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INTRO

Turkey's external indebtedness more th:
;tota1 external debt (outstanding and d
‘the end of 1978 to 3 31.228 million at
%debts in the total indebtedness more tl
?S 2.164 million end 1982 to 3 9.391 mi
:rose from 10.7 percent in 1982 to 30 pi

‘Both of these developments should be m;
;term debt total of § 9.4 billion is a «
‘exports. The fact that $ 3.8 billion o
?Account (some term deposit accounts) de
jsituation, all this deposits will be ¢
'deposit accounts will be due and withd
.consequence Dresdner Account is a shor

An earlier analytical study of Turkish
lwhich employs a version of Avromovic M
‘adjusted for workers' remittances, dire

That study predicted difficulties in de
(BOP) in 1972 and 1977 *#* of which the
increase in the number of Turkish work
remittances. Whereas the 1977 crisis m

It drew attention to ever rising increr
adverse effects on external debt, and !
an alternative,”* 1In fact ICOR increa

then and savings propensity even declil
~ inconceivable then.

UCTION

1 doubled during the 1978-86 period.In fact
sbursed) rose from § 14.719 million at

and 1986. Morover ratio of short-term

in tripled over the 1982-86 period (from
lion end 1986) and its ratio to the total
~cent in 1986,

tters of concern. In particular a short-
isturbing factor- as it exceeds annual

this amount belongs to the Dresdner
as not ease the concern, since in a crisis

lled and at least half of l-year term
wn in the first 6 month period. As a
-term debt and should be classified as such.

axternal debt is by Kizilyallt (1968)*
lel.
-t foreign investments, etc. was used.

In fact investment-saving gap model

’t service and balance of payments
1972 one was averted because of unexpected
s abroad and concomittant rise in workers'

terialized with dire consequances.

antal capital output ratio (ICOR) and its
scommended increase of domestic saving as
ad much faster and greater than expected

»d and external indebtedness rcse to levels

* H.K1z1lvall1, "Tirkiye'nin Dis Bor
Oniversitelerarasi Istatistikcgiler

ibid, p.144
ibid, p.144

**
-

Julugu Uzerinde istatistik bir Deneme".
{onferansi, EvI1Ul 1957, DIE, Ankara 1968
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CHPTER 1

CaLcura 1oN OF Icor

fThe incremental capital output ratio (I:0R) of Turkish economy is calculated by
1making use of following relationsiip:

I i . 4y

Ay Y oy

‘Where I : investments including stack hanges

| Y : national income

i

éThe ratio I/Y is calculated using inves ment and nzticnal income fiqures in
‘current prices and averaged for the per od concerned. Whercas AY/Y (the growth
 rate of national! income} is the geomelr c growth rate at constant prices. This
method conveniently bypasses: the defla or probiem of national accounts. This
procedure is implementad in Tables: 1.1 3.

It is observed that ICOR which was 3 du ing 1963-73 period* has risen almost

to 7 now, This is a high ICOR for a dev loping country and reflects big delays
in investment implementation in late 19 0's, long gestation periods in general
and overemphasis 1in 1980's on infrast ucture and housing investments to neglect
of productive investments.

ICOR levels are high whether measured o the basis of GDP or GNP figures, 1980-86
period is not Tong-enough for sound mea: urement; moreover many delayed investments
have been compléted in 1980's which art ficially lower ICOR. In case of new
investment opportunities and projects IC R should be higher, since they are.
mostly in social and economic infrastruc :ure and housing.

*H.K1z11yall1 "Tasarruf ve Yatirimlar | onusunda Planl1 Dénemin Basarisinin

UlciTmesi ve Dederlendirilmesi”, (Mal ye Enstitusii Konferanslari: Sene:1974,
I.0.tktisat Fakiiltesi, Istanbul-1975) icinde ss. 15-36
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ICOR could be lowered only when inve: tment projects are carefully selected with
!this objective in mind. Emphasis on | ~oductive investments, as in the first
ﬁtwo plan periods (1963-1972) could also achieve this result,

!Growth rate of GDP and GNP ranged be¢ :ween 4-5 percent during 1975~86 period
[(Tab1e 1.1) It seems as if 5 percent is the upper 1limit to growth under the
.present circumstances. These growth r ite are used in various scenarios later.

TABLE 1.1 '
CALC ILATION OF ICOR

| 1Y, avy 1c0R (1/2) ]

! 1y (2]

‘Total Investmepts of GDP at Market Pr ces 7 |
1975-86  0.2237 0.04069 5.50 ;
1977-86 0.2226 2.03576 6.22

- 1980-86 0.2115 0.05169 4.09

Total Investments of GNP at Market Pr ces

1975-86 0.2206 0.0389 5,67
1977-86 0.2199 0.0348 6.32
1980-86 0.2091 0.0493 . 4.19

Total Invsetments of GDP at Factor Pr ces

1975-86 0.2408 0.04095 5.88
1977-86  0.238] 0.03525 6.75
1980-86  0.2257 0.04767 4.73
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TABLE: .3

TOTAL INVESTMENTS AND € P AT FACTOR PRICES

(IN CURRENT PRICES)

Total GDP at Factor

Investments rices .

(Billion TL) (Mi Tion TL) Ratio

(1) (2) (1/2)
1975 116.4 468 82,4 0.2485
1976 156.0 599 38,5 0.2602
1977 219.6 796 23.4 0.2758
1978 306,0 1190 73.2 0.2571
1979 541.0 2015 05,2 0.2684
1980 948.0 4097 61.7 0.2314
1981 1421.0 60241 34 .4 0.2359
1982 1792.0 8080 32.8 0.2218
1983 . 2260,0 10817 12,2 0.2089
1984 3595.0 174901 356.5 0.2055
1985 5682.0 25483! 0.1 0.2230
1986 9201.0 36348. 31,5 0.2531
1975-86 average 0.2408
1977-86 average 0.2381
1980-86 average - 0.2257
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(__-— ' TABLE: 1.4

I GOP & 3NP
| 'AT 1968 RICES'
| (Millic TL)

B GDP at GOP at GNP at
Factor Prices Market ’rices Market Prices
1975  159938.0 1777€ 1.7 181383.3
1976  174129.6 1932¢ .7 195750.6
1977 182716.0 20157 .8 203358.2
1978 190638.7 20731 1.5 209182.6
1979  189509.2 20548 .6 208343.1
1980 188521.6 20395 .5 206120.9
1981 195336.8 21284 1.7 214671.7
1982 204150.8 22346 .9 224430.6
1983 212090.1 23174 .1 231863.4
1984  224853.5 24503 .3 245646.2
1985 234274.0 25754 .3 258086.0
1986  250939.4 27811 .2 278102.4
Geometric Growth Rates

1975-86  0.04095 0.040 9 0.04069

1977-86  0.03525 0.035 6 0.03576

1980-86 0.04767 0.051 9 0.05169

DATA PROBLEM

The national income accounts suffer from many defects. It seems that prices and
deflators used need to be revised. Savin and investment ratios calculated using
national income at current and constant | rices differ widely. The dollar value
of 1986 GDP or GNP calculated using natic1al income at current prices and 1986
average exchange rate is double the amow t found by using national income at
1968 prices and 1968 average exchange ra 2.

Moreover national income in dollars fluctt ited widely and erraticallyduring
1976-86 period.
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‘ TABLE: 1.5
(1) (2) (3)
Turkish Lira US Dollar Implied
GDP real GDP increase in
increase (%) Increase (%) % prices (2-1)
1976 8.7 16.2 6.5
1977 4.3 16.2 11.9
1978 2.8 10.1 7.3
1979 -0.9 32.1 33.0
1980 -0.7 -18.0 -17.3
1981 4.4 1.3 -3.1
1982 5.0 -8.0 -13.0
1983 3.7 -3.6 -7.3
1984 5.7 -2.9 -8.6
1985 5.1 6.1 1.0
1986 8.0 11.6 - 3.6

The relation between GDP at constant pri es in Turkish Lira and GDP in terms

of dollars (converted using average exch nge rate, Table: 1.5) is erratic in the
sense that the difference between the tw series can't be explained on ground
of US inflation. Possible explanations 1 es in GNP deflators used and exchange
rates. In any case these erratic movemen s need to be further investigated and
dollar equivalent of Turkish GDP and GNP to be calculated unequivocally.

There are discfgpancies between BOP and xterna] debt data. In drawing up the
BOP table, figures from different source should be checked and reconciled and

the aim should be minimization of errors and ommissions item,




CHAPTEF 11

ExTERNAL DeB - DaTA

Tables: 2.1-2 show external debt outstancing for 1970-86 period. Breakdown is

inen by maturity anﬁ by Lenders,(public a d private).Also average terms and condi-
tions of new commitments are given.Compare to 1970,in 1986 interest rate was higher and
maturity and grant element lower. Also mag itude of debt service increased signi-
ricantly over time.

#he short-term debt which rose to $ 6 bill on in 1977 again was & 6 billion in
1985 and 8 9.4 billion in 1986. The percen age of short term in total at 30
percent in 1986 is too high.

Table:2.3 contains projection of debt serv ce for external debt outstanding atthe
end of each year during 1982-86 period.

Table: 2.4 shows pfincipa] repayments and nterest payments scheduled as percentage
of debt-outstanding including undisbursed or disbursed only. The purpose of this
exercise is to determine average interest nd amortisation rates for the existing
Turkish debt. The table shows increase in mortization rates over time. It also
shows that interest rates measured as perc ntage of interest payments to disbursed
debt exceed 7.5 percent (year t + 1), in 1 84 and 1985.

Table: 2.5 compares BOP and external debt lata on debt service, It should be noted
in this context fhat, external debt data aid balance of payments (BOP) data do

not tally with eachother.* External debt d ta are accepted as more accurate than
the BOP data, since the latter comprise es :.imates and have a large errors of
ommissions item.The relative magnitude of liscrepancies in respect of capital
movements are large in 1983,1984 and 1985. Regarding short-term capital movements,
significant inconsistencies exists in 197¢ 1979,1980,1981,1983,1984 and 1985.

* One source of discrepancy is exchange ra e fluctuations, which also affect the
existing stock of debt.

b
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The differences can not be attributed ¢
item in 1978,1979,1981,1984 and 1985.Al]

improvement.
!

‘Implied interest payments on short-term

‘Table: 2.6 contains actual debt service.
éTab]es:Z.land 2 and interest payments or
fis observed that amortization rate as pe
Jrose to 14 percent in 1985 from 7 percer
transitory phenemenon or a permanent fee
it means a significant shortenning of ti
‘rates on long-term outstanding debt dist
on had been above 7 percent and was 7.7
-are not comparable with the previous yes

Interest rate on short-term debt is a re
;higher than the long-term rate. In view
jtota] debt should be 8 percent if not hi
is short-term now.

In Table: 2.7, projected principal repa)
from the debt outstanding, including unc
interest percentages are calculated in v
table shows that average interest rate c
debt is minimum 6 percent. This is the 1

estimate. derived from Table:2.6 which

In respect of maturity, of the 1984 debt

in the first 8 years and of the 1985 det
an amortization rate of 72/8=9 percent.

Short term external borrowingshould tak
ted short-term fluctuations. This kind «
replenish foreign reserves and is repaic
then IMF lending should replace it. In ar
be for long-term purposes or needs. Othe

and explained by large errors and ommissions
this shows that BOP data need a lot of

jebt is also calculated in Table: 2.5,

which for long-term debt are taken from
short-term debt from Table: 2.5, It
~cent of outstanding and disbursed debt

t in earlier years. Whether this is a
cure, has to be investigated; because

> maturity of debt. Average interest
irsed had been increasing and from 1982
yercent in 1985, (1986 data of this table

*s)

1gh estimate, but it is always significantly
f all this, average interest rate on ’
jther considering 30 percent of the total

ents for long-term debt are deducted
.sbursed and then amortization and
ispect of the remaining balance. This

1 the existing long-term Turkish external
wer 1imit; in respect of interest rate

s more reliable and precise.

outstanding 70 percent will be repaid
: 72 percent. The latter figure suggests

place temporarily to tide over unexpec-
f short-term borrowing bolster and
next year. If this is not possible,

7 case short-term borrowing should not
wise crisis is invited.




?Turkey after the 1974 petroleum shock did
~with it and reduce the o071 biTl. On the co
were the foremost policy goal. As a conseq
foreign reserves were depleted and short-t

~the last 1imit, in lieu of long-term measu

Turkey borrowed heavily short-term 1n 1977
amounts of short-term debt in 1979 which ¢
recent years. The extent of borrowing and

" known for sure, BOP and external debt data

As short-term domestic borrowing by the Go
and foreign borrowings of private sector al

be controlled and restricted, short-term e
should also be restricted in similar fashic

from using up :all foreign reserves and sho
facilities and means that would and should

From 1983 on Turkey started to borrow heav
term debt to the total rose from 11% in 19
pay $ 3.5-4 billion each year as debt serv
Tong term debt and on top of this has to ¢
renewal/rolling over of short term debt ex
including IMF credit utilized exceeds § 10
value of exports.

With a view to preventing repetition of th
to short-term foreign borrowing in absolut
to BOP receipts, expenditures, long-term d
observed.

1

ot take structural measures to cope
trary subsidized petroleum prices

ance domestic inflation accelerated,
rm external credits were used up to

as to correct fondamental disequilibrium.

ind 1978, and then repaid large
ssed the most severe BOP crisis in
apayment in 1978 and 1979 is not
liffering widely in these years.

srnment is subject to an upper limit,
1 Tocal administrations were used to

ternal borrowing of the Government
1.This would prevent an administration

t-term credit facilities and pre-emting
ye available to the next Administration.

ly short-term. The ratio of short-

2 to 30% in 1986. Turkey has to

ce during 1987-1989 period on its

pe with the interest payments and
seding g 9 billion. Short-term debt
billion and is greater than the annual

s, it is recommended that a limit
and relative terms {with respect
bt, GNP etc.) should be imposed and

[ .
e e




AD

L1~ A AN G €l GGl L°62 276 A (usduad) usWB[S JURUD
0¥ 6°€ vy v 9°€ L°S 2L 9% (s4eak) poruad adedy
1°11 2°€l L1 0"€l 9°¢l 6°2¢ L°92 8°81 (suaeak) Artunien
£ 11 6°9 Ll S/ £/ 6°S LY 9°¢ (pusduad) 1s9J83UT
STUSII TUWOY) MoN JO SWJIS] oDPJSAY
67629 1" 62t G 29¢ 6°01€ 2°€92 6°0¥2 6°90¢ € 141 931AJBS 349(Q TRl0L
€122 G €91 8991 6"l 97601 1°26 676/ 9* 2y sjuswhed 1s8493U]
0°028¢ 9°/99 1°€95 27 ¥ot B2l 27691 " €0€E £°102 SMOT4 18N
9°20% 17592 L7661 67991 97 £S1 g8l 0°£21 £'821 squswAedsy TedIouLUd
9°222% 2°€€6 8°8S/ AR VA G°00€ 6L1€ ' 0EY 0°0EE S1UBWBSINGST(
" 9EEY €¥8ET ¥ YITI 1" 4821 0°019 v" /28 £ 16V G 06V $qUBWTU0)
0'ETTIT  67€G69  £°662¢  [1°06G€  G°88IE  £°G21€  9°8982 S ¥/8I pasJANqs1p
_ pue Butpue3sing 393(Q
1°56811 £°G666  0°1614  G'8Y6S  €°84/F  L°8SWr  179/6E  ¥T1242 posangs1pun burpnioul
‘butpuelsing 39eq
FASA TS T oRAMAT HaaT D TOnD AT ATTIOand Nl A1 Fond
07955 07981/ 0°€609 1090 WJD1-340US
07€E9 £7¢29 0 60F 0°T6E 0t - - Tv 1IPSJ4) 4WI 40 8sq
0°0£9 0" /8§ 0" 6.1 ["8%2 27091 LGl 27611 0°2Y peajuRJenBUON 91RATAd
0'CITIT  67€SE9 ["662F  1°065€  §°88IE  [°G2IE€ 978982 G ¥/8I pasjurJENg
: A12114nd pue d11qnd
OEPZT1 60069 T1°8l[vy 7' 8e8€  ['BVEE V' 1Z¢E  B'e86e G 9l6T 143G W43 -buoT
pas4angsig pue Butpuelsing
KAV 1050 [PUJ97X] (9301

6/61 8761 LL61 9/61 G/61 v/61 £/61 0/61

(S4e{[0Q SN 40 SUOTTTIW UT)
ISYNESTA ONY ONIGNYLISING “1830 TWN¥ALX3

["¢ 31avl




-t

6" 789 67 0ES L°81Y 2769 . 9726¢ 1°84¢ £Eie 8°9/1 90TAJSS 14sQ [elol

8 EV9E £7565 17265 ARAGS S°0Y 6756 S°99¢ ¢ ¥Sl SJdajsuedl IoN
€672 £ v61 " 81 97991 £ 811 G7001 0°¥8 6 vy sjuswAed 1Sa493U]
- . 1 07¢€68E 9768/ G182 0°60§ L7851 G 961 S 8re [°661 SMOT4 IoN
9°GEY L79EE £7hEe G202 £ 9Ll 9°/S1 TA 6 1€l sjuawdedey [edIdUTId
Y BeLv ¢ Yol ¥ 4lulL Y LI L Ttk U ra g LLv VAR S U wig oy
0°EvLIT 670169 L°8LLY ¢ BEBE L 8vee IARTAZ 8 £86¢ G 916l posanqgs1q pue bBurpuelsing 19sqg

Tqo( WIS[-DUOT (B30

0" S5 8101 2799 €85 7762 YA 7°9 §°§ 921AJ8S 1430 1101
0°22 8" 0€ 9°/1 122 L2l 7°8 ' €2 sjuauked 3s3U3U]
0°€L 0’22l  ¥'8l2  87#01  6°Gl £ L2 1°Sp 22 SHOT 10N
0°€€ 0" 1L 9°8¢ 9°G¢ L°91 g8 €2 2°€ sjuaufeday 1ed12UT.d
0°901 0°€61  07/S¢  pO¥l  9°%E 1°9¢ 7Ly 0'1 SUBUBSINGS 1
0°0€9 0°/65  0°6/y  ['82 27091 LS9l 2SIL 02w pasJngs (g pue Buipuesing 3dag

: "IG8Q PISTURTENg UOW SIRATI

W 6.6 8L61 LL61 9261 GL6T ~  vL6l €L61  OL6I

(Q3NNILNOD) 172 378Vl




QMM O
—t—

. (1usouad) 1sa491u]
TSTUSHITUIOYY MoN 30 SUIS] SOPIory
L7 108¢€ 1°88¢¢ G°08¢¢ [7€82¢ 076891 G 088 S0TAUSS 14eQ [e10L

0°E£421 JARTARI 171811 €'8I11 2656 £ Lvp syuswAed 1SaJa3ul

£ 0Ly 6°09€1 0" 605 6°€L6 876911 972061 SMOT4 TN

9°8¥de £79911 R TARE 8 PETT LEEL £ EEY sjuawAeday tedrourdd

678142 TANRAT G°geol £L7801¢ 9°¢061 67GEEC SjuswasJngsiq

1°885¢ B796¢¢ 2°025¢ ¢ 1061 6°8GEL 67G88¢ S1uswyTuwo)

¢ 12841 7 21191 G7989G1 9742291 8°21.G1 ¢ 1vpSl pesanqs1q pue bBurpueising 1gaq

8128¢ 678LEE2 £°91502 710761 6700261 17 16¥61 £791061 pasJngsipun burpniout
‘Burpuelsing 1qa(Q

VUL G ) \V oLTG) \JU DLLL} \V LAGE) \J L1E) \AHHIVIGY ATUP IS YJ LYM U )

AVs.\ t
L9 L°E 0701 9°0- G Gl 691 , (1usodad) JuswWa[3 JuUeUY
, g9 ¢ 6°¢ £y 8° LY 6° ¥ : (sJ4eaf) potuad aoeuy
. I°11 €72l 0" ¥1 9 €Sl 6791 (sdrah) Aqtanyey

L°8 G'6 ¥°8 T G/ '8

T6E6 077159 079057 076EDE 0" ¥91¢ M N 74 1430 WJ8)1-340yS
5801 TAETAS 2 9¢v vo798T TEGET TBTTEET TYE0T 1Ip3J) 4WI 40 @sp
6'8GE 052y 0°66€ 0" ¥6€ 0'0vy 0°GES Pad3URLRNBUON 33BATId
¢'1¢8/1  w'2II91  §°989G1  9°/2291  8°2lLS1 27 IH¥Sl pssjueaeng ATOT14Nd PuB d1[qnd
¢50¢  T°0818T ¥ ZE591  §°88091 912991 @°¢GI9T 2797661 1qsQ wJal-buo]
8ccle  ¥'ECI9% 9697  ©6°1690¢ B O0v¢0¢ 9789961 1702561 pasJngsig pue Buipueysing |
9861 9861 7861 £861 2861 1861 0861 -

; . {suorrimw $ sn)
Q3S¥NESIQ ONY BNIGNYLSLAO ‘193G TYNY3LX3 |

¢ ¢ 314yl




A(S

2°659¢ 1°88¢2 G 0/£2 1°92¢€2 0°€S/1 G626 93TAJDS 1437 1RI0L
£°868- 17022 0°/49- b v91- 9°002 VaREiAl SJA9jSuURAl 18N
9°9/21 £79911 1" 1611 £ 1811 2°£86 £ L9p SQuaWARd 1S8U491U]
£°8/¢ £798¢1 0°t1g 67986 8 €811 9° 8961 SMOT4 28N
9°28¢c¢ £71221 S 611 8°2/11 /" 69/ £ 7209 sanamfoday rodraur vy
S eew v vusu 1 cuzt L odle Y Lubl| b ULY¢ SIUBWRSANGS 1(Q
1°08181 v 28591 G 68091 9° 12991 8725191 2°9/651 pesungsIqg pue Burpuelsing 21qsq
31090 WIS -BUCT (2301
G /ST 07001 0°06 0" 14 0 %9 0 6% 90TAJSS 1430 Te30L
G €2 0° St 0°0f 0°€¢ 0°82 0702 SIUBWARY 1S8UDIUT
0°26- 0°92 0°G 0°€1 0" ¥1 0° 9% SMOT4 19N
0°¥El 0°6§ 0°0S 0°8¢ 0°9¢ 0°62 stuswledsy [edioutdd
0°2b 0°18 076G 016 0°0S 0°GL SIUBWSSUNGS1Q
6" 8GE 0° 627 0°66¢€ 0" 6€ 0°0bb 0°6€s pasungstg pue Burpueising 1geq
1490 pISTULINIOUON S1eATIg

G861 7861 €861 2861 1861 0861

(Q3NNILINOD) 2°Z :37gvl




774606 ¢ 5%9 2 ¥89 ¢ 66§ €79£9 1S8497UT
["¥261 9°99/1 171961 776941 ¢" L5991 TedIDUTAd
G628 TR TEESC EN:EY A | 30TAM3S (9+3) JedA
17/901 ¢ 008 G otL G 8hL LS9/ 1$3493U]
3°011¢ £ eLEC [°£20¢ 67961 ¢ 8491 [edroutdd
TAFNALS VAL £798/7¢ T 90/ 6 Evve 12101 90TAJBS (G+1) 4EdA
176221 0° 486 £°888 £°668 1°188 1ssdelU]
6" LVES 7°689¢ 6°Gv1¢ - 97¢00¢ £ 1/91 Jedroutdd
07E/SE ATATE ["HEOE £7E06C £7¢96¢ [B10L BITAUSS (p+1) 4RI
1°£8ET £ EqTl 979201 € L0l 9°¢66 159493

¥ 0LL8 L°9vLe 9°/80¢ 176181 ¢ 8791 1edioutad ’

G7[STy  07006€ ASTE ALTA: A kMRS T4 [R10L 92TALRS (€+1) JB3A :

0764851 LA ¢ eell "2l ["9%01 153J4973Uu] :
L"¥50€ 0°0£G¢ 9° 94902 976891 ¢ 5E¢d1 Tedroutdd
eI SVIsE T68TT rAALTA T182¢ 12301 821AJBS 3080 (g+1) 4eaj)
- - 17€891 g 1vel 176021 679911 8°8901 159493U]
0° 0681 a1saJdaaur  £°018¢ B EELC 8°2¢d61 20481 179061 L Ted1outdd

U ULid [edilutdd V Lovv ¥ oMLML 0 Lol L Lol D V2IaG LE YL T LU0y O | [ T+) “UETA ”
070200 1e30l  8ZFBIT 2 128L1 ¥ 21191 §798961 9°£2d91 (1 Jeadk) Aruo pasdngstp Burpueising 1gag

90TAJL3S 1qeQ (3) Jea) vIvvd b BIEEC £ o150¢ AT 600261 (1 Jeak jo pud 8y} 1e) i

pasSJUNGSTpUNn BUTPNoUT i

*BUTpURISINY 193¢ :

1050 PosIuRJENY ATOTIqnd pue d1ydnd w

9861°9°0¢ G861 ¥861 £861 2861 (1) Jed} :

(SUOTTTIW $ 'SN)
(WY3L-9NOT ‘1830 CITLNVIYND A1DI78Nd B 2I78nd)

I0TAY3S 14630 3178nd 43133T0dd

£*2 374vl W




TABLE: 2.. (CONTINUED)

PROJECTED SERVICE OF .ONG-TERM EXTERNAL DEBT

(PRIVATE NON- UARANTEED DEBT)
(US $ v 1lions)

Ve

Year (t) 1982 1983 1984 1985

Debt Outstanding Disbursed only

(at the end of year t) 394 399 425 358.9
Year (t+1) Debt Service 109 10g. 8.4 112.8
Principal 70 - 68 55.3 78.5
Interest 39 32 32.1 34.3
Year (t+2) Debt Service 00 104 91.] 126.0
Principal 68 79 63.8 93.2
Interest 32 25 27.3 32.8
Year (t+3) Service 104 . 83 85.9 82.5
Principal 79 66 63.8 59.6
Interest 25 17 22.1 22.9
Year (t+4) Service 83 62 80.8 46.5
Principal 66 49 63.8 31.6
Interest 17 13 17.0 14.9
Year (t+5) Service 62 40 71.5 33.5
Principal 49 31 59.5 22.9
Interest 13 9 12.0 10.6




TABLE: 2.3 (CONTINUED)

LOM i-TERM DEBT

PROJECTED PUBLIt & PRIVATE DEBT SERVICE
(US Millions) .

[ Year (t) 1982 1983 1984 1985
Total Lorg-Term Debt Outstandinginclud ng

Undisbursed (t) 19594.9 19800.4 20941.3 23737.8
Total Lorg-Term Debt Outstanding

Disbursed Only (t) 16621.6 16085.5 16537.4 18180.1
Total Debt Service (t+l) _2683.9 2837.1 32]%.3 _3688.5
Principal 1576.1 1638.2 1978.1 2212.3
Interest 1107.8 1198.9 1241.2 1376.2
Total Debt Service (t+2) 2381.3 2917.7 3280.8 3940.5
Principal 1303.2 1768.6 2120.4 2632.2
Interest , 1078.1 1149.1 1160.5 1317.3
Total Debt Service (t+3) 2745.8 2959.4 3200.1 3982 .5
Principal 1727.2 1915.1 2151.4 2806.3
Interest 1018.6 1044.3 1048.7 1176.2
Total Service (t+4) 2635.3 2965.3 3114.9 3720.9
Principal 1737.3 2052.6 2209.7 2721.0
Interest 898.1 912.7 905.3 999.9
Total Service (t+5) 2505.9 2746.3 2838.2 3206.9
Principal 1727.2 1988.9 208€. 2396.1
Interest 778.1 757.5 751.5 810.8
Total Service (t+6) 2333.5 2391.6 2593.8 2503.9
Principal 16€8.2 1787 .4 200z2.1 1839.8
Interest 645.3 604.2 5¢1.7 664.2
Total Service {t+7) 2123.9 2220.2 1589.5 1983.1
Principal 1612.5 1761.0 1123.7 14£6.7
Interest 511.4 459.2 465.8 526.4
Total Service (t+8) 1999.0 1369.4 1554.4
Principal 1620.8 977.3 1119.4
| Interest 378.2 392.1 435.0
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CHA

BaLance OF Pa

Table 3.1 gives balance of payments ¢
projections for 1988-2000 period are
contains projections based on optimis
fact, in Table 3.2 estimating equatic

(1) In X =5.74 + 1.24 In EX + 0.1:
(2.65) (1.

Where adjusted R? = 0.938

' XT= Total exports (FOB,Million

EX= An index of real exchange r
T= Time, year.

Which yields following export growth

9.21 percént for 1986-2000
10.15 percent for 1986-1992
8.51 percent for 1992-2000

These growth rates are exceptionally
3.3 is based on following linear esti
gives conservative estimates.

(2) XT= -511.78 + 0.876 XT—I + 8.62¢
(4.84) (0.94

In fact growth rates of these esmitar

3.28 percent for 1986-2000
5.62 percent for 1986-1992
1.52 percent for 1992-2000

)

TER 111

MENTS PROJECTIONS

|

ita for 1975-1986 period. Balance of payments
shown in Tables: 3.2 and 3.3. Table 3.3
:ic assumptions in respect of exports. In

1 is:

X + X

T-0.51p 2L T-2

) (-0.926) 2

) in year T

ite

‘ates:

ood and difficult to materialize. Table
ating equation for exports, which

EX (Adj.R? = 0.939)
')

'S are:




i

lother estimating equations (also basec on regression analysis) are common in
both tables and given below:

7(3) In M= -6.55 + 1.27 Y, (Adj.R*= 0.349)

! v (5.9)
(4) In X[= 4.9 + 0.168 T (Adj.R*= 0.5 19)
| (10.04)
(5) 1n MI: 3.98 + 0.2 T (Adj.R%= 0.899
(8.51)
(6) xi: -703.5 + 0.15 (X,+M.) (Adj. R® 0.907)
(10.416)

(7) 1n Mi= -8.24 + 1.63 In M

" (Adj. R = 0.798)
(6.67)

(8) 9= 243.3 + 143.65 T (Adj. R= 0. 62)
(8.359)

‘Where
Mt= Total imports (CIF, mn $) in yea t

Y.= Gross National Product in 1968 piices (mn TL)
It is assumed to increase 5 perce it p.a.
t, T= Time, year

XE: Tourism receipts (mn $} in year t.

Ml = Foreign Tourism and Travel exper litures (mn $)
XE = Other service revenue {(mn §)

M% = Other service payments (mn $)

Id = Total foreign direct investment mn §)

and Figures in paranthesis are t-ratios of regression coefficients.

Workers' remittances are estimated at $ 1700 million (fixed) and unrequited
transfer at $ 310 million. Profit trans ers abroad are calculated as 9.7 percent
of total foreign direct investment esti ated by eq (8). Interest payments are
calculated only during the 1988-1992 pe iod.

External financing {borrowing) requirem 1t during 1987-1992 period are calculated
on the basis of these BOP projections. ~able 3.4 is based on Table 3.2 and
Table 3.5 on Table 3.3.




(e

o SRR

i IR

| time.

Table 3.5 shows that if exports grow by

excessively up to 1992. In.fact Turkey h
1988-92, which can not be assumed contin
and extreme importance of avoiding short

Short-term debts approaching $10 billion
aspect which calls for extreme caution,

As a consequence increasing tourism rece

)

-6/percent p.a. Turkey has to borrow !
s to borrow over $5 billion p.a. during

e indefinitely the Fragility of the system
term crises are obvious.

is another delicate and hazardous

5 they might load to a crisis at any

>ts and exports is a must. Export growth

rate, in particular should be above 8 pe :ent.
TABLE: .1 !
BALANCE OF PAYMEN S5: 1975-1986
(In millions ¢ Dollar)

1975 1976 1977 19°3 1979 1980 1981 1982 1983 1984 1985 1986
MENTS (A) -3191 -2912 43753 -20¢ | -2554 -4603 -3864 -2628 .-2990 -2942 -2975 -3081
rts 1401 1960 1753 22¢3 2261 2910 -4703 5890 5905 7389 8255 7583
rts -4502 -4872 -5506 -43( 3 -4815 -7513 -8567 -8518 -8895 -10331 -11230 -10664
ENUES (B) 1929 1563 1522 15 5 2402 2833 3806 4178 3554 4173 4862 4884
eign Travel and 201 181 205 2} 281 326 380 373 420 548 1094 950

rism Receipts
kers' Remittances 1312 982 982 9¢3 1694 2071 2490 2140 1513 1807 1714 1634
416 400 335 2¢) 427 436 936 1665 1621 1818 2054 2300
ENDITURES (C) -601 -818 -1034 -8 > -1377 -1738 -1946 -2539 -2664 -2945 -3184 -3646
tign Travel Payments -143 -194 -253 - | -83 -104 -103 -149 -128 -277 -324 -313
erest Payments -124 -217 -320 -4¢) -1010 -1138 -1443 -1465 -1441 -1586 -1753 -2134
fit Transfers -3% -83 -110 -7 -42 -51 -5 -43 -57 -63 -79 -40
o -298 -319 -351 -23 242 -445 -344 -882 -1038 -1019 -1028 -1198
EHUITED TRANSFERS (D) 125 138 126 15 116 100 85 154 272 307 284 . 315
vate 8 122 86 L3 105 82 69 49 36 78 48 69
f¥lcial , . 39 16 39 3 11 18 16 105 236 229 236 246
JIRENT-ACCOUNT BALANCE (E) -1648 -2029 -3140 -121 5 -1413 -3408 -1919 -835 -1828 -1407 -1013 -1528
fect Investments 114 10 27 4 75 18 95 55 46 113 99 125
4f¢r Long-Term Capital 173 1049 650 4 2 532 656 683 27 -389 44 -699 525
ffertional Financing 1035 1500 1763 1203 1003 1373 315 902 622 1002 676 0
rt-Term Capital 40 7373 968 412 -1000 -2 104 81 1033 36 1650 1478
é erve Changes 677 197 367 > 87 -90 5 -168 -152 66 -275 -786
il -391 800 -635 -83 716 1453 717 -62 668 146 -438 18
%'“erpart Items -40 30 -1 4 40 19 68 13 161 171 370 251
Jos and Omissions -35] -830 -634 -84 676 1434 649 -75 507 317 -808 -6l
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TABLE: 3.4

NEW BOf 0WING REQUIREMENT 2
(F rst Approach)
1987 1988 1989 1990 1991 1992

Dt :New_B;Bt

'+'Mt :Impor‘ts(-) 12725.1 13539.61 14406.26 15328.27 16309.53 17353.47
-X.t :Exports(+) 8500.0 ~10080.90-10607.50-11436.50-12590.50~13710.00
-—XE :0ther Revenue(+) -2839.71 -2738.80 -2943.70 -3197.00 -3508.20 -3823.50
+M§ :Other Expenditures(-) 1328.7. 1470.44 1627.20 1800.67 1992.65 2205.10
~X€ :Tourism Revenue -1052.9: -1245.53 -1473.38 -1742.91 -2061.74 -2438.90
MI :Foreign Travel 408.6( 500.70 613.60 ~ 751.90 921.40 1129.00
-Tt :Unrequited Transfers -310.0C -310.00 -310.00 -310.00 -310.00 -310.00
-TE :+(Private) -60.0( -60.00 -60.00 -60.00 -60.00 -60.00
..Tg :+(0fficial) -250.00 -250.00 -250.00 -250.00 -250.00 -250.00
+Pt :Profit Transfers(-} 167.3C 182.10 196.10 211.50 226.40 241.20
-Nt :Workers *Remi ttances(+) -1700.0C -1700.00 -1700.00 -1700.00 -1700.00 -1700.0C
+iDt—l : Interesj: Pt:-l_yments 2086.8C 1970.80 1695.80 1462.60 1247.80 1032.70

On Existing Debt : |

D_t :New Debt(on cgrrent account) 2003.96 1278.42 1194.42 858.53 217.34 -330.93 .
19 :Direct Foreign Investment  -143.65 -143.65 -143.65 -143.65 -143.65 -143.65
+R‘t :Principal Repayments 2810.30 3654.70 2770.40 2347.50 2110.60 1924.10
-Mg :Imports With Waiver -100.00 -100.00 -100.00 -100.00 -100.00 -100.00
ADt :Change in Debt 4570.61 4689.47 3721.13 2962.38 2084.29 1349.52
i :Interest Rate 0.07 0.07 0.07 0.07 0.07 0.07
iDt : Interest Payment on New Debt 319.94 328.26 260.48 207.37 145.90 94.47|
Dt :New Borrowing Requirement 4890.55 5017.73 3981.61 3169.75 2230.19 1443.99




ABLE: 3.5
NEW BORR IWING REQUIREMENT
(Sec nd Approach)

19¢7 1988 1989 1990 1991 1992
Dt :New Debt
M, iImports(-) 12725 11 13539.61 14406.26 15328.27 16309.53 17353.47;=
-X;  :Exports(+) -8500 00 -8998.90 -9436.10 -9819.30-10115.10-10449.50
-xi -Other Revenue(+) -2839 70 -2581.10 -2771.10 -2961.40 -3153.30 -3348.30
+M§ :Other Expenditures(-) 1328 77 1470.44 1627.20 1800.67 1992.65 2205.10
-xl :Tourism Revenue -1052 92 -1245.53 -1473.38 -1742.91 -2061.74 -2438.90!
MI :Foreign Travel 408 60 500.70 613.60 751.90 921.40 1129.00
-T,  :Unrequited Transfers -310 00 -310.0¢ -310.00 -310.00 -310.00 -310.00
-Tg :+(Private) -60 00 -60.00 -60.00 -60.00 -60.00 -60.00|
-Tg :+{0fficial)} -250 )0 -250.00 -25C.00 -250.00 -250.00 -250.00?
+P. :Profit Transfers(-) 167.30 182.10 196.10 211.50 226.40 241.20f
W, :Workers'Remi ttances(+) -1700. 30 -1700.00 -1700.00 -1700.00 ~1700.00 -1700.00
+1D, ) :lntere§ti5§yments 2086.30 1970.80 1695.80 1462.60 1247.80 1032.70|

On Existing Debt

D, :New Debt(on current accont) 2003.36 2518.12 2538.38 2711.33 3047.64 3404.77
-I‘é -Direct Foreign Investment  -143.i5 -143.65 -143.65 -143.65 -143.65 -143.65
+Ry  :Principal Repayments 2810.10 3654.70 2770.40 2347.50 2110.60 1924.10
—M‘{’ :Imports With Waiver -100. 10 -100.00 -100.00 -100.00 -100.00 -100.00
AD, :Change in Debt 4570, 1 5529.17 5065.13 4815.18 4914.59 5085.22
i :Interest Rate 0.7 0.07 0.07 0.07 0.07 0.07
IDy  :Interest Payment on New Debt  319. 4  415.04 354.56 337.06 343.02  355.97
Dt :New Borrowing Requirement 4890.55 6344.21 5419.69 5152.24 5258.61 544]1.19!
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FACTORS CONTRIBU
ExTeERNAL DeBT

The methodology employed in the analy
of external debt is originally by Bal
{See also Appendix to Chapter VI), nar

d

(1) Nth Mt - Xt + 1D - It - Ft +

t-1

Where Mt stands for imports Xt exports
beginning of the period, i interest re
capital inflow andARt change in inter

Denoting trend values by overbars, we

(@) WF=M, - % +T 0, - 19 -F; «.
As adequate price data are not availab
decomposed to include price variables.
consumer goods, raw material and capit
equations have been estimated and esti
1986 have been accepted as trend estim
from trend or expected values, calcula
indicate relative contribution of these
(or deviation of indebtedness from its

ARt = Rt
d_ —d
= 1§
Fp =0

one obtains

TER 1V

ING To THE GROwTH OF
DuriNe 1979-1986

is of factors contributing to the growth
ssa. It is based on the BOP identity.
2]y

%t

‘ Dt- foreign debt outstanding at the

€, It direct foreign investment, Ft other
1lational reserves.

on write

Ry

e, imports and exports can not be

Imports, however, are broken down into

1 goods. For all this variables,regression
ates of these equations for 1976 through
tes or expected values. And deviations

xd by deducting eq (2) from eq (1),
factors to increase in external debt
:rend value) Assuming also




(3) NFy ~ NPy = M, - My - (Xp=Xp) + 1<) Dy + 1 (Dy_y-Di_¢) +Fy

Table 4.1 and 4.2 shows contribution f each factor to increased indebtedness
as estimated using this methodology. he regression equations used in this
analysis are given below.

?

(4) 1In M= -26.12 + 2.84 In Y, (R®= 0.939)
(18.8) (196 -86)

R

(5-1) M{ = -7023.6 + 0.0557 Q, (R*= 0.574)
(1975-86) (3.98)
(5.2) Mi = -6706950.7 + 43.35 Y. (R = 0.562)
(3.89)
(1962-85)

(5.3) 1nM='-6.2827 + 0.59801 1n M<_| + 0.88089 In I,
(1983-86:R?=0.974)  (6.364) (4.312)

(5.4) 1n ME= 9.8725 + 1.28248 In (M,
(22.390) (l2.171)
(1962-86; R?, 0.859)

/)

(6) Xt = -2041.0 + 20.3467 EX + 343.:127 T + 0.06796 Xt—l
(2.856) (13. 59) (10.255)
(1972-86; Rz= 0.965; Time T=1=19 2)

(7) 1In x§=-9.112 + 1.7003 1n (X, +M,)

\ t 't
(9.8047
(1975-86; R*=0.896)

(8) Mi: -2074.49 + 0.012145 Y,
(-4.6127) (6.0219)
(1975-86; R?= 0.762)

(9) 1In x{: -25.6350 + 2.8723 B

(-6.541) (8.059)
(1976-85; R= 0.877)

(10) MTt= 14.919 + 0.0219 M
(0.214) (2.472)
(1975-86; R%= 0.317)

t




Where
M,= Total imports, (CIF, million $) 11 BOP variables in millions of §.

Yt= GNP in 1968 prices (Million TL)

M$= Imports of raw materials

Qt= GDP
Mi= Imports of oil and petroleum prot icts
M$= fmports of capital goods

—
]|

o+ o ot

Total investment in 1968 prices

= Imports of consumer goods

> =

= Exports {(FOB)

>

= Other service receipts

W ot

Other service payments (debit)

Time

o — =
1t

= Number of beds at touristic estat .ishments

Mt= Foreign travel expenditures

Trend value for unrequited transfers (¢ edit) was estimated at $310 million
during 1979-86. Trend values for worker ' remittances and imports with waiver
are estimated at $1700 and $100 million respectively.

Table 4.1 is based on eq.4, whereas Ta le 4.2 uses eq.5, i.e. breakdown of imports.
In Table 4.1 it is observed that except for 1979, external borrowing exceeded

its trend value or expected level, and hat increasing imports played the dominant
role in this.

As for the contribdtion of components o imports to this rising external debt,
Table 4.2 shows that during the 1980-85 period import of raw materials was the
major contributor. This indicates exten ive negative import substitution. In
1986 import of consumer goods also risi g above its trend value, contributed to

increase in debt. Interest payments (on foreign) debt also were above expected
value, because of positive interest dif erential (actual average rate on long-




.
']
&

term and short-term debt is above the xpected rate based on long-term rate} and

of the rise of debt level above its tr nd.

It is considered that a selective impo t substitution program (without re-intro-
ducing the problem of costly and poor - uality domestic inputs again) and measures
to check excessive growth of imports o consumer goods are appropriate. It is
also a casual observation that, excess ve investments in economic and social
infrastructure have caused excessive ¢; ternal borrowing.




GROWTH EXTERNAL DEBT AND

TABL ::

4.1

FACTORS CONTRIBUTING TQ IT

1979 980 1981 1982
Deviation Percent Deviatio Percent Deviation Percent Deviation Percent
from trend from trer 1 from trend from trend

dimports -817.4 -75.0 2089.4 54.7 3288.0 78.3 2507.2 76.8
dExports -34.7 8.4 -446.8 11.7 569.6 -31.4 618.2 -41.7
“Jother Service Receipts 35.7 -3.3 -313.4 8.2 -194.0 4.6 365.4 -24.6
Jother Service Payments -213.8 -19.6 16.2 0.4 -188.6  -10.6 229.5 7.0
Hourism Receipts -6.5 1.6 19.5 -5.0 21.7 -1.2 -7.3 0.2
Jroreign Travel Payments 2.6 0.6 5.5 0.1 -17.7 -1.0 1.1 0.0
dnrequited Transfers  -194.0 46.9 -210.0 5.5 -225.0 5.4 ~156.0 4.8
#rof it Transférs 19.9 4.8 18.5 0.5 -8.3 -0.5 -37.5 -2.5
jflorkers' Remittances ~6.0 1.5 371.0  -95.0 790.0 -44.4 440.0 -29.7
Alnferest Payments - - 670.7 17.5 459.8 11.9 313.7 9.6
YJrirect Foreign Investments 150.0 36.2 -46.6 1.2 193.9 -10.9 22.4 -1.5
|mports with Waiver 23.0 -2.1 -5.0 0.1 -31.0 0.7 -51.0 1.6
et Effect on Debt -675.0 432.6 2418.0 1782.0

(Change "in Debt} .

Total Negative Effect -1089.9 390.5 -1779.8 -1483.5
Total Positive Effect 413.7 823.1 4197.8 3265.7

TABLE: 4.1 (CONTINUED)
1983 1 184 1985 1986
Deviation Percent Deviatior Percent Deviation Percent Deviation Percent
- from trend from tren from trend from trend

fworts 2036.3 56.0 2871.6 81.0 2335.6 77.5 508.7 23.7
fports -651.7 17.9 -33.4 0.9 661.4 -74.9 -453.0 21.1
iler Service Receipts 260.7 -75.1 -29.6 0.8 -117.3 3.9 +358.0 -42.5
Hher Service Payments 296.6 8.2 111.7 3.1 -31.9 -3.6 -104.0 -12.3
rism Receipts -91.3 2.5 -17.0 0.5 23.8 -2.7 -1111.6 51.8
Prelgn Travel Payments -53.2 15.3 54.9 1.5 51.9 1.7 -20.5 -2.4
Prequited Transfers -38.0 1.0 -3.0 0.1 -26.0 0.9 5.0 -0.6
Tefit Transfers -33.4 -9.6 -53.7 -18.6 -60.5 -6.9 -134.8 -15.9
Prkers' Remiittances -187.0 5.1 107.0  -37.1 14.0 -1.6 -66.0 3.1
llerest Payments 249.9 6.9 419.3 11.8 476.4 15.8 - -
rect Foreign Investments  -39.9 1.1 127.4 -44.2 9.9 -~10.3 220.6 -26.2
fports with Waiver -44 .0 1.2 -6.0 0.2 -6.0 0.2 -6.0 0.3
¥t Effect on Debt 3298.5 223.3 2094.8 1316.6
hange in Debt)

ital Negative Effect -347.3 288.1 -882.5 -842.9
ital Positive Effect 3634.7 546.5 3013.2 2145.3




5 P\Q
TABL ©: 4.2
GROWTH OF EXTERNAL DEBT A D FACTORS CONTRIBUTED TO IT
ol |
1979 980 1981 1982 ]
Deviation Percent Deviatic v Percent Deviation Percent Deviation Percent
from trend from tre d * from trend from trend
jiorts of raw materials -160.0 -19.2 2730. 61.2 2684.3  69.5 1950.4 70.5
jfetroleum Imports (-1016.1) (1681. ) (1320.2) (823.2) !
j ports of capital goods -331.3 -39.8 -226., -30.5 265.7 6.9 59.6 2.2
diorts of consumer goods £9.2 -8.3 -125. -17.0 -149.4 -7.7 -123.8 -7.7
pports 34.7 8.4 -446, 10.0 559.6 -29.0 618.2 -38.5 ;
ifther Service Receipts 35.7 -4.3 -313. 7.0 -194.0 5.9 365.4 -22.7 :
Jkner Service Payments -213.8 -25.7 16. 0.4 -188.6 -9.8 229.5 8.3 |
Jourism Receipts -6.5 1.6 19. -2.6 - 21.7 -1.1 -7.3 0.3 ]
ipreign Travel Payments 2.6 0.6 5. 0.1 -17.7 -0.9 l.1 0.0
drequited Transfers -194.0 46.8 -210. 4.7 -225.0 5.8 -156.0 5.6
Arofit Transfers 19.9 4.8 19. 0.4 -8.3 -0.4 -37.5 -2.3
dJrkers® Remittances -6.0 1.5 371. -50.0 790.0 -41.0 440.0 -27.4
siferes Payments -670. 15.0 -459.8 11.9 -313.7 11.3
JJirect Foreign Investments -150.0 36.2 -46, 1.0 "193.9 . -10.1 22.4 -1.4
_@rmports with Waiver 23.0 -2.8 -5, 0.1 -31.0 0.8 -51.0 1.8
kt Effect on Debt -419.3 721.2 1830.5 1161.3
(Change in Debt) .
‘Jotal Negative Effect -833.0 742.7 -1929.3 -1607.3
ptal Positive Effect 413.7 463.9 3859.8 2768.6
TABLE: 4.2 (CONTINUED)
1983 1184 1985 1986 K
Deviation Percent Deviatio Percent Deviation Percent Deviation Percent
from trend from tre 1 from trend from trend
rts of raw materials 1880.1 54.1 2117. 67.3 1778.3 60.0 -315.7 -27.6
‘troleum Imports (401.6) , (-142. ) (-694.8)
foorts of capital goods -33.3 -7.4 265. 8.4 -131.3  -13.0 18.4 0.8
Aports of ‘consumer goods -68.4 -15.6 122. 3.9 541.7 18.3 659.9 28.5
ports -651.7 18.7 -33. 1.1 661.4 -65.2 -453.0 19.6
fher Service Receipts 260.7 -59.6 -29. 0.9 -117.3 4.0 358.0 -31.3
<Ner Service Payments 296.6 8.5 111. 3.6 -31.9 -3.1 -104.0 -9.1
Wrism Receipts -91.3 2.6 -17. 0.5 23.8 -2.3  -1111.6 48.0
-freign Travel Payments -53.2 -11.8 54, 1.7 51.9 1.7 -20.5 -1.8
frequited Transfers . -38.0 1.1 -3. 0.1 -26.0 0.9 5.0 -0.4
fofit Transfers --33.4 -7.4 -53. -18.6 -60.5 -6.0 -134.8 -11.8
rkers' Remittances -187.0 5.4 107. -37.1 14.0 -1.4 -66.0 2.9
terest Payments -249.9 -7.2 -419. 13.3 ~476.4 16.1
rect Foreign Investments  -39.9 1.1 127. -44 .2 90.9 -9.0 220.6  -19.3
orts With Waiver -44.0 1.3 -6. 0.2 -6.0 0.2 -6.0 0.3
Tt Effect on Debt 3029.0 892.7 1883.8 1156.3
Ptal Negative Effect -449.0 -288.1 -1013.8 1158.6
ial il Positive Effect 3478.0 1 180.8 2997.6 2314.9

lliﬂ.IIlllllllllllllllllllllllllllllllllllll IIIIIIIIWE—_—"“?Illlllllllllllllillllllllli




CHA|

INVESTMENT-S,

investment gap or by the trade gap {cur
originates from Avramovic and his assoc

an investment equation. Namely;

Substituting (4) and (5) in {3} one

External debt can be generated by eithe

The model is based on the macro economi :

1) Yt = Qt - 1Dt
2) Sg =Yy - Gy - G
3) Dt+1 - Dt = ADt = It - St
t .
4) Sy = sYy = sQ, (1 +r)" - sibDy
t
5) It = ert = erO (1 +r)
where Yt = GNP
Qt - GDP
Dt = External debt outstanding
St = Domestic savings
Ct = Private consumption
Gt = Government consumption
Iy = Investments
s = Average saving propensity
r = GDP growth rate
i = Interest rate
t = Time (years)
k = Incremental capital-outpL :

TER ¥

VING GaP MoDEL

one of the two gaps, namely the savings-
ent account deficit). Work on saving gap
ates.*

equilibrium condition, a savings and

ratio
btains

*Avramovic et al (1964), Economic Growt

~and External Debt, John Hopkins, Baltimore

iﬁl




’ R,
. - t
6) D,,q - (1 +si)D, = (kr - 5) Q (1 + 1) ;
This is a first order difference equ tion solution of which for D0 =0 1is f
given by
7) Dt=wo (1+nmt-psi b
(r - si)
and the debt / GDP ratio is . i
|
8) Dy _ (kr-s) a - (I+s1’)t :
0, (r-si)  (1+r)"
If r>si the debt/GDP ratio decelera es and levels off to (in the Timit)
'I .
eq (8').
D
ﬁ»ooQt r-si |
and if r {si debt accumulation becom s explosive over time. |
. |
l
We bring about two modifications to his system by introducing workers' 3
femiftances (wt) and a non-zero D
o
(W also is assumed to be fixed W = 8 1700 million over the period considered)
Then s
- -+ -1 . 1‘
9) Yy = Qp + W -7 Dy |
t : |
10} St =S (Q0 (T+r)” + 1700 - 1 Dt—1) 1
. t
11) Dt - {1+ Sl)Dt'l = (kr - s} QO (1 + r)- - 1700 s ;{
solution of which is E
12) D, = by (1+s)t + XS g (1ar) (1 0 - (esi)hy) - 22 ((rasiyt |
r-si 1 :
Dy Dy ssivt . kres lesity, 1700 (1ssi)-1
13) = (—=) "+ (== (O +r) 1 -(—)") - - ( ) A
0, Q, Ter r-si T+r iQ, (1+r) ;
limit of the. Dt/Qt ratio, if si{r i
D
139) lim  —= . (krs_ ) (1-r)
ts r-s

Alternatively we can omit the W term ind take care of workers' remittances
by means of GDP growth rate assumed. [n that case we have following equations:

4




14) D, - (T+s1)D,_; = (kr - 5) Q, (1+r
Q _(kr-s)
15) D, = 2 " ((1+r)¥ - (1+si)Y) # 3 (1esi)t
t r-si 0
161 %t kr-s - deshyy _?9_(]; it
Qt r-si T+r Qo 1- -

Limit of which is given by (16"} *° r>»si and its 1imit is explosive otherwise

D
(16') Tim —bL - kr-s

tos s Qt r-si

Plugging 1in the initial values D0 = % :..228 million (1986 external debt outstanding)
and QO = % 58.832'miliion for 1986, Dt ind Dt/Qt ratios are calculated under
different scenarios for 1991, 1996 and '001. (Table 5.1)

Scenario V contains the most 1ikely or ‘ealistic assumptions in respect of para-
meters concerned, in the sense that the * reflect the experience of 1980's.

It shows that in the next 5 years exter al debt will be doubied and in 10 years
time will be equal to GDP. This scenari: is calculated using both eqs (15) and
16 and also eq (12). Other scenarios ar : calculated only employing eqs. (12) and
(13) which are considered more accurate

Scenario VI depicts a worse picture, but could be quite relevant. Values for
k(=7) and r{=0.05) are quite realistic. But if ICOR is not lowered and GDP growth
rate is maintained at 5% and if interes . rate continues to exceed 7%, then
saving ratio has to be increased. Becau e, otherwise required external borrowing
could not materalize, because it will € d up with excessive indebtedness namely
double the GDP in 10 years' time.

Under scenario VII, ICOR is lowered (k . 6) by deliberate policy and action and
saving propensity raised (to 20%) by su table measures, while 5% GDP growth is
maintained. Outcome of this scenario is better than the previous one, but still
it should not be considered feasible.

Scenario VIII is drawn up to rectify tF:se defects and work out a program which
is feasible as far as external financir | is concerned when 5% GDP growth is aimed

at. It calls for further lowering of IC R (to 5) and increase in saving propensity
(s = 0.23).




; Scenario I uses 1980's values for S, i
~in view of an ICOR 6.75 observed durin
%assumption, the outcome is not satisfac
debt is doubled, when the growth rate :
4 percent the outcome is not too bad.

Scnario II increases saving propensity
interest rate (to 0.06). When growth re

§acceptab1e. The growth rate, however, i°

-external borrowing would be on high sic

Under Scenario III, saving propensity i
In this case external borrowing require
rate is 4 percent.

Scenario IV depicts how Turkey could be
future by the happy combination of s(=(

Scenario IX describes a realistic pictu
assumed (0.20) however requires some e
5} outcome is not acceptable, since the
scenario suggests that 5 percent growti
which used to grow at 7 percent during

i Lf

ind r; only k (=5) is on the low side,
1977-86. Despite this optimistic

:ory, since in 5 years' time external

; 5 percent. When the growth rate is at

'to 0.18) lowers both ICOR (to 4) and
e is at 5 percent, the outcome is
increased to 6 percent, required

; put at 0.18 while k= 7 and i= 0.06.
1ent will be too high even when growth

;ome a capital exporter even in near
24) and k(=4}, provided that r= 0.04.

e of recent Turkey. The saving propensity

:ra effort. But whatever ICOR is (7.6 or
r require excessive external debt. This
rate is too high for Turkey of 1980's,
1950-75 period.

ol 2 L Rl
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CALCULATED Dt AND D‘t/Qt UNDER DIFFERENT SCENARIOS

TAB E: 5.1

199] - 1995 2000
SCNARIO 1
$=0.16, 1=0.07, k=5
(a) r=0.04: D, 45605 59627 80959
D, /Q, 0.6592 0.7367 0.8221
(b) r=0.05: D, 61906 93337 143495
D, /0, 0.8530 1.0580 1.2745
SCENARIO II
s=0.18, i=0.06, k=4
(a) r=0.05 '
D, 39366 47449 60019
D,/Q; 0.5424 0.5379 0.5331
(b) r=0.06: D, 52850 75173 112485
D, /Q; 0.6909 0.7824 0.8749
SCENARIO III
$=0.20, k=7, i=0.06
r=0.04: D, 58363 85132 126253
D, /Qy 0.8436 1.0518 1.2821
SCENARIO IV
s=0.24, k=4, i=0.06
(a) r=0.04: D, 8210 15307 52497
D,/Q; 0.1187 -0.1891 -0.5331
(b) r=0.06: D, 33542 33516 38148
D, /Qy 0.4408 0.3697 0.2967

LS
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- TABLE 5.1 COM TINUED
CALCULATED D, AND D,/Q, UNI R DIFFERENT SCENARIOS
(in millions « f Dollars)
1997 996 200 J
SCENARIO V
(S= 0.16, r=0.04, i=0.07, k=6)
Using Eqs (15) and (16)
Dy | 3066 94129 138081
D,/Q,(1imit=2.7778) 0 3252 1.0809 1.3033
Using Eq (12)
D, 1 3797 96103 141923
SCENARIO VI |
(s=0.16, r=0.05, i=0.08, k=7)
D, 11 1659 195993 321145
D,/Q; (1imit=5.3629) 1 3537 2.0452 2.6256
SCENARIO VII
(K=6, i=0.08, r=0.05, 5=0.20)
D, | 9001 120102 188453
Dt/Qt -t . . 1.5409
SCENARIO VIII

(k=5, r=0.05, i=0.07, 5=0.23)

Dt 2324 .. 77006 | I
SCENARIO IX I
(5=0.20, r=0.05, 1=0.07) 991 1995 2000 1
a) K=5: Dy 4 612 69408 98364 i
D70y - 0. 836 0.7754 0.8736 |
(b) K=b: Dy 6 747 101425 158789 é
D, 70 0. 059 1.1150 1.4103
(c) K=7: D, 8 882 134442 219215 if
D/, 1. 282 1.5240 1.9470 |




CHAPT

THE AGGREGATE 1

The aggregate trade GAP model star
identity or definition and attempts to .
‘external debt.. The BOP Current Account

‘ (1 ..

_ o vSamS
.Bt = Mt-Xt Nt Xt+Mt

Whereas annual net accumul

_n _rd_ W

(2) ...AD¢ = By It M
Where I% = Direct Foreign
W . i
Mp = Imports with we

Total debt (Dt) in year {°

S
. (Mt-xt-wt-xt+r

1A~

(3) ...D+ =D +
T 0

EIi4.Illllllllllllllllllllllllllllllllllllllllllll

3 W .
L Mering) el (T t)gt

R VI

'ADE-GAP MODEL

s with the Balance of Payments (BOP)
nalyze and calculate accumulation of
alance (B) is defined as;

deficit {Gap)

nces

i Where Bt = Current Account
Y M, = Imports
Xt = Exports
Xi = Service receipt
Mi = Service payment .
wt = Workers' remitt

tion of debt (ADt) equals:

‘nvestments (Foreign Capital Inflow)

iver

b will equal:

d




e

Total external de
Total initial ext
external debt tot
Interest rate

Where Dt

Dy

n

—e
[t}

Eq (2) allows analysis of annual ar
up for the 1979-86 period,in Chapter:3. .
‘is in the Apbendix to this chapter.

| Eq{3) will bu used to extrapolate
écu]ar DT/QT ratio (where Q¢ is GDP in t
‘i.e. whether the ratio will Tevel off or
‘becomes negative the debtor country will

| In respect of exogenous variables

'following equations have been estimated

(Figures below in parenthesis are t-stat

]

| (4) M = -5849.84+0.06112Y,... (19
(-7.576) (14.011)  (R?

(M, in millions of US dollars

t

——
w
e
<
+
]

-168.11881+ 5.83124. EX+0.

(0.717) (
(1972-86) R®=0.93

(6) M3 = -374.907+0.1321883 M, (19
(-2.276) (6.32256)  (R®

(7) Inx] = 4.9433373+0.1679959¢ (1

t=1=1976) (10.04466) (R

T
(8} My = 0.028 M,

t at the end of year T.
rnal debt (Base year debt, 1986

1)

cumulation of external debt,which is taken
1outline for this kind of analysis

“uture growth of external debt. In parti-

iscontext) will reveal future possibilities
#ill be explosive. And when this ratio
be a net exporter of capital.

nEq.(3) (i.e right hand side variables)

nd subseguently substituted in eq (3}:

stics and R? s are adjusted).:

2-86)
0.89)

nd Y, in millions of TL in 1968 prices)

0627X, _;
.732)

5-86)
0.78)

76-86)
=0.909)

‘1#"“Tﬁllllllllllllllllllllllllllllllllllllllllll llllllllllllllllllllllllIllllllllllllllllllllllll;




(9} wt = 1700 (millions of US doc lars) Fixed

(10) T¢ = 250 (mil §) : Fixed

(11) Tg = 60 (mil $) : Fixed

(12) My = 100 : Fixed
d

(13) I} = 62.31 (From trend equa .ion)

; (14) Py = 31.47+3.240182 t (t=1= 975)
(15) Xi = 415.23953+0.1309197 (X +M) (1975-86)

(10.3145) (R%=0.905)

(Base year figures refer to 198€ and are D0=$31228 mil, Y = TL278102.4 mil.

A1l other variables in millions of US lolliars).

Where Y = GNP (in mitlions of TL at 1968 prices)
EX= Real Effective Exchan¢: Rate
t = Time (years)

Mi= Other service Payments
Mt= Imports of goods CIF

Xt= Exports of goods, FOB
MI= Foreign Travel, Paymer :s

xlz Tourism Receipts

T2= Unrequited Transfers, »ffical

T2= Unrequited Transfers, irivate

P.= Profit Transfers (of {)reign capital)

t
Xi— Other Service Receipts

Some of the equations have to be ‘urther processed before being used in the
next stage; and additional information ire required for some, all of which is

given below.
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In egs (6) and (8) Mt is substitut

(16) Mt+Mi+MI = -7161.82+0.0709107

Regarding eq (6) a regression equat

(6')...In M3 = -8.24009+1.6327869
t
(-3.796) (6.672)

| is not employed because of calcula
;when M equationi is of linear form. Eq(6
{GNP growth assumption the 2000 year esti
‘estimate of €q(6) is only $3300 mil).

The fact that‘expenditure on forei
’grow rapidly, exacerbates this defect. W

;cause underestimation of future debt.

For foreign travel expenditures (M

obtained.
(17) 1n MI =3.6756597+0.0682375t (
(34.15)  (3.202) R
(17')...MI = 14.919+0.0219028M, (1

(0.214) (2.472) (R

Both equations however underestima
data suggest that 2.8% of Mt is a better
this finding.

The export equation (5) is a diffe
by

)t12226

(18) X,=(-14684.15)(0.90627

t

d fromeq(4) and Yt by Yo er‘t (where r

are combined to give

rt
e
0

on giving better fit

n Mt(1975-86)
2
(R =U.798)
jon complications it will introduce
grossly underestimates (Under 5 percent

ate is $4959 mil. by eq(6'), whereas

h services is an item which should
have to keep in mind that this factor

) following regression equations are
978-85)
=0.569

75-86)
0.317)

grosély for 1885 and 1986. 1980's
astimate and eq(8) is derived from

v

ance equation whose solution is given

.15




| W - -
; In respect of Wy Tt’ Tg and Mt no systematic pattern could be discerned other
than that they fluctuate around a giv n figure.

In case of direct foreign inves: nents (I ) and profit transfers mahy
1attempts simply fajled. Moreover thert¢ 1is a data problem in respect of Id g
Annual figures of foreign capital reg stered under law no 6224 differ great]y
from BOP actual inflow figures. (See ~ible:5.1) It is estimated that only 50% of
Eregistered capital materializes in actial flow. Following regression equétion

in respect of accumulated registered 1)reign capital (K,) could not be of much

)
t
use because of referreddiscrepancy wii 1 BOP figures:
|
i Kt = -242.3288+143.64546t (1975- 36)

C (t=1=1975) (-1.916) (8.359)  (R®=0.362)

| In respect of BOP accumulated di ect investment figures (K =iId Table: 5. 1)
'following regression equations have be :n obtained:

. 0.06081t
(19) Kt_ 664.94846 e (19 '5-86)

(t=1=1975) (R¢ :0.979)

(19) Kt= 605.16 + 62.311189t (1175-86)
(t=1=1975) (F =0.95)




|
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PROFIT TRANSFERS AND D
(In Million

1
RECT FOREIGN INVESTMENT M
f US Dollars) w

Registered {

Profit BOP Figures :

Trans- Accumulated Pro it Annual Accumulated Profit |

fers Direct Foreign Ra =2 Foreign Foreign Rate i

"~ Investment Investment (1,3) Capital Capital (1/6) |

(0 (2) (3) 4) %)  (5) (6) (7} (%) i

1975 36 114 751.6% 4 3 15.1 204.7 17.6 |

1976 83 10 761.6 10 9 8.9 213.6 38.9 !

1977 110 27 788.6 13 9 9.2 222.8 49.4 i

1978 47 34 822.6 57 11.7 234.5 20.0 H

11979 42 75 897.6 47 -6.4 228.1 18.4 :

11980 51 18 915.6 556 97.0 325.1 15.7 '
11981 56 95 1010.6 55 337.5 662.6 8.5
11982 43 b5 1065.6 4 0 167.0 829.6 5.2
{1983 57 46 1111.6 51 102.7 932.3 6.1
1984 63 113 .1224.6 51 271.0 1203.3 5.2
1985 79 99 1323.6 6 0 234.5 1437.8 5.5
1986 - 125 1448.6 : 364.0 1802.0 -

i* Includes $637.6 million total foreig direct investment over the 1956-1974

period (Source: H.Ki1z1lyally, Tirk E

omisindeki Gelismelerin Parasal Faktor-

lerle ~Aciklanmasy: 1946-74, Bodazigi

Despite the fact that eq(19') ha
preferred because the former gives too

annual inflow during 1975-86 fluctuate

(20)...1% = K- K, _;=62.3]

Considering that profit rate dur
Profit transfers become:
(21).Pt = 0.052[(t = 31.47+3.2401

In Eq(15) by substituting for X
(22) ©..X = 1734.10977+(~1922.4

After substituting these equatio
values (1986) for Y0 =278102.4 and D0

Universitesi, 1978, ss.180-82)

a higher R2, linear one,eq (19) is

gh estimates; in view of the fact that
iround $100 mil (Table: 6.1),

ng 1978-85 averaged 5.2% (Table:5.1 Column:4)

2t
and M, from egs (18) and (4) one obtains
451)(0.90627)t+0.008\(0ert

s in eq(24) below, plugging in the initial
31228 and writing for




TR P_yW__
(23) W Ty 79 ~Ti-ME=-2110

And integrating it, Dt is calc ilated by evaluating the integral from t=o0
;tO T:

T i(T—t)

(24 v oy _To_7P d
) Dy= f (e R I e LA W L

4P -X +1D0) .dt

tt

(25)...Dy=D,

N {-7161.82 (9111)+ 19720.4358 [ R eiT]}
i r-1

(0.09842+1) i

E
; iT.
| | . [-2110+(31228)1] ( e ‘)
| i
[66.7912922+01679959T 87 12922+1‘T]
(0.1679959-1)

iT
+§(8__042184+3.240182)(e - 1)_ 3.240.182 T}
: i i i

0.09842+1 i

+§ 22248192 [ e"l- e"TB

r=1

_{ 1922.4_4451[ (0.90627)7- & ]_ 1734.10977 (, ,iT,

are i, r & T.Taking i=0.07 and r=0.04

e shown in Table:5.2{If growth rate of GNP
worsens ) Results of scenario-V under Savings

6.2 for comparison.These indicate that the prese
0P front is not good enough, from a longer

. will be greater than the savings Gap under

The variables in this equation
(Scenario-0), calculated Di» Dy/0Q; 8
(r} is increased to 0.05 the picture
Gap Model is reproduced in the Table
performance on foreign exchange and

perspective. In the future, trade Ga
In particular export; have to grow faster to avert this crisis.

present trends.




TABLE: 6.2 |

B TS

FOREIGN DEB" TRAJECTORY

: . {(Milyon $)
Yee » Year Year
19¢ | 1996 2001
Trade Gap Model :
i=0.07., r=0.04
Dt 63.t4 107.192 168.826
j Dt/Qt 0.£39 1.231 1.593
Saving Gap Mode]
Scenario-y
(i=0.07, r=0.04,
s=0.16, k=6} . |
D, 59.( i6 94,129 138.081 !
Dt/Qt 0.¢'5 1.081 1.303
Trade Gap Mode]
i=0,07, r=0.05
Dt : 67.217 125.933 224,016
Dt/Qt L 0.€15 1.314 1.832
Savi Ga
Scenario-VII
(i=0.07, r=0.05,
s=0.20, k=6)
Dt/Qt 0.9 6 1.410 2.778

Higher interest rates will obviousl worsen the outcome and better export
performance and/or tourism receipts will<nversely improve the picture;on the
other hand, an increase in the GNP growth ate also deteriorates the outcome (This
result should be interpreted as short-ter effect, in the long run, provided

. . Ao g s e
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|

ithat GNP growth results in increase in productive and exporting capacity, BOP

iand external indebtedness picture shou d improve). If r goes up to 0.05, then

%not only external indebtedness increas' s, the debt/GNP ratio also rises. This
joutcome can be compared with Scenorio-'II of Saving Gap Model, which is reproduced
:in Table:5.2. But in this case Trade G > Model describes a far better picture

~in the 2001. But here the results are - heoretical, since external debt approaching
cor exceeding twice the amount of Gap i¢ inconceivable,

r

VALUATION APPROA(H TO DEBT PROBLEM

i
i
{ Another approach to debt issue is using the Valuation Model developed by

fGennotte and his associates*. Current v :serves and stream of future exchange
;revenues are in a sense collateral of ¢ (ternal debt. A Country's external or
|tradable wealth, defined as capital stoc: in the mining and manufacturing sectori
'p]usnon-goldforeign reserves are the Liderlying asset against the foreign
liabilities.
!

The asset-~debt ratio along with iiterest rates, the rescheduling policy,
etc. give an estimate of the market pri:e (or implicit value) of debt, through
the simulation results provided.

Evaluation of a country'sunderly ng assets is made as follows**: The total
replacement value of the capital stock s calculated by summing investment over
the preceeding 15 years and assuming a 0 percent depreciation rate. The initial
capital stock in 1968 was taken to be 4 times GDP of that year. It is considered
that, 4 represent, the normal capital-c itput ratio for a developing country. As
countries with Tow incremental capital jutput ratios (ICOR) have many new invest-
ment opportunities, and as a consequenc @ the actual value of assets exceeds the

replacement value and hence the replace tent value is multiplied by 4/ICOR.

* G.Gennotte, H.Kharas, and S.Sadeg, 'A Valuation Model for Developing Country

Debt with Endogencus Rescheduling', T e World Bank Economic Review, Vol 1, No
2, 1987, pp.237-271

‘**Ibid, pp. 266-71
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r**:I'he share of capital in the trad
étota] capital stock by the average sh
éThe total traded assets are obtained

Eva1ue of traded capital.

| Two versions of the asset-debt )
total debt. (ii) Net assets, defined :
by commercial debt. The model estimate
foreign debt for-many countries, whicl
(implicit:in loan swap arrangments by

The Model's explanation in case
by authors themselves in the sense the
th among the 20 developing countries i
iTurkey was 4 th in 1984.

For Turkey replacement capital ¢
share in GDP of 0.224, trade capital ¢
mil.were calculated for 1983.The asset
commercial debt ratio of 0.29 were cal

commercial debt was found to be 10 cer
| .

| We recalculated the 1983 estimat
figures and then applied it to forecas
both estimating the future market pric
limits to foreign borrowings. As Turke
credits over time, she can not ignore
fact that the model is not able to exf

from taking it as a broad guideline.

Application To The Period 1983-1

As already pointed out, theinit:
four times GDP of that year,4 represen
a developing country. For Turkey the i
tound to be 3 for 1963-67 period and 3
Therefore the initial capital stock in
that year by 3 (ICOR of the First Five

* 1Ibid, pp. 267-69
** H.Kiz1Tyallt 'Tasarruf ve Yatirimla

i
d sector is calculated by multiplying the
re of mining plus manufacturing in GDP,

y adding non-gold foreign reserves to the

1tio are calculated: (i) Total assets over
5 total assets minus officialdebt divided
successfully market price of: w '

are corroborated by actual market prices|
ommercial banks)

»f Turkey is not found satisfactory even
£ Turkey's creditworthiness  is ranked 16
r 1983, whereas the Euromoney ranking for

© $102353 mil., an ICOR of 7.8, tradables

" $11757.4 mil.and total assets of $13027.4
'total debt ratio of 0.70 and net asset/-
:ulated and estimated market price of |

's per US § for 1983*

y and applied the model to 1984-86 actual H
: figures up to year 2001 with a view to é
s of Turkish commercial debt and estab]ishing ?
* will make increasing use of commercial

:he implicit market price of her debt. The
ain the 1983 outbome, should not deter us

186

11 capital stock in 1968 was taken to be
ing the normal capital output ratio for
cremental capital-output (ICOR) ratio was
I for 1968-72 period by Kizilyalli**,

1968 was estimated by multiplying GDP of
Year Plan Period).

Konusunda Planli_Donemin Basarisinin Ul-

clilmesi ve Dederlendirilmesi, in (Me
Fakiiltesi, Istanbul, 1975) pPp.15-36

-lye Enstitisit Konferanslari,1974,1i0 iktisat



| Thé calculation of cabita1 stock
'big difference whether investments in

Infact the US § value of capital stock
based on constant prices (Table:6.2} T
ment deflator, which needs improvement

Similar wide discrepancy exist in
‘estimate in 1968 prices converted into
9.08 gives a GNP figure of $30628 mill
the 1986 GNP estimate at current pr
.the 1986 average exchange rate ($=TL 6

The calculation of value of tota
Table:6.3. The relevant ICOR for the m
:factor prices. This ICOR was estimated
1977-86., In view of rising trend of IC
irounded to 7.

! The breakdown of external debt (
6.4. Commercial debt include pubticly ¢
guaranteed debt and short-term debt.

Asset/debt ratios and market pric
6.5. Total Assets/Debt ratio declined
Assets/Commercial debt ratio* declined
dollar in 1983 to 3 cents in 1986. Gen
of commercial debt is 1-2 cent, howeve
market price is put at 10 cents, under

This analysis also shows from anc
growth of Turkish externai debt in par
face difficulties in rolling over the s
indebtedness.

* (Total Assets - Offical Debt)
Commercial Debt

in $, is shown in Table: 6.1. There is a
968 prices or current prices are used.
based on current prices is double the one
is indicates the shaky nature of invest-

GNP estimates in US dollars. 1986 GNP

US $ using the 1968 exchange rate $1=TL
on (=TL 278 102.4 billion /9.08);whereas
ces TL 39.678.944 million converted using
4.51) gives $58.826 million.

tradable assets for 1983-86 is shown in
del should be the one based on GDP at

at 5.88 during 1975-86 and 6.75 during

R from 3 in 1960's to 6.75, ICOR was

A

fficial and commercial)} is given in Table:

1aranteed private debt plus private non

> of commercial debt are shown in Table:
rom 0.72 in 1983 to 0.55 in 1986. Net
much faster; in fact from 30 cents per:
otte and his associates price estimate

- prior to regulatory default the minimum
these circumstances.

ther angle the critical nature of fast

jcular the short-term debt. Turkey will
ort-term debts or increasing its external




Applying The Model to Future

By projecting value of assets unc¢ r various scenarios, it is possible to

-estimate market price of commercial dek . in future.

We proceed as follows:

(1) K=0.9 Ky +1,

(2) 1 =krQ=krQf1er)®
(3) K-0.9K, _ =krQ{1+r)"
Where Kt=Chpita1 stock in year t

It=1nvestments
"Qt=GDP !

r= Growth rate of GDP

kK= ICOR

and 10 percent depreciation rate

-Solution of eq(3) is given by
r e

(4) Kt=lf0— X (0.9)t+5399f
. (0.1+r) 0.1

The tradables share in GDP and he
estimated by the trend equation:

(5). y= 16.4+1.0388t
(1975-86)

ICORaﬁiemerndldem:v&ueof the sc¢
breakdown of external debt between off

1986 ratio (0.54 official and 0.46 comr
foreign reserves (excluding gold) are

s assumed as reflected in the coefficient 0.9.3

t+
|+1)

r

1ce in investments and capital stock is

'R%=0.9695)

t=1=1975)

larios concerned are taken. Regarding the
cial and commercial debt, the

azrcial) is assumed to continue. And

“ixed at $3110 mil, the end 1986 level.
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!
'Results of calculations are shown in T ble:6.6.

From the Net Asset/Commercial D bt ratios and estimated price of commercial

debt in Table:6.6, one observes that S enario-V and VIl will run into debt
‘renewal or servicing difficulties, bec use of excessive borrowing they entail.
Whereas Scenario-VIII is viable from e ‘ternal financing viewpoint.

TABI Z: 6.1 |
INVESTMENT AN/ CAPITAL STOCK.
. |
In 1968 Prices{Mn TL) Total
Total Accumulated Inves .- Accumulated
Year Invest-.  Total ment . Exchange Total Total
ments  InvEstments {Curr nt Rate Invest- Investments
(10% Prics) (TL/$) ments ( 10%.
, depreciation) (Bil. L) (Million$)  Depreciation (Mn §)
1968(GDF} 107.238™ - 107.2 38 - 35.431
1968 22.456 344,170 22.( 9.08 2.423 37.854
1969 23.983  333.736 24.¢ 9.08 2.731 36.800
1970 25.935 326.297 28.t 10.84 2.629 35.749
1971 25.864 319.532 34.¢ 15.14 2.259 34.433
1972 27.671 315.249 43.¢ 14.30 3.063 34,0563
1973 25.647 309.372 h5h.t 14.28 3.866 34.513
1974 37.625 316.059 81.¢ 14.06 5.775 36.837
1975 43.596 328.049 116.¢ 14.56 7.995 41.148
1976 47.021 342.266 156.( 16.17 9.647 46.680
1977 47.712 355,751 219.¢ 18.09 12.139 54,151
1978 35.428 355.604 306.( 24,282 12.602 61.338
1979 35.514 355.557 541.( 31.078 17.408 72.612
1980 41.742 361.774 948.( 76.04 12.467 77.818
1981 45 .557 371.126 1421 .C 111.22 12.776 82.812
1982 43,249 377.263 1792.( 162.55 11.024 85.555
1943 43,584 383.121 2260.( 225.46 10.024 87.024
1984 44,569 389.373 3585 .¢ 366,68 9.804 88.125
1985 47.218 397.658 5680.( 521.98 10.882 90.195
1086 52 855 410.747 9201 .( 674.51 13.641 94,8156

* GDP at factor prices in 1968, mult>lied by 3 the actual ICOR for Turkey
during 1963-67 period gives an est” nate of initial capital stock.




TABLE 6.2

| CAPITAL STOCK
| . - .
; (Million §)
; Based on
§ Based. 1 _Current
; Year 1968 pric:s _Prices
i .
1968 37.904 37.854
: 1969 36.75b 36.800
i 1970 35.936 35.749
= 1971 35.191 34.433
16972 34,719 34.053
1973 34.072 34.513
1974 34.808 36.837
‘ 1975 36.129 41,148
; 1976 37.694 46,680
i 1977 39.180 54.151
f 1978 39.163 61.338
; 1979 39,158 72.612
| 1980 39.840 77.818
g 1981 40.873 82.812
| 1982 41,549 85.555
1983 42.194 87.024
1984 42,883 88.125
1985 43,795 90.195
1986 45.236 94.816

N

=




TABL i: 6.3
CAPIT L STOCK
(Million §)
Total
_ Yalue of Reserves
Year Capital ICOR*  Tradab es Traded Minus Total
Stock Shar **  Capital*** Gold - Assets

1983 87.024 7 26 12.929 1984 14,863
1984 88.125 7 26 13.093 2682 15.775
1985 90.195 7 26 13.400 2239 15.639
1986 94,816 7 26 14.087 3110 17.197
* : ICOR in Turkey during 197 -86 was 5.88 and 6.75 during 1977-86.

ICOR- is taken 7.
** . Share of mining and manufi cturing averaged 23.2% during 1975-86.

During the period it show d an increasingtrend, as indicated by

y = 16.4+1.0388t (R =0.9695)
(t =1 for 1975)

The tradables share was 2 ..7 in 1986.

It averaged 26.3% during 981-86.
* k%

: Value of Traded capital=c

Multiplation by (4/ICOR)
-than 4 have many profitab

and the actual value of t
vatue and vice versa.

pital stock (%)(0.26)

s because a country with iower ICOR
e investment opportunities remaining
eir capital exceeds .the replacement
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TABLE: 6.4
: EXTERNA . DEBT
? (OUTSTANDING A ID DISBURSED)
1983 1984 1985 1986
Official Debt-Long term 10,797, 3 11.064.8 12.370.5 15.690
use of IMF credit 1.567.1 1.426.2 1.326.4 1.085
Official Debt Total 12.365.3 12.491.0 13.696,9 16,775 :
Publicly Guaranteed- :
Private Debt 4.888.) 5.047.6 5.450.6 - ;
Private Nonguaranteed Debt 399.) 425.0 358.9 5.062
Short Term Debt 3.039.) 4.506.0 6.617.0 9.391
Totai Debt 20,.691.3  _22.469.6 26,123.4 31.228
Commercial Debt 8.326. 1 9.978.6 12.426.5 14.453!
TABLE: 3.5
MARKET PRICE OF TURK Y'S COMMERCIAL DEBT
(5)
Net (6)
(4) Assets/  Estimated (7) ;1
(1 . (2 (3) Assets/ Commercial Price Estima-d}
Official” Commercial- Total Total Debt Debt Commercial ted 3
Debt Debt Assets (4)=(3)/(1+2) (3-1)/2 Debt* Price** |3
Bl
1983  12.365.3 8.326.6 14.863 0.72 0.30 0.02 0.10 [
1984 12.491.0 9.978.6 15.775 0.70 0.33 0.02 0.10
1985 13.696.9 12.426.5 15.639 0.60 0.16 0.01 0.10
1986 16.775 14.453 17.197 0.55 6.03 0.01 0.10 ?

* ¢ From Table 4 sensitivity simulatio s (Gennotte et al, ibid, p.270)
** ; Minimum price prior to regulatory (:fault
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TABLE 6.6 .
| ASSET/DEBT RATIC . IN 1995 AND 2001
Scenar o VII Scenarig_IX Scenario X.
k=6 , r 0.04 . K=6 , r=0.05 k=5 , r=0.05
i 1991 2001 1991 2001 1991 2001
K 121.666 1 6.825 140.716 250.930 123
K . . . 23,997 212.367
Tradables Share 0.341 0.445 0.341 0.445  "0.341 0.445
Value of Traded Capital* 27.659 15,425 31.989 74.443  33.826 75.601
otal Assets** 30.769 18,535 35.089 77.553  36.936 78.711
Eot§1.Debt 59.066 1.3.081 69.001 188.453 42.324 77.0056
0ff1c1a! Debt 31.89% - 1.564 37.261 101.765 22.855 41.583
Commercial Debt 27.170 ¢ 3.017 31.740 86.688 19.469 35,422
Assets/Total Debt 0.52 1.42 (.51 0.41 0.87 1.02
et_Assets/Cqmmercia] Debt -0.04 -1.25 -0.07 -0.28 0.72 1.05
stimated Price 0.10 .10 0.10 0.10 0.51 0.71

!* : Value of Traded Capital=K (4/1CC !)x(Tradables Share)

’** : Includes $ 3110 mil. foreign rese ‘ves. |
H

|

AN EVALUATION F THE EXISTING
FOREIGN IEBT LEVEL

A model by Sjaastad* approaches he debt problem from viewpoint: of possibie
Tevels of inflow of foreign capital (e ternal debt accumulation) and the needed
surplus in BQP for debt service. Let,

I= Interest rate, i.e ratio of i terest payment to external debt
d'= Amortization rate

D= External debt outstanding,in . ollars

Y= Gross Domestic Product (GDP), n dollars
GB= Gross new Borrowing, in dollar

d= Debt to GDP ratio (=D/Y)

¥ = GB/D

* Larry A.Sjaastad, Causes of and Reme¢ ies, for the Debt Crisis in Latin America,
in (Michael P.Claudon {editor), Worle Debt Crisis: International Lending on

Trial, Bollinger publishing Co, Cam idge, Massachusetts, 1986) pp.249-266.




g= Growth rate of GDP (=V/Y)
DS= Debt service in dollars
NDS= Net debt service (the needed surplus, i.e.
requisite trade account surp us) in dollars.
D= The grow?h of external debt, i.e. the surplus in the capital account
of BOP (D=dD/dt)

Then,

DS
D

(i+5)D
GB-SD=(}-5)D

(1) NDS=iD-D =(i-¥+S)D
NDS/Y=(i-¥-8)(D/Y)=(i-¥-8)d

<o

. _d D
d =2 (2)= ¢ -gd=(¥-8-¢)d
dt ¥ ? 8

(2) NDS/¥=d[i-g-(d /d)]
Various scenarios are possible inder the model.

(i) GB is increasing, i.e. d /1o

Table: 6.7 show D,Y in million Of dollars and d. During the period d /dyo,
In fact;

TA LE: 6.7

EXTERNAL DEB1 (D} AND GDP (Y}
(In Millio s of Dollars)

D Y d=D/Y
1978 14.719.2 2.499.0 0.280
1980  19.520.4 6.916.9 0.343
1981 19.668.6 7.666.0 0.341
1982  20.240.8 »3.032.3 0.382
1983  20.691.9 1.147.7 0.405
1984  20.469.6 19.667.5 0.452
1985 26.123.4 2.701.5 0.496
1986  31.228. 38.831.8 0.5311

wr it R
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6%

d =0.08 during 1978786;(Tab1e:L.7). Taking interest rate 7 and growth
rate at 5% for 1986 we caicula e.

NDS/Y={0.07-0.05-(0.08/0.531)] 0.531)= -0.069

This ratio just reflects the f ct that in 1980's there was a positive net:

inflow of external capital to the tu e of 6.9% of GDP and the negative magnitude
of needed surplus just equals to it.

! : Suppose in the future, say in ~ he next 5 years d changes in the same
fashion; then

d=(1.08)(0.531)=0.78

f and the needed surplus becomes
NDS/Y=[0.07-0.05-(0.08/0.78) ] 1.78)=-0.0644

In this manner d increases and becomesarbitrarily large and default
eventually becomes a virtual certainiy. Incidentally this value of d in 1991
compares favorably with Dt/Qt=0.825 ( f Scenario-VII.

(i1) 1f d =0, then
d =d(¥-5-¢)=0
.Y =S+g

In this case. the debt is rolle: over and new borrowings occur at the rate
of gD, i.e. in the same rate as GDP ' ncreases. Then,

NDS/Y=(i-g)d=(0.07-0.05)0.531=0.0106

That is the needed surplus is (nly 1% of GDP. A 5% GDP growth allows this
surplus achieved easily. Lower growt! rates might make it difficult. Note that
for Turkey in 1980's §=0.09, and hen: 2

X =8+g=0.09+0,05=0.14

(i11) When ¢£=35, then no net | orrowing occurs and only principal repayments

{amortization) is rescheduled.

d-/d= ~g and NDS/Y=id
NDS/Y=1d=(0.07)(0.531)=0.037

e I
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In such a case the surplus neede | rises to 3.7% of GDP! A debt service of
this magnutude is very difficult to me :erialize. This clearly demonstrates that
Turkey's debt is on the high side and ontinuing borrowing under the circumstances
is the only way out. '

(iv) If no gross borrowing at al takes place (i.e. ¥=0) then 1ife becomes
impossible. Because then

d /d= ~(S+q)
NDS/Y=(1+S)d=(U.U7+U.09)0.531=0 085

In other words 8.5% of GDP is re uired each year to service the existing
debt. This is quite a task, if not impi 3sible. Higher real interest rates (than
7% nominal calculated for Turkish debt >f 1980's on the average) will make things
worse. This could be brought about by ¢ rise in nominal interest rates or by a
decline in the rate of dollar inflatior (especially in respect of dollar prices
of tradable goods). '




APPENDIX

T0 CHAPTER: vI

Let NF, stand for the net flow (f total external debt. Writing BOP identity

t
_ . d_
(1) NF, = M =X +iD, | -I¢-F 48R,

where Mt= Imports
Xt= Exports

1Dt_1= Interest payments
Ig= Direct foreign im
Ft= Other capital inf
ARt= Change in interna

Showing trend values by ovei

v Td oo
th— Xt+ iD -It~ F.+ 4l

(2) NF £-1 %

t

As we don't have adequate price
decomposed to include price variables
consumer goods, raw material, fuel and

In lieu of hypothetical values -
variables, trends or expected values (
the analysis of debt accumulation. Her
are obtained by decucting eq (2) from

ARt =ARt
d _ d
Iy = It
F_t = 0
Then,

on the external debt

astment
W .
ional reserves

rars we write

t

jata, imports and exports can not be
Imports however will be broken down into
;apital goods imports,

or the real exports and real imports and price
‘rom regression estimates) are referred in

e deviations from trend or expected values

q (1), assuming.
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t7 ¢ _
~(Xg-Xy)
+(3-1)D,__+1(D_, -1, )
+Ft

This equation provides a framewo k for measuring the relative contributions
of external and internal factors t¢ deviations of indebtedness from trend

(NFt-NFt) .




