 6.8| 6,0 6.0| 7.8 10.0| 8.2 | 2.6
Transpor%ggngﬁgs 23.9| 24,5 27.5| 24,1| 28.3| 22,2 | 20,9 | 24.2

Residential 3'003 26g5 26@1 2405 2495 ‘ 2591 3006 3303. 28.3
dwellings R g
ProfesSionéIIﬁ&S 1 12,0 10,2] 8.6 8.5| 8u5| 7.0 7.4 | 8.8
services | » H

‘Total.iloooo ilOO°0 100,0 |100.0 [100.0 [100,0L00.0 [L00.0 100.0

Sourcer Dr. K, Gurtan, "Turkiyede Yatirimlar", Table XIX, page 148,
istanoul 1959,
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Tt can also be seen in Table VI that residential dwellings and
trade have absorbed a significant and rising proportion of private
investments. As the private sector is dominant in these two sectors,
one would not be at fault to assume that they have come to occupy an
increasing importance in private investmenﬁs(l)p On the other hand,
in view of the fact that the state contributes an overwhelming pro-—
portion of investments in mining energy and transportation, it can
be presumed that they have occupied a significant position in state
investments in the latter half of the period as well.

The position of agriculture; which alone has contributed 40,
50% of national income over the 1950—i960 decade, with respect to
the proportion of investments which has been allocated to this
sector is noteworthy: an increasing proportion has gone 1o this
sector until 1953 when agricultural output showed substantial in-
creases. As private investments are of considerable importance in
this sector of the economyes presumably, the decline in this sector
has been accompanied by the rise in investments in trade and resis=c
dential dwellings. With the steady decline in its share of total

investments and the continuance of conditions whi;h favored the

rise of private investments in trade and residential dwellings,

it is too expected that agriculture further lost ground in its
share of total investments in the latter half of the perioda

In contrast to agriculture, residential dwellings and trade

in which the private sector is dominant

energy where the public sector plays a significant role, private

and trenspoviation, power-
and public firms compete in manufacturing industry. The rise in
the share of investments allocated to this sector shows a rise

after 1954 when, as indicated previously. stable economic condi-

tions were upset, However, that this rise was temporary and that

(1) The rise in the relative share of "ownership of dwellings";
(Table III) in Transportation (Table 1) and in electricity,
gas and water after 1955 in national income supports this
argument .
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import possibilities have had an important say in the change of the
investment rate in manufacturing industry will be seen presently as
the effects of foreign trade are dwelt upon.

This short survey of the pattern of investment distribution
during the 1950-60 period reveals that in private as well as public
investments the directly productive sectorsgi.e. agriculture and
manufacturing industry have been slighted in favour of the indirectly
productove sectors., Hence, one may presume that the different growth
rates observed in various sectors of the economy have been closely
related to the particular distribution of public as well as private
investments,

It was previously indicated that the public sector and to a cer-
tain extent the state economic enterprises aim by and large to the
creation of external economies and an enhancement of social utility.
In view of this special features, the allocation of public invest=-
ments occur outside the price mechanism in contrast to private invest-
ment where the rate of profitability is the guide in investment allo-
cation, Despite considerable shifts in favour of manufacturing ﬁrices
that private investments have not risen substantially reveals the
existence of some other factor which has barred this rise., The decline
in the rate of investment in agriculture is presumebly the outcome
of the steady shift of the terms of trade against agricultural prices
until 1957. As no data are available for the latter half of the period
it is difficult to make any guesses as toc the develoment of invest—
ments in this sector when terms of trade started to move in favour
of agricultural prices, Nevertheless, the constancy observed in out-—
put growth in addition to the previously indicated shifts in the allo=~
cation of private investments might evidence given weather conditions
which have a considerable effect on output, a not too favourable de=-
velopment,

Another point worthy of note is that the sectors of the economy
which have attracted a significant portion of both private and pub=-

1
lic investments have been those with a fairly high capital intensit§ ).

(1) ‘Capital intensity signifies in this context the marginal capital-
output ratio and will be referred to shortly as the c/o or capital-
output ratic.
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While dirgctly productive sectors have received a fairly small proportion
of total investments despitevtheir low capital intensity and have attained
relatively slow growth rates, the reverse has been true in the case of
indirectly productive sectors. The position of private residential dwe-~
llings is specially striking for their high capital intensity and the .
high proportion of private investmentswhich they have attracted. Table
VII gives the net output in thousand T.L. creéted by net investiments of
one ﬁillion'TgL. by major sectors of the economy.

Table VII

Sector . Net increase in output (000 T.L.)
created by 1 million T.L. of net investment

Construction 3,036

Agriculture 2,671
Trade 803
Services 780
Manufacturing 468
Transportation 256
Mining~Energy 175
Dwellings Ly

This table is taken from K, Giirtan, op. cit. p- 181
Presumably , the consideration of real estate as a hedge agalnst

inflation and the high remunaration which speculative deallngs 1n trade
yield in such times is the basic explanation for the observed allocatlon
of private investments. It is highly probable that the true yield of
speculative ‘enterprises are not reflected in the above figures for "trade”

" The short survey of the pattern of investment distribution indicates
that the changes observed in the composition of national output and re-
lative prices have been strongly affected by the preference attached to
certain sectors by both the public and private sectors of the econony.

b) Eifects of foreign trade-
A study of foreign trade developments over the-same decade

" sheds further light on the particular structural change observed in the
composition of national output and relative prices. The period is Phara”—

terised by widely divergent changes in foreign felations, ranging from
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trade liberalization in the years from 1951-53, to extreme foreign
exchange shortage betwwen 1956-58 and finally the depreciation of
the Turkish currency in August 1958 as part of a monetary stabili-
zation policy. In fact; the character of foreign trade developments
is clearly reflected in domestic changes despite the fact that
"Turkey is not a country where the value of exports or imports cons-
titute a significant proportion of doméstic hational income .

Trade 1iberélization, embarked upon in 1951, resulted in the
dissipation of meager foreign exchange reserves and a growing defi-
cit in the balance of payments, Following the restriction of availa-
ble foreign aid, Turkey had to limit imports ggg%gg&%g.W1th the dec-
line in exports., The liberalization period in turn, has been one of
relative price stability and an important upsurge in private in-
vestments (Table V.) The increase in supply; permitted by a growing
deficit, helped meet encreasing domestic monetary demand as well
as giving.a spur to exports, These three years can actually be con-
sidered as the "golden area" in the history of Turkeﬁ% economic de-
velopment.:Not only did price stability reign but a rate of growth
never to be reached again, was attained in the important sectors
of the economy (Table II) ,

To trace the effects of foreign trade developments after 1953 on
the domestic economy, the following table giving imports, exports
and the dificit in dollar terms will be helpful (Table VIII).

) Table VIII
Importso equrts and foreign trade deficit ( in million 2)
Year Imports Exports Deficit
1950 283,1 263.4 19,
1951 398.5 31441 82°Z
1952 551.0 362,9 188,.1..
1953 5278 39601 , 131.7
1954 4741 334.9 139.2
1955 493.2 31343 179.9
1956 403,7 305.0 98.7
1957 393.6 345.2 ‘ 48 .4
1958 312.3 47,2 65,1
1959 438,7 355,.1 83.6
1960 464,9 : 320.8 144,1

Turkiye Iktisat Gazetesi, 1 Subat 1962, Ankara
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The growing foreign trade deficit after attempts at free trade
ended with the abolishment of liberalization in 1953. The deficit
spending of the government kept monetary demand high after 1954
along with a curtailment of imports which decreased supply in the
domestic market. Part of Turkish exports have an endegenous demand
i.e. the exportable surplus is an inverse function of domestic in-
come growth. Thus, increases in real in real and money income in
the domestic economy deflected to the internal market part of agri-
cultural export products for which demand is partly endogenous. On
the other hand ,part of Turkish exports have an exogenous demand,
i.e. the exported volume and prive are mainly dependent on demand
growth abroad, in importing count -ies. Parallel to the rise in the
general price level in the economy, the overvalued Turkish currency
put these products at a disadvantage in foreign markets vis'a'vis
the products of rival countries despite export premiums. Hence the
fall observed in export wvalue after 1954 until after depreciationn<l)

The unavailability of foreign aid in large amounts together
with deflected foreign exchenge reserves resulted in the curtail-
ment of supply in the domestic market in consequences of import
restrictions more than demand due to the fzll in exports., This is
specially true in the case of consumers' ggods which were limited
to permit the imports of required capital equipment. In fact, im-
ports of consﬁmers' goods which stood at 343 million T.L. in 1952
fell to 204 million T.L. in 1955 and 108 million T.L. in 1958. The
imported consumers' goods consist. largely of manufactured items
for which substitutes are hardly available amongst domestic pro-
ducts, The reduction of imported consumers! goods to 1/3 of the

previous amount and the inability of domestic manufacturing industry

(1) In connection with the increase in. import value and decline in
export value account should also be taken of the adverse move-
ment in terms of trade between 1953-60. The price index for
imported goods rose from (1953=100) 100 in 1953 to 115 in 1960,
while the price index for exported goods fell down to 93, so
that the terms of trade stood at 81 by the cid of the peried
indicating a loss for Turkey of 19 points (in Turkish currency).
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to easily supply substitutes for the missing items deflected the
rising démand to the poor substututes in the internal market and

gave strong impetus to manufacturing prices, In fact, the deflecticn
of residual démand to the internal market not only explains the sharp
rise in manufacturing prices but also the rise in the relative im-
portance of manuféctufing industry during the period when foreign
competition was eliminated from the domestic market. It is interésting
to note that a rise in the percentage of investments relative to net
value added together with a rise in the relative contribution of
small enterprise in total net value added have accompanied the fall
in imports of consumeré'goods,Howeverg after 1956 the extreme foreign
exchange shortage has given rise to some adverse effects as not only
imports of manufactured consumers! goods but also machinery and
cquipment, raw materials had to be curtailed .

@hé two tables below help follow the effects of foreign trade
devgiopments on manufacturing industry more closely .. The first table
(Table IX) gives imports in million T.L. by major groups. The scconc.
JhOws investments as a percentage of net value added in manufacturirg,
1ndustry, the realtive share of manufacturlng in national income,
and the change in the share of small enterprises in total manu= =
facturing output, (Table X).

Table IX
N Imports by major groups (mi?llon ToLa)
;l“ieér;,, Raw’fétc?lals Equlpmedt and ‘Consumors' Constru?tion
Cos T T ma"hme?'y“ff.'.'.'.?""»ﬁ:"'.-?'i;"[ goods - - materials
1950 er Top3 LN CUiagsr 0 g5 T
981 a6 Cme e
1952 = 429 599 343 187
1953 420 537 295 238
1954 367 500 - 262 210
1955 433 504 204 252
1956 350 508 127 155
1957 491 350 136 134
1958 393 306 108 76
1959 582 499 134 101

1960 501 588 126 96

THrkiey Iktisat Gazetesi, 29 Haziran, 1961, Ankara
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Table X
Investments in manufacturing industry . its relative share in

national income, and share of small enterprises

Investments as a Share of manufacturing Share of small

Year % of net value in natioanl income (%) enterprises in
added in 1948 factor current total manufac-
nanufacturing prices prices turing output(%)
1950 10.7 9.8 10.% 48
1951 14,0 9.1 101 46
1952 10T 8.9 10.3 41
1953 1756 8.8 10.9 41
1954 19.3 10.4 13.5 45
1955 19.9 10.0 12,5 Lty
1956 23,7 9.8 14.0 L
1957 12.2 9.8 .5 43
1958 1h st 9.2 14.3 41
1959 8.3 9.2 13.4
1960 9.3 1347

The first column refers to investments undertaken in state enter-
prises and private firms employing 10 or more workers and or using
engines with 10 H.P. or 2bove. The second column shows relative share
of manufacturing output in constant and current prices. The third
column has been computed as the difference between net value added
in total manufacturing industry in national income and in firms in
the first column of the table (Monthly Bulletin of Statistics, Ho
73.P, 138. No 82,83-84.p-. 1793 Ankara)

The foreign trade bottlenecck, causing considerable rises in the
domestic prices of manufactured goodsg has initially increased the

rate of investments in this sector by raising profit expectations,

2]

{Table X). The increasing profitability of investmunts as priccs roscy
however, has encounterzd difficulties as foreign ecxchange availabili=
ties further decreased , It is worthly of note that the period 1956~
1958 which has been one of extreme import difficulties, has also wit-
nessed a decline in the rate of investment in manufacturing industry.
This decline is to be explained not only in terms of physical and
quantitative restrictions in the amount of capital goods available, but

also by a rise in risks associated with investments and hence a decline
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in the rate of profitability while profitability in speculative enter-
prises commodities rose sharply. As foreign exchange restrictions pra-
vented an even flow into the country of rav materials and spare parts,
manufacturing industry suffered intermittently‘from idle capacity and
unemployment accompanied by sharp increases in prices,,Henceg the in-
crease in risks, the decline in the rate of investment, and price
rises stemming from a deficiency in available supplies in the internal
market which were further strengthened by commodity speculationo(;)l
One other interesting developments énd the change in the relative
share of small enterprises which have closely followed foreign trade
developments and the change in the relative importance of manufactu-
ring.industry in national income., It can readily be seen in Table X
that; the period of trade liberalization has witnessed a2 fall in the
relative contribution of small enterpriscs from 48% in 1950 to 41%
in 1953; which evidences the importance of the elimination of small
enterprises to explain partly the relative decline of the manufac-—
turing sector in national income, Conversely, foreign trade difficul-:
ties which became @bute: from 1954 on seem to given a particualr im-
petus to production in small enterprises untill the institution of
stabilization policy in 1958, This in fact, has been a.period of rise
in the relative share of manufacturing industry. Hence, there is pre-
sumptive evidence that not only tqQ rate of investment in large en-
terprises (Private and public) buf also changes in the relative share
of small enterprises seem to be closely linked with foreign trade de-
velopments and help explain the changes in relative share of manufac-
turing industry. Howevoer, output in small enterprises seem to be more
volatile and more sensitive, As small enterprises mostly work with
high and sharply rising marginal and average costs (22 they are un-

doubtedly, easily eliminated by foreign competition and .favaurably

affected by a lack of it .
(1) The high profitability of commodity speculation had thz further

effect of increasing interest rates in the free market by :
raising the demand for loanable funds. This lowered even further
. profit préspccts in industriczl investments,

(2) The exemption of small enterprises from income and expenditure
taxes until the recent income tax law and under certain condi=
tions from social security premiums, enabled them to compete
with large enterprises inspite of-theéir high costs,
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On the other hand, the foreign trade bottleneck created by domes-—
tic inflation has definitely had an adverse influence on the export
possibilities of agricultural products of which the demand is mainly
exogeneous. Tobacco, dried fruit, and cotton which together consti-
tute more than 50% of the value of total Turkish exports can be cla-
ssified under this category, though a few other items of minor impor-
tance also enter. That the inflationary price rised and the consequent
overvaluation of Turkish currency has the exports of these mzjor itens
extremely difficult in the face of foreign eompetition jg clearly
seen in the following table (Table XI). Despite considerable increases
in production, the exportable surplus has declined throughout, the inf-
lation period between 1953 - 58 until after currency depreciation. The
favourable effect of the latter, however, secms soon to be exhausted
under the effect of continuing price rises in the internal market.
Aside from mining products, pulses and dried fruit, of which the ex-
ported quantities have continued to increase in 1960, the same has not

been true for the remaining , i.e. tobacco, cotton, all seeds and wool-

hair-mohair,
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Table XI
The exported quantities, domestic production and non-exported
quantities as a percentage of the latter for major expart: products
(000 metric tons)

Years 49-51 52-54  55-57 58 59 60

Tobacco a o4.0 103.9 119.9 115.3 129.4 135.1

b 62,7 64,3 69.7 5601 66,8 58.0

c 31,3 39,6 50,2 59,2 62.6 77.1

d  #33.3 % 38,1 % 41,9 %513 % 48,4 % 570l

Cotton a  124,2 148,7 183,5 180.0  195.0 175.5

(Lint) b 55.6 77 .0 49,9 37.3 104.3 85,7

c 68.6 71,0 133.6 142.7 90.7 89.8

d  #5.7 HhAB.2  %72.8 % 79.3 % 46.5 % 51.2

Dried b 116.5 98.4 105,8 103,7 132,8 168.6
Fruit '

Mizing a 6447.0 8504.0 10806.0 11887.0 11659.0 11614.0

b 463.3 792 A4 1098.1 931.5 651.0  1044.7

arrying, cog3 o 7712,6  9707.9  10955.5 11008.0 10569.3

d% 92.8 % 90.7 % 89.8 % 922% %4 % 91.0

Wool, a 46,7 52,9  56.7 61.7  67.3  67.5

Hair & b 6.7 4.5 4,5 3,8 14.0 10.7

Mohair ¢ 40,0 48,4 52.2 57.9 53,3 56,8

d  ZB5.7 %915  %92.1 % 93.8 % 79.2 % 84.1

Pulese 369,0 466 ,2 486,3 562.8 589.2 632.4

325.0 446,9 4824 545.3 535,7 57 .4

a

b 44D 19,3 3.9 17,5  53.5 58,0
c

d %81l  %95.9 %992 %9%.9 %90.9 % 90.8

Z

011 a 405.0  498.7  507.7  546.5  s7m.d 552.0
Seeds b 5442 49,7 9.5 10.2 59.4 32.2
c  350,8 449,0 498,2 53657 518.0 519.8
d % 86.6 %90.0 %981 %98.1 %89.7 % % ,2
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"Iktisadi Rapor 1961", THrkiye Odazler Birligi , Ankara 1961, p.65,
Aylik Istatistik Billteni, Ho 91, Ankara 1961 and Istatistik Yilligi
1959,I. V., M, Ankara,

a) domestic production

b) exported quantities

¢) non-exported quantities

d) non-cxported quantities as a percentage of domestic production

In conirast to the other items in the tobacco dried fruit and
cotton are not largely consumed in 'the. internal market:and have an
axogenous demand, this is not quite true in the cost of the remaining
items in the table,

Thus. the foreign trade bottleneck, attributable by and large to
jomestic inflation has on the one hand had adverse effects on the
investment rate growth of manufacturing industry and on the other
nand on major exports of the economy by increasing the non-exported
quantities for example: stocks. Initially, the decline in the exports
of cereals which were looked upon to increase the foreign exchange
ecarnings of the country has been one of the major causes in the cus-
tailment of imporis as domestic production belied the optimistic
oxpectations and the furthering of price rises in the internal market.,
However. finally the exports of the other conventional Turkish agri-
cultural products have been put into a desadlock as a consequence of
inflation. Had agricultural production lived up to expectations
presumably, the economic difficulties which Turkey has been facing
since 1955 would have been largely alleviated.

¢) Role of idle resources and weather conditions:

Tt will be remembered that agriculture together with manufacturing
industry constitute the most slowly growing sectors of the Turkish
economy and that though agricultural prices have lagged behind all
others until 1956, from 1957 on they have outrun 2ll but manufac-
turing prices.,

Now. agriculture being the main source of income in the economy
and giving the major export items has double effect on the growth
of the remaining sectors. On the one hand , a rise in agricultural
production widens the market, on the other hand by increasing the ex-

prtable surpluss facilitates = the imports of capital items, i.e.
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finances investments in other sectors of the economy. In view of its
double importance, the lagging behind of production in this sector
is of far greater importance than that in manufacturing industry.
The constancy observed in net value added in this sector since 1958
may constitute a major bottleneck to further growth of the economy
unless overcome by specific éolicy measures.

The existence of idle land resources has playesd a considerable
role in the high elasticity of supply between 1950-1953. when net
cutput increased by almost the samc percentage as the area under
cultivation, This high elasticity has had a fovourable effect by
keeping down the general price level as it has increased agricul-
turzl ‘'supply in the domestic market as well as the supply of manu~
factured consumerg'goods by making iﬁports possible to meet rising
demand., Moreover, the increase in the over all rate of investment in
iheuecondmy.Qpringﬂthis‘, period finds its explanation in the rapid
per capita increases in real incomeﬁin import availabilities of ca-
pital goods and the general stability which has reigned in the econony.
It is interesting to note that the existence of idle land resources
has been of primary significance in this development., However, account
should also be taken of the exfremely favourable weathér conditions
which reigned in the 1950-1953 period.

Between 1953~56 acreage under cultivation increased by a little
less than 10%; but -agricultural output could not attain the 1953 level
until 1957. Unfavourable weather conditions , which have a conside-~
rable influence on cereal output carried on under dry~-farming me-
thods ., affected adversely output levels in this major branch of the
agricultural sector. In consequences, cereals which had become export
items previously could no longer be exported, resulting in a decline
in foreign exchange earnings,(Table VIII) and import restrictions.
Hence, idle land resources and exogenous factors (weather conditions)
have had an important say in the favourable economic conditions of

B iotuedn 1896555 Sctedte Sides “the o ST EIVALRR" s ALIACEE Pogpy 10 195%-
x}%, i,e. the rate of increcase declined further as most of the avai-
lable land was brought under cultivation.lLeaving aside crop fluc-
tuations due to weather conditions , there was almost a 20y rise

in land under cultivation between 1953-59 exactly matched by the .
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increase in net value added (in constant prices) in agriculture. This
increase was hardly sufficient to mezet the rise in demand due to
population increase and an increase in real income, with the con-
sequence that part of Turkish exports with an endegenous demand were

deflected to the internal market.

The lands which were finally brought under cultivation were un-
doubtedly of lower quality. In addition, the presumable decline in
agricultural investments which continued into the latter half of the
period inevitably resulted in the stopping of output growth. Though
agricultural population increased in absolute numbers by a few million,
without a parallel increase investments and or in land under culti-
vation a substatial rise in output cannot be expected . The marginal

product “of labour being very low in agriculture, the additions of larg:
masses of manpower cannot bring about the required rise in output in
view of the consequences of inevitable diminishing returns, In fact,
the rural exodus which speeded up in the latter half of 50's bears
evidence to the worsening of conditions in the agricultural sector
under the impact of rapid population increase on the lack of comple-
mentary resources

The sharp rises in relative agricultural prices occured after
increases in output came to a half and after the devaluation of Turkish
currency was undertaken in 1958, During the last few years Turkey has
become an importer of various agricultural food items and raw mate-
rials., The exports of some food items such as cereals and cilseeds
or some livestock products are now possible because of the agricul-
tural produce received from the U.S.A. on the surplus disposal prog-
remme, If rapid population growth continues., and if the growth of out-
put lags behind in consequence of low investment rate and exhausted idle
land resources,the general economic conditions of the country are
likely to grow worse.

Thus, while the existence of idle land resources initially gave 2

1

e

strong spur to economic development in general, their exhaustion fina

5

1
at o time when invest:ents declined has played a significant role in ta

@

becoming a bottleneck of the agricultural sector,
d) General Analytical and Policy Implications

The analysis of specific influences has revealed the importance
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of the effects of the distributioﬁ of private and public investments,
foreign trade and idle resources and exogeneous factors on the obser=
ved changes in the composition of national output and relative prices
in Tufkey over the 1950-60 decade, However, it is clear by now that
inflationary price rises peep out under the malallocation of private
investments and the foreign trade bottleneck as responsible for the
economic economic difficulties to which the country has been subject,

specially in the latter half of the decade.

What is worthy of note is that the sectoral distribution of invest-

ments and their respective capital intensity seen also to have streng-
thened the price rises attributed for the most part to inflationary
methods of financing. This can easily be understood by taking into
account the long gestation period which public investments have nece-
ssitated in general and the long interval involved until the final
output comes onto the market due to their indirectly productive na-
ture . Hence, not only inflationary methods of financing investments
and the foreign trade bottleneck but also the sectoral allocation
public investments by budget deficits seem to have a say in the rapid
price rises in the economy.

As the inflation financed public investments have been for the
most part of an indirectly productive nature, necessitating long
gestation periods, their inflationary effects have been particularly
strong in view of the very limited idle capacity in the remaining
productive sectors. Conversely, had the significant proportion of
inflation financed public investments been diverted to sectors with
low C/0 ratios and which resulted in quick and substantial increases
in output, price rises would have been alleviated by.the coming on-
to the market of the final output at the end of a short intervalrlj.

In addition, th> szme has no less becn true of private iinvestments
as previously  indicated, the commencing of a rise in the general
price.level, the forcign trade bottleneck and the movement of the terms

of trade against agriculture, contributed. heavily to the diversion of
an increasing proportion of private investnents to non-productive--ox
a very indirectly.preductive.sector with-a high capital lintensity:

such:as.- residential.dwellings, .the -same.factors,have; presumably:

o weil eee Loty Llee

(1) A.¥. Lewis,"The Theory of Economic Growth", London 1955, p.217
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been also influential in the steady decline in the relative share of
private investmﬁ§ts;ln all probability, the increase in the effi~-
ginioy vl laboupx%%'living'inAbetter'dwéliingshhad been almost nil
in the case of Turkey as the dwellings involved were not destined
for workers or peasants but for the high income classes who al-
ready enjoyed much better living conditions than the former., The
financing of the considerable portion of this unproductive invest-
ment by credit expansion must have had the same effect as that in-
dicated for public investments, i.e. further promoting price rises,

The neglecting of agriculture and manufacturing industry , which
involved a lower capital intensity and being directly preoductive
would yield an output at a much shorter interval and hence would
alleviate the price effects of inflationary methods of financing,
has presumably aggravated the consequences of monetary expansion.
The Turkish experience depicts the danger of resorting to monetary
expansion to finance investments of which the gestation is long and
which result in increases in output only indirectly and at a consi-
derable interval .

Had the government promoted selective economic policy measures
to increase private investments and cutput in the directly produc-
tive sectors with low capital intensity and diverted higher propor-
tion of public investments thereto, the quick increases in output
would alleviate price rises and the consequent foreign exchange
difficulties stemming from inflationary financing methods could
have been partly avoided . Moreover, id%c gagacity in the trans-
portation system and in some of the othérisocial overhead capital
might also not have.risen.

This short survey supports the theses that in the case of an
underdeveloped country undergoing structural change, sectoral
developments may be just as important as increases 1n aggregate de-
mand in the explanation of a rise in the general price level. Any
economic =2nalysis not paying due regard to the sectoral allocation
and capital intensity of public and private investments and their

nresumable effects on the general rice level, might be misleading
L 28 P )

and amiss in its policy implications.
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If inflationary price rises in the domestic market have been
responsible for foreign trade difficulties, the reverse also scems
to be true, indicating that the effects of imports and exports in
an underdeveloped country might follow a fairly diiferent pattern
from those in a developed industrial economy, A decline in exports
in economic analysis is considered to have depressing effects, but
what comes out to light from the Turkish experiences is that in a
backward economy with meagre or no foreign eschange reserves, im=-
ports will have to be limited accordingly, With a low supply elas~
ticity in those sectors. of the economy which are likely to provide
substitutes, supply is lowered more than demand in the domestic market.
Hence, a rise in prices and the beginiing of an inflationay movement(l)

in addition, in cases where the country relies on imported capital
goods for investment. purposes a rise. in imports is not likely to be
depressing in its effects, but rather the contrary. A restriction
of import possibilities by making the imports of capital goods impo=
ssible or by increasing the profitability of commodity speculation
may actually cause a decline in the investment rate, may give rise to
idle capacity and unemployment while prices: are:rising sharply due ‘to
the reduction of supply in the domestic market if the requisite spare
parts and raw materials cannot be imported . This is likely to have
a further depressing effect on the profitability rate of investments
by increasing risk., ;

Finally, the effects of idle resources , €.g. land, and exogenecus
factors, i.e. weather conditions assume particular importance in the
explanation of the observed development in the agricultural sector.
The estimation.of saving and investment requirements of the aconomy
on the basis on a marginal capital output ratio observed in the recent
past is highly in vogue amongst planners of underdeveloped countries.
Yet in case where a rapid increase in agricultural output is at least
partly explained by the existence of idle land resources, the projec—
tion of the past trend into the future when idle resources arc no longar

available . is likely to be highly misleading, Account should be taken

(1} Dudly Seers, "An Approach to the Short-Period Analysis of Primary-
Préoducting Economies,"0xford Economic Papers, February 1959,



of the capital requirements for substituting land, and for bringing
about a change in farming methods.

An exogeneous factor, sﬁch as weather conditions may, on the other
hand have important effects on the general working of the economy.
Favourable weather conditions by increasing agricultural supply may
prevent inflationary price rises and by making imports of capital
equipment possible give agpur. to economic development, while poor
harvests are likely to be éécompanied by inflationary price rises due

to a reduction .of agricultural supplies as well as imported goods if
the economy has little surplus to export and no foreign exchange re-
serves. In consequence, in an economy such as Turkey where the agri-
cultural sector plays a preponderznt role and where harvest fluctua-
tions under the effect of weather conditions are considerable economic
analysis will inevitably have to pay due regard to supply changes
from this sources -

If a general conclusion is to be drawn from the above analysis
one can say that not only the deficit . spending of the government but
also supply changes from several sources and or the small potentiality
of investments to increase output at a short interval have been in-
fluential in the inflationary rises in the general price level, This
analysis, in‘case‘gqrrgct, should suffice to explain why inflation
has been a vicious ‘circle in the case of. Turkey,

III=- Conclusion: :

The analysis of structural change in the Turkish economy over
1950-60 decade has brought out the importance of certain factors
which have had a considerable influence on the observed pattern of
economic development. In fact ,such’ exogeneous factors as the prog-
ramme of the political party in power, existence (or non-existence)
of idle land resources, and weather conditions on the one hand, do-
mestic inflation and the foreign trade bottleneck on the other hand
seem to have shaped the changes in the Composition of national output
as well as relative pricese.

In an underdeveloped country, the above factors may be inf luential
not only on the pattern of economic development, but also on the se—
riousness of price rises as they have a considerable effect on supply

changes in the domestic market.






