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ABSTRACT
MILITARY F/PENDITURE AND 78 GROSTIL OF THE % 200

ECONOMY 1752-80
by R.I. 4YRES

Turkey with one of the fastest growing economies in the world but a

per capita income only about one seventh of that for the industrialised
world has allocated approximately 5 per cent of her gross domestic
product to defence since 1952. There is evidence that the level and
form of military expenditure has been determined not only by internal
and external security factors but also by the ideological function of
the military which is closely related to its integration into the
sphere of production. There iz no evidence of military expenditure
having been used as a tool of economic policy to control inflation

or uvnemployment. Turkicsh military expenditure also needs to be
understood in relation to U.S. foreign policy, and in particular
through the conditions attached to the flows of military and economic
aid. Militarism has been instrumental in shaping the form of
industriclisation in Turkey and»helped maintain the free unregulatec
conditions under which foreign capital could operate. One of the
consequences of the Turkish path to development has been to creatie

a long term dependency on imports of capital goods and raw materials
which ultimately constrained growth in the mid-1970s. Arms producticn
in Turkey cannot be a vehicle for industrialisation since domestic
linkages would be limited and one form of depenrdency would be
replaced by another. The links between military expenditure and
economic growth are vheorised in terms of resource mobilisation and
resource diversion which are then estimated by two-stage least
squares in a series of equations in which the rate of growth is
treated as a function of both exogenous and endogenous varigbies in

a dynamic simultaneous system. The resuits indicate that the impact
of military expenditure is transmitted to the economic structure
through both direct and indirect channels and that over the period
1952-75 increases in the military burden have been associatsd with

a lower rate of economic growth.
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CHAPTER 1 -

INTRODUCTION

The main purpose of this study is to examine the
relationship between defence and the growth of the Turkish
econory in the period 1952 to 1980, Before we 4o so, it is
instructive to examine the general literature on the relation-
ship between war, arms production and economic development.
Before 1962 most of what had been written on this was
characterised by partial.analysis and was based on purely
casucl empiricism., Adam Smith (1776)1 was one of the first
to analyse defence when in Book V of the Wealth of Nations
he presented a treatise on public finance and developed his
ideas on what he regarded as the légitimate forms of public
expenditure. "The first duty of the sovereign, that of protecting
the society from the violence and invasion of other independent
societies, can be performed only by means of a military force."
Adam Smith argued that in thé more advanced and civilised
sociefies a standing army became necessary and this needed to
be financed by public funds. As wars became more drawn out
it was impossibie for soldiers tc¢ contribute to civil activity
and as the 'art of war' grew to be a very "intricate and
bomplicated science" specialisation and division of labour
made a permanent army more effective. Smith stressed that the
cost of defendirg a country became more expensive as more

advanced arms were develcped, and this gave a clear advantage

-1 - -



to those nstions that couid afford the expense. The main
criticism of Smith's treatment of dofence is that he does not
question the need for & permanent army and as a consequence

there is no analysis of the economic effects of military spending.

The influential German historian Sombart (1913)2 deliberately
ignored the destructive aspects of modern war on the grounds -
that these were obvious and had aiready received much attention,
and instead set out to eibhasise the 'constructive' side of war.
His argument was that the growth in the size of armies and the
cost of providing arms, particularly after the gun came to
dominate war, made it necessar; to organise producticn in
large scale enterprises and played a prominent role in the
rise »*¥ modern capitalism. War promoted large-scale industry
both directly and indirectly. Not only were the new armaments
produced on a large scale, but the demand for supplies cf ore
and metal stimulated the metallurgical industrieé, which were

also more efficient in larger and more expensive establishments

employing a large number of workmen.,

Y

Sombart's thesis that war and development are linked
thfough'the rise of capitalism is incomplete and prejudiced.
His views were coloured by the fact that during his lifetime

N]

Gzruwany had always been the aggressor invading other territory
ang had not had to suff;r the havoc of war on German soil.
There‘is no attempt to consider the importance of other non-
military demands for the changing forms of industrial organis-
ation and the progress of cspitalistic mining and manufacturing.

More importantly it is not possible to consider the economic

consequences of arms production in isolation from the consequences

-



of war. TFurthermore, in terms of historiczl accuracy 3ocubari
may have been wrong in dating the origins of large-scale
production with the general use of firearms and explosives.

3

The American economic historian Nef (1950) in his study
of war and human progress argued that peace coutributed far

more than war to the development of large-scale capitalism,

but he was against using this as the only explanation of
economic advance. Nevertheless in periods of limited warfare
when tension between states wés lessened Nef observed a speeding
up of industrislisation. This was partly because the mark=ts

for many products expanded in peace time and partiy because

international peace and stability facilitated the growth of

foreign trade.

The distinguished British economic historian, Sii John
Cleapham, writing ;n the 1930's reaches a similar conclusion
to Nef, namely that in the period of éhe 'long péace‘ (1815~
1914) it was precisely because of the absence of‘devastating
wars that economic developmenti was able to take place. War
held back industrialisation as great industries were crippled
or destroyed, populous cities completely ruined and wide stretches
‘of land deprived of cultivation. The end of war generally
brought about an unloosing of eccnomic forces, which along

ith other factors, resulted in economic develornusant.
4+

‘Binzig, a widely read economist~cun-journalist, was
concerned with a different problem, nsmely rearmament in the
context of mass unem.ployment,5 In zany ways his analysis

2

r writers since he recognised that

[¢]

vas more advanced tlhan esrli



military expenditure was on the one hand 'wasteful' bu% on the
other hand it created employment, although the full effects

of rearmament needed to take into account how it was financed.
the monetary repercussions and the consequences for trade. On
balance Einzig came down in favour of rezrmament as a short-run
solution to unemployment and pointed to the experience of
Germany and Japan who had based their economic recovery on
increased armaments expen&iture. He was fully aware of the
waste of labour and natvral fesources that this policy entailed
but he believed that there was an element of truth in Stalin's
view that capitalist countries could only achieve economic
recovery by rearmament, as long as governments were unwilling

to go against economic orthodoxy and expand public works.

Keynes (1936)6 took & similar theoretical line to

Fal

Einzig when he argued that the costs of 'involuntary' unemploy-
ment might mean that 'wasteful' loan expenditure could enrich
the community on balance. "Pyramid-buildine, eérthquakes,

even wars may serve to increase wealth if the education of

our sfatesmen on the principles of the classical economics
stands in the waj of anyfhing better." Wars have often been
the only form of large—scale loan expenditure which statesuen
have thought justifiable, yet "this has played its part in
progress in the absence.of something better". Keynes recognised
that it wguld be more "sensible to build houses and the like,

but if there were practical difficulties in the way of this"

then war and rearmament "would be better than nothing."



In 1962 the United Nations Repcrt on the 'Economic and
Social Consequences of Disarmament'7 marked the beginning of
a period during which the economic consequences cf war,
military expenditure and disarmament have been étudied nore
systematically. The 1962 Report was mainly concerned with
the consequences of disarmement and concluded that it wves
desirable, since it reduced the danger of war, released
resources that could be used in the development effort and
made economic management easier. The Report also considered
the burden of military expenditure and recognised that it
absorbed manpower, foreign exchange, education, training,
raw materials and fuel, which could have been used for econcmic
progress. It was also emphasised that disarmement would permit

y

the developed countries to transfer more resources to the less

developed countries (LGD.C.s) in the form of economic aid

and it was implicitly assumed that this would stimulate growth.

In 1970 the United Nations (U.N.) took up the issue
of arms once again when it adopted a resocluticn which asked
the Secretary General to prefare a report on the economic and
sociai consequences of the arms race and military expenditure.
The Report8 was presented in 1972 and argued that disarmement
would contribute to economic and social development through
the*promotion of peace and a relaxation of international tensions
as well as through the release of rescurces for peaceful
purposes. It was stressed fhat international exchange would

be encouraged - trades, capital, knowledge, technology - and



once again that the giving of economic aid could bz made casier

and help to close the gap between the rich and poor nations.

Another report9 followed in 1977 which also stressed
the enormous volume of men and resources devcoted to military
purposes and thus withheld from civilian production. This report
also distinguished between conditions of full employment and
under—full employment and emphasised that even in the latter
case military expenditure could aggravate inflation and the
trade balance thus making economic management more difficult.
It was argued that the arms trade had opposite effects on the
economies of importing and exporting countries and resulted
in unequal exchange which was detrimental to the development
effort of L.DOC.s-since it represented a pure waste of economic
surplus. In conclusion the report emphasised the multiplicity
of adverse consequences in all aspects of social life for those"

countries participating in the arms race.

In spite of the fact that disarmament and dévelopment
have been major issues that have occupied the international
community since the Second World War it was not until after the
1962 U.N. Report that the two were treated as if they had
anything in common, 7Yet for many L.D.C.slo military expenditure

has been large and growiang and inevitably has had repercussions

4
on the process of development,

Notwithstanding the secrecy and distortion surrounding
much of the data on military activity it seems important to

1
analyse the consequences of military expenditure for economic



growth and development. This study will examine the rela*ion-
ship between’defence expenditure and the economic growth of
Turkey in the period 1952 to 1980, although for estimation
purposes the shorter pericd 1952 td 1976 will be considered,
since the latter date was the latest year that complete data
was available when the regression analysis was carried out.
There are two reasons for selecting 19852 as the s%arting point
for the study. Firstly,>data on military exzpenditure and
related military variables are not so readily available and are
less reliable befofe the early 1950s. Secbndlyf 1952 was the
year that Turkey formally acceded to the North Atlantic Treaty,
so that by taking this aé the starting point the study con-
centrates on the period during which Turkey has beeh a full
member of N.A.T.0. Nevertheless it is impossible to understand’
the period 1952-80 in isolation from earlier periods and
frequent reference is made to economic¢, social, political and

military developments between 1G23-52,

There aré several good reasons for singling out Turkéy
for studying the effects of military expenditure on economic
growth. Firstly, the military aufhorities in Turkey have
taken over government on three ocsasions sincc 1952 -.1960 to
1861, 1971 to 1973 and 19éO to present -~ and the totai,influence
of*the military in ecoﬂomic, social, industrial, political and
ideological matters has been far reaching. Secondly, Turkish
militéry spending has been substantial since the end of the

Second World War, and after 1960 she consistently allccated

a larger proportion of gross domestic product (G.DQP.) to



defence than all N.A.T.0. countries apart from the U.K., the
U.S.A. and Po.rtugal in spite of the fact of having the lowest
per capita income. Turkish military spending c¢oubled betweeﬁ
1960 and 1974 and then doubled again by 1976 due to the irvasion
of Cyprus and the threat of war with Greece. In 1977 military
expenditure was nearly twice the level of spending on education

and eight times the spending on heslth and social welfare.

Thirdly, Turkey's growth performance has been impressive
in terms of G.D.P./G.N.P. although in terms of per capits
income less so. There has always been a foreign ezchange
problen and in the 1970s after the U.S. arms embargo and increased
military expenditure the external debt position deteriorated
rapidly and growth declined., Not only was there an econonic
crisis in the 1970s but also a political crisis as the country

headed towards civil war.

Fourthly, the question of the role of the military in -
Turkey and its contribﬁtion to the economic development of that.
country‘has wider implications given the streiegic importaunce
of Turkey within N.A.T.O., pérticularly since the Iranian
revolﬁtion in 1979 and the events in Afghanistan more recently.
Turkey is a member of the Council of Europe, 0.E.C.D., G.A.T.T.,
an associate member of the E.E.C., as well as being & menmber of
N.A.T.0., so what goes on within Turkey is of vital interest
to Western countries. Moreover, recent moves to limit the
growth of strategic arms raises once again the issue of the
enormous cost of military expendiiure, not only for Turkey, but

for all countries.



Clearly‘it is important to consider what contributions
the military makes to the development of a country, and it may
be many, since military activity covers a diverse set of tasks.
It is necessary to examine the linkages between military
expenditure and other sectors of the economy and to determine
whether, or to what extent, military activity can be considered
a leading sector and a force for modernisation. Pye (1962)
and Janowitz (1964) have argued for several reasons that the
military as a mrdern institution possesses characterisitics
which mske it the organisation most likely to be an agent for
modernisation. However, given resource limitation there is
~an opportunity cost of military spending. Resources devoted
to defence cannot be'used for consunption or invesiment.
Furthermore, the need to pay for military requirements may
revolﬁtionise governmental finances, generate inflation,
affect the balance of payments, increase international
indebtedness a.¢ make economic control more difficult. A
vital question is whether military expenditure hinders or
generates economic growth on balance. In spite of the
conclusions reached in the various U.N. reports a study of the
literature reveals that the relationship between military
expenditure and.economic growth is not so clear cut and it is
difficult to make generalisations, since the military as an
organisation needs to be analysed in terms of the particular
society in which it operates and military expenditure can only
be fully undersiood with reference to the international arus
economy. Given vhe interveniion of the military in Turkish

politics it is also important to consider the role of the

.



military in shaping and influencing the structure of power
within the country and how this relates to the varticular form

of development.

Much of the earlier work on the relationship between
mnilitary expenditure and economic growth, including the very
jinfluential study of 44 L.D.C.s by Benoit (1973), has bzen
based on cross section ariélysis° The main criticism of this
approach is that a dynamic relationship (between military
expenditure and economic growfh) is estimated by using a static
analysis, and although the evidence may be interesting ana
important, great care must be taken in drawing conclusions.
There is need therefore to anslyse the relétionship betﬁeen
the burden of defence spending and the rate of growth of output
for particular countries using time series analysis, and this
is done for Turkey in this study. Beroit's most important
finding was a positive relationship between the share of G.D.P.
allocated to defence and the rate of growth of ndh—defence
output or civilian G.D.P. The relationships cpecified in
Benoit's study were estimatea with ordinery least squares,
yet when the rate of growth is assumed to be a function cf
both exogenous and endogenous variables in a dynamic simultanecus
system, as it is in his study, then ordinary least squares are
no’longer legitimate. In this study of Turkey the links between
military expenditure and economic growth are estimated by two-

of equations
stage least squares in a Serie%}n which the rate of growth is

treated as = function of both exogenouvs and endeogenous variables,

The results indicate that increases in the proportion of C¢.D.P.

- 1C -



allocated to defence have been associzted with a lower rate of

s

economic growth.

- The present study begins with an outline of the growth and
development of the Turkish economy in the post-war period,
which ié given in Chapter 2. In spite of considerable econcmic
growth up to the mid 1970s Turkey has suffered from a permaunent
foreign exchange problem, high levels of unemployment and rising
inflation which eventually imposed constraints on economic growth.
The chapter ends by considering wider spects of development

and relates them to the economic performance of the country.

Chapter 3 initielly looks at the sources of military data
and asseséesAifs feiiability, and then goeévon to detail the
growth of Turkish military expenditure which is oonéidered in
relation to the allocation of domestic resources and world
military expenditure. Chapter 4 lcoks at explanations of the
growth of military expenditure and tries *0 assess the validity

of the various theories examined.

Chapter 5 outlines the dimensions of Turkish arms production
and considers the likely economic éonsequences of the country
purcuing a policy of military self-sufficiency. In particulaer
an attempt is made to determine the extent to which arms production
as a form of import subétituting industrialisation would
generaﬁe backwsrd linkages and help unemploymenrnt. Chap
accounts for the growth of the arms trade and considers the

consequences for the Turkish balance of payments. Economic

and military assistance are viewed as coumplemeniary and analysed

- 11 -



as instruments of U.S. leverage. The chapter concludes with
an assessment of the links between military aid ard trade,
zternal finance of the Turkish economy and the pattern and

form of development,

Chapter 7 reviews the literature on the relationship
between military expenditure and economic growth and developuent,

equations
and then proposes certain whichare used to estimate the effect

of miiitary expenditure cn economic growth. Finally, Chapter 8

tenders some concluding comments on the issues raised by military

expenditure and how this affecved Turkey in recent years.

- 12 -



CHAPTIR 2

GROWTH AND DEVELOTM.NT OF THL
TURKISH LCONOLY

Introduction

During the hineteenth century while Vestern Europe
was undérgoing,anvin&ustrial revolution, Turkey remained
economically backward, became known as the 'sick man!
of Furope, znd suffered from the meladministration of
~the decaying Ottoman Empire. The Ottoman rulers did
not accept responsibility for the state of hneaith of the
econonmy, but thrdugh the system of 'capitulations'
conferred special privileges on foreigners which permitted
them to dominate economic activity. Foreigners were
given’the right to be tried in special courts under
foreign jurisdiction, and either raild very low or zero
tax and import duties. Furthermore, Ioreign banks, the
most important of which was the PFranco-British owned
Ottoman Bank, operated Within'the Turkish Empire undef
the laws of their own country, and controlled Turkish
finance.

When the Turkish Republic was founded in 1923 {he

*
economy was backward and the potential of its natural
wealth was barely touched. The Lausanne Treaty of 1923
imposed certain restricticne on Turkey, one of which
required the government tc nold tsriifs consisnt Ior a
'period of six years, thus lcaving the Turikish ecoromy

open to foreign trade just zs it hzd been pricr to 1914,

- 1% -



Foreign tradg was still largely under the conitrol of
foreign firms, mainly British, German, French and
Italian, and finance was still dominated by foreign
capital. The first few years of the Republic were
devoted to modernising Turkish 1ife, which included
establishing.secular authority, the emancipation of
women and the replacement of the Arabic with g modified
Latin alphabet.1 After a few years of econcmic »ocon-
struction during which time the transport system was
nationalised but per capité income barely changad
(Hershlag, 1968),2 the Turkish economy was hit by the
world economic crisis, which saw agricultural prices
plummet. "The trade balance deteriorated sharply in
1928-29 and foreign capital flows virtualiy ceased which
led Turkey to impose import tariffs and exchange control,
but ; bad hafvést in 1932 gave a ‘clear indication that
fundamental changes were required if Turkey was to

speed up development.,

Etatism’

From 1933 the Turkish response to the wofld depressic
was to become protectionist and from behind the tariff
barrjier to institute‘a'plan for industrialisation that
wouid pave the way for an independent national capitalism.
Foreign trade was tec be strictly controlled and imports
of intermediate and manufactured goods were to be replaced
by Gomestic production. A five year plan for industrial-
isation was introducéd under the charge c¢r o state

controlled Central Bank, and a prime rcle was given to



state enterprise. The plan envisaged tha establishment
cf several iﬁdustries utilising domestic raw materials.
In this periodvof industrialisation there were clear
elements of a ndn~capitalist path to development but the

underlying ideology was Western (Keyder, 1979).4

The period of state enterprise and planning led
to an increase in industrial producticn of 80 per cent
between 1929 and 1938 (Eldem, 1947-48).° largely as a
result of a concentration of fixed investment in the
state sector and industry. Elden (l946u47)6 has
calculated that 40 per cent of all fixed investment
in the period 193%3~40 was in the state sector {(including
rail tranSport and road construction) and a further
23 per cent in industry (including state enterprises
and electricity); while only 11 per cent went into

. agriculture.

During the War period the Turkish ecoﬁomy became
closely geared to Germany througn trade, but nevertheless
it was still dominated by'state planning. Agriculture,
which had beeh largely ignored by the'state in the 1930s,
continued to stagnate and after mobilisation.agricultural'
production and inccmes fell, which left the vast mass of
the population impoverished. In the immediate post-war
period the economic ccntrols were relaxed, but one of
the consequences was that the balance of trade, which
had been in surplus for fifteen yecars, began to
deteriorate and this led the government to devalue the

lira, although this had the effect of fuelling domestic

- 15 -



inflation.7 ‘National'income was almost 22 per cent'
higher in 1948 than in 1938, but the rise in population
meant that per capita income was only 4.2 per cent
higher,8 and still extremely low by European standards.
Moreover income was still very unequally distridbuted with
the average rural income only half of the average urban

income,

One very important development in the post-war
period was that the ruling Republican Peoples Party
(R.P.P.) allowed an opposition party, the Democratic
Party (D.P.) to be formed, and it was this rival party
" under Adnan Menderes that was elected to power in 1950.
Political developments since 1950 have had an enormous
influence on economic growth and the period breaks up
into three distiﬁct phases separated by the military

- interventions of 1960 and 1971.

Liberal FPhase, 1950-60

The D.P. was elected to power in 1950 on a programme
which promised to halt the expansion 6f state entervrise,
to reverse the decline of the agricultural sector and
to encourage private -enterprise within a free market.

The éxpected decline in the public sector did not take
place. Land (1970)9 shows that the share of value added
in Turkish industry oriéinating in state economic
enterprises (Sees) increased from 37 per cent in 1950

tb 48 per cent in 1960, This was partly becausc no

pri#ate interests wanted to buy the unprofitable Sees
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whereas there was considerable political pressure exerted

against selling profitable ones,

Beginning in 1950 the Turkish economy experienced
a boom which continued until 1953 and was based on an
enormous expansion of agricultural production. Agricultura:
prices were rising, partly because of the boom creéted by
the Korean War, but also because of deliterate government
policy in'Turkey of assuring high prices to farmers
through state purchases. As agricultural prices went
up, more land was brought under cultivation, with the
ares expanding by more than 50 per cent between 1950 and
1954. Produétién,of cereals alone increaséd by nearly
50 per cent between 1948-53 mainly because of the
extension of area, but there was alsorthe influence of
unusually good weather and the pyoductivity effect of
35,000 new tractors in use in the period 1950-53, many
of them financed by U.S. aid and scld to farmers on
liberal creditterms.lo Land reform made hardly any

contribution to the increased production and the industry

remained dominated by many small to medium sized firms.

In the space of four years, 1948-52, national incomre-
rose by 32.7 per cent and per capita income by 21.1 per
cent® The boom in agriculture was vital to the growth
of the Turkish economy and the agricultural export
surplus provided much of the foreign exchange for the
substantial imports of machinery, eguipment and raw
materials that fed the infant industries. Nevertheless

imports still exceeded exports in this period although

- 17 -



the trade deficits did not create immediate problems
owing %o the.ease with which foreign credits could be
obtained. After 1953, however, the agricultural boom
came to an end s a series of crop failures caused
production to fall, as is shown in Table 2.1. It was
not until 1957 that agricultural production reached the
level of 1953, 1In spite of the fact that industrial
output rose by 9.2 per cent in 1954 G;D.P. declined by
2.9 pver cent that year because the share of agriculture

in G.D.P. was approximately 50 per cent.

The end of the agricultural boom had several
consequences. In the very short run there was the
danger of food shortage in Turkey as the export surplus
disappeared but this was avoided by U.S. economic
assistance to Turkey under Public Law 480. Under this
~arrangement the U.S. sold agricultural commodities,
mainly grains and oilseeds, to Turkey and agreed to be
paid in local currency for the bulk of the shipments.l
The deal, which was to become a permanent feature of
U.S. - Turkish relations righf through to the 1970s,
suited the U.S. since part of its wvast agriculfural
survlus was disposed of5 but also alleviated the Turikish
dema?d for precious foreign exchange. More long term
the failure of agriculture and the world wide decline in
primary product prices led to a change of direction in
domestic investment. In the periced 1351-53 34 per cent
of *otal gross fized investment wus in augriculture, but
this had declined to 23 per cent by 1955. The expanded

industriel investment after 1953 largely went into



TABLE 2.1

The Growth Performance of the

- Turkish Econcmy, 1950-78
1968 prices, yearly percentage changes

Year Aericulture Industry

G.D.P
1950 - 10.9 9.3 9.4
1951 © 19.8 2.6 12.8
1952 9.5 3.0.9 12.0
1953 8.7 19.2 11.2
1954 ~13.9 9.2 -2.9
11955 9.8 11.3 8.1
1956 5.0 9.6 3.3
1957 6.5 10.7 7.9
1958 9.2 5.6 4.6
1959 0.3 3.6 4.6
1960 2.3 0.4 2.9
1961 -4.9 11.7 1.7

. 1962 5.0 3.5 6.1
1963 9.0 12.0 9.4
1964 0.4 11.2 4.1
1965 -3.9 9.5 2.6
1966 110.7 15.2 11.7
1967 0.1 | 8.2 4.5
1968 | 1.5 11.1 6.7
1969 1.2 12.0 5.3
197¢C 2.3 0.4 4.9
1971 13.2 9.0 9.1
1972° -0.5 10.3 6.6
1973 ~10.0 12.1 4.4
1974 10.3 7.7 8.8
1975 10.4 9.0 7.8
1976 , 3.9 10.7 3.1
1977 -1.2 ~1.0 4.0
1978 3.4 2.4 3.1

Source: 1950-76 Turkish Industrizlists
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and Businessmen's Associstion, Turkey:

An Economic Survey, 1977, Table 39.
1977-78 International Financial Statistics,
No. 9, 1980.

Note: for 1977 and 1978 the third column
gives G.N.P. not G.D.P,

H « :

sectors like textiles and food that were processing

domestically produced primary precducts.

The decline in agriculture and the deterioration of
the terms of trade also had repercussions through the
effect on the balance of payments. After 1954 short-
term foreign credits were difficult to obtain and reserves
of forecign currency were inadeguate, yet Turkey required
essential imports of machinery, intermediéte goods and
industrigl raw materials., ¥With the tradefbalance
permanently in deficit; as is shown in Table 2.2, the
government introduced’strict import licensing and foreign
exchange control to limit imports to necessary industrial
goods., As a fesult machinery and raw materials accounted
for 8% per cent of imports inm 1960, up from 67.3 rer cent
in 1955.ll The domestic counterpart to the resiriction
of i;ports was the import substitution policy, such as
thevmanufacture of cotton textiles directed mainly
towards the home market, which was fecilitated by the
road bvilding programme of the early 19%0s. hereas in
1952 imports were 11.6 per cent of G.H.P. they were only

3.8 per cent in 1957, but exports declined in a similar
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TABLE 2.2

Turkish TImports and Exports 1950-78

T.L., million, current prices

and as percentage of G.N.P.

Year Imgortsl Percentage Exports2 Percentage
1950 967 9.3 853 8.2
1951 1,129 9.2 88% 7.2
1852 1,557 11.6 1,016 7.6
1953 1,491 9.6 1,109 7.1
1954 1,339 8.4 938 5.9
1955 1,393 T3 877 4.6 -
1956 1,141 52 854 3.9
1957 1,112 3.8 967 3.3
1958 882 2.5 692 2.0
1959 - 1,316 3.0 991 2.3
1960 2,214 4.7 1,721 3.7
1961 4,585 9.3 3,121 6.3
1962 5,600 9.7 34431 6.0

©196% 6,212 9.3 3,313 5.0
1964 4,878 6.8 3,697 5.2
1965 5,193 6.8 4,147 5.4
1966 6,522 7.1 4,415 4.8
1967 6,217 6.1 4,701 4.6
1968 6,934 6.2 4,468 4.0
1969 6,786 5.4 4,832 3.9
1970 10,%48 7.0 6,408 - 4.4
1971 17,725 9,2 9,090 4.7
1972 22,346 9.3 11,876 4.9
1973* 29,977 9.7 18,038 5.8
1974 5%,362 12.5 21,197 5.0
1975 68,987 12.9 20,075 3.7
1976 82,941 12.8 30,768 4.7
1977 : 104,882 12.1 31,338 3.6
1978 113,290 8.8 55,358 4.3

Notes: <+ C.I.F. . 2 7.0.B.
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Sources: MNMonthly Economic Indicators,

Ministry of Finance, Ankars; Statistical
Yearbook of Turkey 1973, Ankara, 1974;

U.N. Yearbook of International Trade Statistics,
1979, New York, 1980.

manner, so that the fréde balance, was in deficit
throughout the 1950s and Turkey had to rely on foreign
aid and borrowing to finanbe the gap. In the period
1950-53% G.D.P, had grown at an average rate of over

" 11 per cent but for the rest of the decade it was nearer

4 per cent.

1958 was g crisis year for the Turkish economy.
The currency was over-valued, inflation had reached
. 40 per cent, with exports declining the external payments
position was extremely grave and the problem of servicing
and repaying foreign loans was proving impossible.‘ The
Turkish governmeﬁt responded by devaluing the lira, from
2.8 T.L. to 9.0 T.L. to the U.S. dollar between 1956 and
1960. and intrcducing & stabilisation programmé. in
the short run the econémic package achieved some success
as i?flation fell and exports showed an initial jump,
while imports of machinery and raw materials were able
to rise as new grants and trade credits were made available
by O0.E.E.C. countries. In 1959 agricultural production
stagnated and experts failed to keep pace with imports

so the trade gap begah to widen again. Even industrial

production stagnated during 1999 and 1960 and per capita
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income barely changed. The eccrnomic crisis led %o
increasing social unrest and the D.P. resorted to
repressive measures, until the military intervened in

May 1960 and suspended constitutional government.

On the whole the pace and pattern of economic growth
in Turkey in the pericd 1950-60 was disappointing after
the early.boom_years. - Significantly during this period
neither U.3. nor Zuropean capital was attracted to
Turkey on a large scale, even though the Menderes
government passed legislation in the early 1950s to
encourage the inflow of foreign capital. The re:asons
for this were partly external to Turkey, since Furopean
capital was being used mainly to build up their domestic
economies and American capital had more prcfitable
opportunities nearer home.12 However factors within
Turkey may well have discouraged‘foreign capital such
as the continued stfength cf the bureauéracy and the
extent of state involvement in the prodrctive sphere of
the ecbnomy, as well as the ever present political
instability. Linked to the aﬁsence of foreign capital
in Turkey is the relative stgbility of the pattern and
composition of Turkish trade in the decade. Aithough
Turkey's foreign traée was mainly with C.E.C.D. countdes,
which asccounted for about 75 per cent of both exports
and imports, there was a small increase in bilateral trade
with the U.S.S.R. which occurred at the time when Western
foreign credits were most difficult to obtain. In terms
of the composition of‘Turkey's trgde agricultural products

accounted for over 90 per cent of exports in 1950 and
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only slightly less in 1960, whereas investment goods
and raw materials accounted for over 80 per cent of

imports in 1950 and more than 90 per cent in 1960.

- These trade figures indicate clearly the dependence
of the Turkish economy on agriculture. Lacking a broad
industrial base the Turkish economy was vulnerable to
sharp harvest fluctuations: Although there was increasing
internal migration to the towns, with the urban population
rising from 18.5 per cent to 26.3 per centt? during the
decade, Turkey, along with Portugal, were the only
countries in Europe to have experienced an absolute
increase in the agricultural population in the period.

It proved impossible for Turkey to absorb the increase

in the active population into non-agricultural occupations,
since ﬁopulation growth was so rgpid that it amounted to
over 10 per cent of the non-agriéultural labour force

each year. Total populatibn rose from 20,9 million in
1950 to 27.8 million in 1960, and it wes largely becaﬁse
of this very rapid rise that Turkey's growth of output

per capita was lower fhan for.any othsr ccuntry of
Southern Europe. Menderes' inability to pursﬁe a
consistent and co«ordiﬁated economic policy ana particularly
his yejection of economic planning glso had an adverse

effect on economic performance (Krueger, 1974).14

Planned Growth, 1960-71

For a minority of the officers within the Committee
of National Unity, set up after the militury coup, the
only way that economic.development could be ensured was

-2 -



through a planned, state directed economy, with a
permanent in&olvement of the bureaucracy, including the
military, in Turkish politics (Keyder, 1979).15 The
majority, however, wanted to see power handed back to a
democratically elected government, even though‘this
might have been incompatible with & regeneration of
Kemalism., In 1961 a new Constitution guaranteeing
democratic freedoms emerged from the period of military
rule, and in October 1961 the R.P.P. returned to power

in a coglition government.

During the ﬁeriod of army rule the economy stagnated
and'real,incomes declined. 'The uncertainty generated by
the-coﬁp caﬁsed investment in both the private and state
sectors to fall, and in 1961 although industrial production
rose by 11.7 per cent, agriculiural production fell by
4.9 per cent, as Table 2.1 shows. With the return to
civilian rule, and as g conseguence of the military
intervention, there was a change of direction in termé
of economic poliéy. Whereas the 1950s had been character-
ised by a léck of state economic planning the 1560s was
a period when government was committed to co«drdinating
ecoriomic policy. The 1961 Constitution gave explicit

‘
reco§nition to the role and duty of the state in planning
for economic development. Article 41 read:

"Economic and social life shall be regulated in
a manner consistent with justice and the principle
of full employment, with the onjective cf assuring

for everyone a standard of living befitiing human dignity.
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It is the duty of the State to encourage econonic,
social and cﬁltural developmeni by democratic processes
and for this purpose to enhance national savings, to
give priority to those investments which promote public

welfare and to draw up development projects."l6

The Constitution also established the}State Planning
Organisation (S.P.0.) which was expected to design, dirzct
and control the economy through an economic plan., The
First Pive Year Plan®' (F.F.Y.P.) drawn up by S.P.O.
covered the period 1963-67 and was followed by & Second
Five Year Planl® (S.F.Y.P.) for 1968-72. In addition
S.P.O. Was;alsé responsible for drawing up aﬂ Annual
Programme which reviewed the progress of the eccnomy gnd

gave more detailed informsftion on short run objectives.

Both Plans set a target rate of growth for national
output of 7 per cent per annum. Investment was a key
variavle in the Plans and the aim was that an increasing
share of net outbut would go to it, while consumption
would grow more slowly. Emphasis was placed on greater
efficiéncy inkthe use of existing resources and cn
improving the productivity of state economic enterprises.
Fach of the Plans laid great stress on the development
of new industries producing import substitution goods.

It was also recognised that a rapid rate of growth and
industrialisation would place great strains on the balance
of payments and if this was not to interfere with growth
then export promoticn would be a vital instrument in

achieving the Plans' targets.‘
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Between 1963 and 1971 G.N.P. grew at an average
annual rate of 6.8 per cent, with per capita national
product rising more slowly at 4.3 per cent, beoth just
about in line with the Plan targets. As can be seen from
Table 2.1 the growth of the Turkish economy was uneven
over this period and can be largely accounted for by the
fluctuations in agriculture. After a big spurt in
éctivity in 1963 the following two years saw below
average performance largely because of the negative rate
of growth in egriculture. During the period 1963-71
agriculture grew at only 3.7 per cent per annum on
average whereas industry grew at 9.8 per cent on average,
and,‘apart from 1970, was always'above 8.0 pef‘oeﬁt.‘ By
1970 agriculture had become completely commercialised
but there had been no significant increase in concentration.
In thé 1960s improvements in production methods and
irrigation were introduced, fertilisers were increasingly
being used anid by the end of the decade néarly 50 per.
cent of the lani was cultivated with the aid of tractors
(Keyder, 1979)519 yet stiil agriculture failed to achieve
targets. The lower growth rate in agriculture is
reflected in the declining share in nationgl income, down:
from over 40 per cent in 1963 tc 30.5 per cent in 1971,
as given in Table 2.3. Industry over_the same period
increased its share from 16.5 per cent in 1963 to 20.0

Aper cent in 1971.

By 1971 the major proportion of ithe labour iorce
was still employed in agriculture although its share of

the active population was down. from 77 per cent in 1962
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TABLE 2.3

The Share of Agriculture and Industry in

National Income, 1960-78, per centages

Year Agriculture ;gﬁustrvl
1960 S 4403 10.8
1963 | . 40.56 16.5
1964 38.9 17.0
1965 36.1 17.7
1966 ’ . 36.4 17.9
1967 34.7 19.0
1968 - 53,1 15.4
11969 3L.2 - 20.1
1970 | 30.0 19.5
1971 30.6 20.0
1972 | 30.1 | 20.9
1973 - 28.5 . - 21.8
1974 26.3 22.%
1975 26.8 21.6
1976 o 27.3 - 21.1
1977 26,0 20.8

1978 24.2° 20.8

Note: 1 Mining, Manufacturing, Electricity,

Gas and ‘Vater.

Sources: Nationel Income, 1938, 19486-70,

~ Pub. No. 625, State Institute of
Statistics, Ankara, 1971; S5.P.0.
Economic Planning Division; International
Pinancial Statistics, Sept. 19803 °
Statistical Yearbook of iuriey 1975,
State Inetitute of Statistics, Pub.
No. 890, Ankare, 1979,
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to 65 per cept in 1971. Employment within industry

grew by approximately 5C per cent between 1962 and 1971
stimulated by import substitution which increased
industry's share of the active population from 8.3 per
cent to 11 per’cent. Corresponding to the growth df
industrial and service employment there was continued
urbanisation in Turkey in the period 1960-70. Total
population gréw at an'énnual'rate of nearly 2.5 per cent,
the most rapid in Europe, to reach 35.7 million in 1970,
but urban population was growing more rapidly than rural,
even though the absolute ruragl population was still

rising in this period.

As both Plans had envisaged invesiment increascd
more rapidly than G.N.P. during the period 1963-71,
while private consumption increased more slowly. In 1963
investment accounted for 15.4 pef cent of G.N.P. and
private consumption 74.9 per cent, but by 1970 the
eorresponding figures were 20.1 and 68.” per cent.20
Gross domestic fixed capital formation was the most
rapidly growing component of G.N.P. in this period, and
a2 substantial part of it, in fact about 50 pefqoent,
wzs carried out by the public sector, as is inﬁicated in
Table 2.4. Of privaée investment less than 1.0 per cent
came from private foreign capital, and the bulk of it,
over 90 per cent, was internally financed.21 Foreign
aid and credits had been important in financing investment
for a time after 1959, but their significance fell during

the P.F.Y.P, and particularly after 1965.

- 29 -



\,
L]

(BN
*

TABLE 2.

4

Composition of Gross Domestic Fixed Capital Formation,

R4

960=T5

percentage distribution, 1

Residential Buildings

Privagte Sector
ublic Sector
Other Buildings

Private

Public

(Cther Construcition

rrivate

Pupliic

Wachinery and
Eguipment

Private

Public

Total Private

Totual Public

1960 1963 1966 1969 1971
20.6 16.1 18.1 21.2 18.9
0.3 2.1 1.9 0.7 0.6
6.5 8.0 7.1 7.2 4.3
11.4 12.9 11.5 13.0 12.9
0.5 1.1 0.6 0.5 0.4
o4, 27,4  27.9 25,3  22.7
22.,% 24,4 20.4 15.6  26.0
13.6 11.9 12.5 15.4  1l4.4
50.0 49.7  46.1  44.2 49,5
50.0 50.3  53%3.3  55.3  50.5
Sources: National Income, 1938, 1948-70,

1972 1973

1974
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National Income and Ixpenditure, 1962-73,
Pub., No. 712, S.I.S., #Ankara, 1974;
Statistical Yearbook of Turkey, 1979,

op. cit.

Tae details of the composition of gross domestic
fixed capital formation are given in Table 2.4 and show
a rising share for the public sector until 1971, the
vear of the second military interventicn. Public
investment was mainly in construction (roads, railways,
-pérts; etc.) but a large part was in machinery and
equipment within the state economic enterprises. In
spite of the rapid growth of investment in Turkey during
the first two Pian periods the p?oportionAof investment
going inte nachinery snd equipment was declining until
1970, and as Krueger (1974)92 points out the figure
was much lower than for many other countries at a
similar stage in development: Greece 40 per cent; Chile
45 per cent; Spain 49 per ceht; Israel 41 per cent;
Taiwan 5%.2 pei cent and Argentina 45 per cent._ vhile
investment in machiner& and equipment was relatively
~low in Turkey, inves%ment in buildings was high, partly
because of the rapid rate of population growth but also

a result of tax exemptions on building.

Foreign trade was exiremely important for Turiey
during the period 1963-71 because cf the emphasis in the

two Plans on develeping the industrial sector. By 1971
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95 per cent.of imports were capital goods, intermediate
inputs or industrial raw materials which were all essentiaj
for import substituting industrialisation.23 Nevertheless,
as Table 2.2 shows, after 1963 imports stabilised at
between 6 and 7 per cent of G.N.P. and this was

achieved with a considerable tightening up ¢f the controls
on non-essential imports. Agricultural products

continued to account fbr petween 85 and 90 per cent

of exports after 1963%, with cotton, tobacco, nuts and
dried fruit being the main export earners., The F.F.Y.P.
had assumed that there would be an expansion in exports

of fresh fruit, live anlmalo, fish and fozeotry product
but thpy fell short of expeotaflons, howpver becauqe

the traditional exports did better than expected,total
exports exceeded the Plan target. There was no
reduction in the degree of concentration of exports

(on a handful of agricultural commodities) in this

period so the country remained open to thé danger of

fluctuations in export earnings.

One important developmeﬁt in this period was the
Asscociation Agreement with the E.E.C. which wés signed
in December 1964, whereby Turkey woul@ eventually
become a member of ﬁhe Community after having gone
through preparatory, transitional and final stages.

As a result of the Agreement an increasing share of
Turkey's exports went to the Common larket, rising fron
33.5 pOf cent in 1960 to 40.7 per cent in 1970, while

the importance of the U.S.A. and Canada as export
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markets declined. E.F.T.A.'s share of Turkey's exports
remained coﬁstant between 1960 and 1970 at just over

17 Pér cent, but by 1970 the E.E.C. was a more important
customef than Z.F.T.A., the U.S.A. and Canada coxbined.
There was also a big expansion of trade with .’iddle East
countries during the 1960s so that by the end of the
decade they were taking 11.6 per cent of Turkey's
exports and supplying 6.7 per cent of her imports.

The geographical distribution of Turkey's imports did
not chaﬁgé very much betwéeh 1960 and 1970 with the

E.E,.C, continuing to be the main trading partner.

The- rising deficit on external.trade invthe pericd
1961-71 did not cause Turkey toc abandon its growth
target, as had happéned in the 15850s, maiﬁly because
of the high level of foreign zid and the rising level
of remittances from Turkish workers in Western Eurcpe.
Turkey continued to be highly dependent on foreign aid
and between 1963 and 1971 the Consortium for Aid to |
Turkey, formed within the O.E.C.D., gave about
$2,350 millions°24 Labour migration from Turkey was
increasing after 1960, and between 1965 and 1971 the
number of Tufkish workers in Vestern Furope rose from
180,000 to 526,000. The details of the flow of
| remittances-to Turkey, which were considerable, are

given in Table 2.5.

Not only did the Turkish workers gbroad provide
valueble foreign exchange but the level of remitiances
was sufficient to cover an inpreasing provortion of the
trade defiéit, until by 1971 £hey were almost equal to
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TABLE 2.5

Turkish Worker Remitvances,

'1964-79, # million

1964 1965 1966 1967 1968 1969
9 | 70 - 115.% 93 107 140.6
1970 1971 1972 1973 1974 1975
273 471 740.1 1183 1426 1310
1976 1977 1978 1979

983 1086 974 1694

sources: Turkey: An Economic Survey, 1977,
op. cit., Tables 104 and 130; Turkiye
Is Bankasi, Review of Economic Conditions,
1979, 4Ankara, 1979; 0.E.C.D., Econcmic
Surveys: Turkey,<l980.

the trade deficit.<?

While growth through import substitution was
sustained mahy underlying socigl and political problems
weré kept under control. Inflation, which had been
such a problem in the second half of the 1950s, was
historically very low during the 1960s, although it
did accelerate rapidly in 1971. The 1960s was a

period of rapid industrialisation (e.g. the consumption

of steel per capita increasedzby‘260 per cent betwcen



1961 and 1971 and energy consumption per capita by

221 per cent), large scale urbanisation'and growing
unionisation (membership up from 296,000 in 1963 to
1,200,00C in 1971, which represented 30 per cent of

wage earners), which placed great strains on an already
fragile political system. In 1970 industrial productionr
stagnated, agriculture had another bad year on top of
several bad yéars, unémployment was over 10 per cent

and the external sector went into even greater deficit.
The economic crisis of 1970, which was mild compared
with what occurred later in the decade, caused the
government to devalue the lira from 9 T.L. to 14.85 T.L.
rto.the dellar, and to}introduce a set of étabilisation
measures to deal with the external imbalance. The
surmer ¢f 1970 alsc saw a massive demonstration by
workers which led the Demirel goﬁernment,.in power 3since
1965, to introduce Martial Law, but this measure did

not contain the social, political and economic discontent,
and the military decided to intervene in March 1971.

Mounting Crisis,'197l-80

L9ZO had been a crisis year for the Turkish
economy but 1971 showed a con81derable improvement.
Agricultural production rose by 13.2 per cent, which
was the biggest annual increase since 1951, and
industrial production also improved on the poor
performénce of 1970, so that G.D.!. grew by 9.1 per
cent, In 1972 G.D, P‘ grew by 6.6 per cent, in spite

of a decline in agricultural produoflon, largely due



to the continued expansion of industry. At the end

of the S.F.Y.P. the main macroeconomic targets had been
broadly achieved, although within that total performance
industry and construction, and to a smaller degree
agriculture had below target growth rates, while services,

housing and transport above target.

1971 and 1972 were superficially years of recovery
for the Turkish economy but the underlying economic
position was not so healthy. Inflgtion which had
averaged just over 5 per cent for the 1960s jumped to
15.9 per cent in 1971 and 18.0 per cent in 1972. The
main reasons for the increase in inflation were the
devaluation of 1970 and the growth in the money supply
which the military guthorities sanctioned when they
took power. During this period of rising inflation the
army rulers made strikes illegai, real wages fell, and
in 1972 there were 1,575,000 people unemployed,
representing 11 per cent of thé workirs, population.
The ihcrea;ed rate of activity in 1971 and 1972 meant
a rise in imports, but because exports increused only
modestly there was a widening trade deficit (gee Tabie
2.2). Fortunatély for Turkey remittances from
expgtriate workers Qere increasing and these became
extremely valuable as the Turkish lira was devalued.
In 1972 Central Bank reserves of foreign exchange
reached record levels but the continued failure of
exports to expand in line with imports led the Turkish

authorities to devalue the lira by a further 10 per

- »
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cent in February 1972.

In 1973 the Third Five Year Plan (T.P.Y.P.) began

which was expected to restructure the economy, with
31 per cent of total investment going into manufacturing
industry and a further 13 per cent into the industrial
mining and power sectors. At the end of the S.F.Y.P.
65 per.cent of Turkey's manpower was employed in
agriculture which accounted for 28.2 per cent of G.D.P.
in comparison with 11 per cent in industry providing
22.6 per cent of G.D.P., By the end of the T.F.Y.P.
it was anticipated that manpower in industry would
rise to 14 per cent_and‘account'for 27 per cent of
G.D.P. while the agricultural share of manpower would
fall to 58 per cent and provide 23 per cent of G.D.P.2°
G.N.P. was expected to rice at an annual rate of 7.9 per
cent. The Plan also placed.greéter emphasis on foreign
investment by reverting to the prihciples of the 1954
Act for the Encouragement of Foreign Ceopital Investments.
It was hoped that foreign capital would play a vital
role in development during the T.F.Y.P. by introducing
locally unavailable technology, particularly for the
'export sector. Another important landmark waé passed

on lst January 1973 @hen Turkéy entered into the second
and transitionallstage of association with the E.E.C.,
which increased the range and reduced the tariff on
goods able to enter the Common Market. The other major
event of 1973% was the restoration cf comstitutional

government after the elections iq QOctober.
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During‘the first four years of the T.¥.Y.P. the
~economy expanded broadly in line with the targe* fcr
G.D.P., although there was a considersble decline in
earnings from the rest of the world after 1974. Then

in 1977 expansion came to an end as both azricultural
and industrial production declined. Unemployment was

15 per cent in 1976 and rose even higher during 1977.
Inflation too was much higher con average during the
T.F.Y.P. than in the two previous ones and it accelerated
~rapidly in 1977 to reach 24.1 per cent. The balance of
payments was }n deficit and deteriorating during the |
I.F.Y.P. With the gquadrupling of world oil prices in
late ;973 and eafly 1974 nearly 62 per cenf of Turkey's

imports in 1974 were for raw materials. The deficit

2

on the balance of trade reached 7.5 per cent of G.N.P.
in 1974 and 9.2 per cent the following year. One of the
consequences of the invasion of Cyprus in 1974 was to
create uncertainty which reduced the flow»of earnings
from tourism in 1975 and 1976 well below target levels.
The recession in the Western World, including the
German construction and motor industry, alsc reduced the
flow of workers' remittances in 1975 and 1976, so there
was strong pressure -building up on the external account
for'several years. In 1977, which was a particularly
severe year for the Turkish balance of payments, imports

rose by 26 per cent and exports by a mere 2 per cent,

but in terms of dellar values imports rose by about 20 per

27

cent =nd exports fell by a similar proportion. Worker

remittances showed only a 6 per c¢ent recovery in 1677

- 38 -



cver 1976, and the deficit on trade represented 8.5

per cent of G.,N.P. HNost of the increased imports in
1977 were for raw materials, which increased by over
30 per cent while the decline in exports was largely

due to the reduced earnings from cotton and tobacco.

In the short run Turkey was able to borrow from
abroad to cover the mounting aseficits, but within a very
short time the rising debt and debt-servicing began to
create further problems on the external account. In
1977 amortisation of external debt amounted to g214
‘million with a fufther 5360_million beihg,paid in

28 The total foreign debt of

interest on earlier debt.
‘Turkey which stood at £2.2 billion in 1970 had reached
£3.5 billion by 1975, £12.5 billion by 1977 and 15
billion by 1979.27 In September 1977 the Turkish
government introduced certain policy measures tc restore
internal and-external balance: tighter ﬁonetary control,

“ higher prices for state enterprise goods, devaluation

of the Turkish lira and a rise in import deposit guarantees.

After 1977 the Turxish economy was in a very sick
condition. The rate of growth of the economy stagnated
during 1978 and 1979. Industry in particular was
suf}ering from import restrictions and the deflationary
measures of September 1977. The 1977 measures also
caused a rapid ircrease in import prices which was soon
reflected in domestic prices. 1In 1979 the thlesale
price index went up by €3.9 per cent and by the end of

’ : : coool
1979 it had reached 80 per cent on a year to year basis.”’
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Unemployment too continued to rise and according to
the State Institute of Statistics it reached 13%3.C per
cent of the labour force in 1978, although unofficial
estimates put it nearer 20 per ceﬁt. One of the
favourable consequences of the recession,and a further
devaluation of the lirg in March 1978, was the decline
in the deficit on the current agccount in 1978, down to

4.5 per cent of G.N.P,

Qverview of Economic Growth 1950-80

| The encrmous economic growth that took place in
Turkey beﬁween 1850 and the mid 1970s, with G.N.P,
rising some 250 per cent and per capita income gbout
100 per cent, was based to a lurge extent on the expansion
of the industrial sector. The balance of payments was
permanently in deficit on the current account throughout
the post—wér period but it was not until after the 1973
0il crisis that it imposed constraints on domestic gfowth.
Prior tq 1973 it had always been possible for Turkey to
finance the trade deficit thfough short term capital
movements, foreign aid and worker remictances; because
import controls and eiport subsidies kept theodeficit
within bounds. Unfdrtunately‘Turkey wzs unable to break
its dependence on a small fange'of commodities for
export, and even in 1676 three products (cotton, hazlenuts
and tobacco) accounted for over 45 per cent of export
32

earnings. Altnough Turkey's industrial exports

increased from 18.1 éer cent of the total in 1950 tc

.

- 40 -



35.9 per cent in 1975, a close look gt them reveals
that 16 per cent of them in value terms in 1976 were
agriculture based, being nrocessed primary products,

and g further 44 per cent of them were textiles.

During the 1960s rapid growth based on import
substitutionlwas possible because there was a ready
protected market in Turkey which was large and growing
and the level of imports was. rising less rapidly than
the rate of industrial expansion. A major difficultyA
emerged in the 1970s due to the high propensity to
import. Over 90 per cent of Turkey's imports in the
mid 1970s were investment gocds  and raw materials, and,
with the terms of trade deteriorating, import spending
was increasing as rapidly as national product which
caused the trade deficit to grow alarmingly. In the
1970s, too, domestic demand was not sufficient to
Maihtain the trevious rate of-industrialisation, SO
that external markets needed tc be found for domestic
- products. The problem was that efter 1974 there was a
world'receséion and many of Turkey's industrial products
were not internationally competitive because of the
protectionist barrier erected in the 1960s. Attempts
to solve the balancé of payments disequilibrium through
massive devaluations failed to provide the answer and

fuelled domestic inflation.

Betweesn 1974 and 1977 Turkey's reserves -of gold
and foreign currency declined by over $950 million and
at the beginning of 1978 were at an all time low. The

foreign exchange gap had to be Tinanced through I..L.F.



Special Draw;ng Rights, private foreign suppliers'
credits and as a stop-gap measure the Convertible Lira
Deposit system was reinstituted in 1975. These measures
generated foreign exchange in the short run but as the
balance of payments deteriorated year by year it

became increasingly difficult to pay the interest let

alone the principal of the debts.

Financial help for Turkey was announced in principle
at the Guadaloupe sumnit meeting in January 1979 to
prevent the country falling into complete economic and
| political collapse. The external position of Turkey was
S0 SériCQS'that even after the foreign debt was
rescheduled it would still require 40 per cent of export
earnings each year jﬁst to serfice thé debt,33 The
rescue operation, which was to be undertaken by the
I.M.F., Western commercial banks asna 0.E.C.D. governments
was conditional on Turkey accepting s» ahsterity package
which included further devaluation, a wage freeze,
higher consumer prices, lower economic growth andé a
shift of resources from the bublic to the private sector.
But in 1979 the Turkish economy was in its deépest ever
crisis with unémployment standihg at 20 per cent,
industry working at snly 50 per cent capacity, barnkruptcies
rife, particularly amongst small firms, and inflation
accelerating. Bulent Ecevit, the Prime Minister, would
not agree to the austerity package immediately, but
eventually was forced to reach a compromise. Devaluation
took place in June aﬁd largs price increcases were

.

announced.



In the mid-term elections of Qctober 1979 there was
a landslidelvictory for Demirel's Justice Party and
Ecevit promptly resigned. The I.H.P. visited the
country in December, and in early 1980 Demirel announced
a further devaluation and enormous price increases for
basic necessities: coal 100 per cent, electricity 163
per cent and transport between 135-300 per cent.34
The agreement on loans and aid for Turkey, reached
between Demirel's coalition government snd the I.NM.F.
and the 0.E.C.D. in 1980,'came too late to prevent the
crisis_intensifying,'whichlled to the military coup in

September 1980.

Turkish Development: A Wider Concept

It has been shown how the three military coups
since 1950 were preceded by economic probdlems, but it
is impossibie to understand the mounting crisis that

the

occurred in Turkey in the late 1970s, which brcught
country close to collapse, in terms of the economic
performance of the country aione. Just as on the two
previous cccacions when the military assumed power
the country was in the midst of = political crisis
Whigh stemmed from left wing demands for economic,
social and political change. The first part of this
chapter looked at the growth of the Turkish econony,
but it is important to broaden-the analysis and

consider what happened to development and to see how

this related to the periodic crises of the country.

L
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First of all it is necessary to define the concept
of dcfelopmént. It is a term which is used widely in
the Social Sciences and it means different things to
different people. Development is a normative concept
and its definition ultimately depends on the values
and goals of the individuals assessing development.

Subjectivity is not confined to the study of development
but is inevitable within all branches of the Social
Sciences.35 For the purposes of this study development
will be taken to be a proéess of improuvement that
involves multidimensional change (Bagter, 1972)?6
‘Economic’growth'canvbe an important dimension of
development, but it'wéuld be misleading to use it as
the only proxy for development, since it is not a
sufficient condition for development (Streeten, 1972)?7’38
Furthérmore economic growth is calculated from changes
in G.N.P. or G.D.P. estimates and there are a number

. . . . 19,40
of sources of bias in this procedure.’j’4

Even though development is @ normative concept
there is a fair degree of agfeement in the literature
on development objectives, in which the dimenéions are
economic, social, polifical and cultural (Colman znd
| Nixson).41 One consequence of this is that there is no

*
adequate single index of develcpment that can be derted,
partly because many aspects of development cannot be
directly measured and for each aspect there are several
possible indirect indicatoers that could be employed,

but also because there is no way of knowing the correct
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welights to use nor of reducing the indicztors to a common
unit of measurement.42 For the purposes of this study
it will be sssumed that development can be measured by
five themes of dimensions:

l. Rate ofveconomic growth.

2. Distribution and minimum income levels.

5« Productive capacity and technological chenge.

4, Social and iﬁstitutional change and political

participation.

5. Dependency and internstional relations.

As 1 and 3 have been dealt with at length earlier
in the chapter and 5 has been touched on and will be
considered in greater detail in charpter 6, further comment

will be limited to 2 and 4.

Distribution and Minimum Income Levels

An important objective of developmeﬁt,is 1o raise
the level of living and one of the indicstors of this
can be changes in per capita consumption. Between 1963
and 1972 consumpticn per capita grew at an averzge rate
of 3.5 per cent per annum which was somewhal slower
than the growth of G.N.P. per capita at 4.3 per cent.
In &ears when G.N.P. grew less than planned it was
generally consumption that bore the brunt of the burden.
Thus in 1964 when G.N.P. grew at a mere 4.1 per cent,
consumption per capita declined by 0.4 per cent, then
again in 1970, a year of economic crisis, consurnition

once sgain declined, this time by 0.6 per cent. Ih
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lower rate of growth of consumption per capita is
reflected in the changing structure of resource use
with a declining proportion of G.N.P. going to
consumption (and a larger share going to investment).
Between 1950 énd 1976 the share of G.N.P. going to
consumption declined from'90.8 per cent to 81l.3 per
cent, with private consumption accounting for all of
the fall.%? Yurukoglu (1978)44 presents estimates of
the increasing rate of exploitation*_that occurred in
manuvfacturing industry ianurkey between 197C and 1973,
and details the rising gap betweeﬁ minimum wages and the
required level cof wages up to 1977. Real wages were
more or 1ess maintéined befweén 1973.aha 1977, but
during 1978 and 1979 fell substantially snd even more
rapidly after the introduction of a wage freeze and
higher prices in late 1979 and 1980‘45 Unemployment
which stood at 11 per cent in 1972 had reached 20 per
cent by 1979 and was a direct cause ol poVertyfbr
millions of people. Some groups have oeen made much
worse off by the spread bf mechanisation. Kiray and
Hinderink (1968)46 give details of share croppers who
were dispossessed by farm machinery and reduced to
seasonal employment .as farm labourers aid as a

consequence suffered material decline. There were alsoc

The calculation of the rate cf exploitation is problem-
atic since national income categories do not corresrond

with Marxist categories.
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an increasing number of urban under-employed, as well
as the unemployed, who were forced +to live in aponalling
conditions in the shanty towns and squatter areas that

sprang up round the main cities.47

The first available information on income
distribution is for 1963 when S.P.0. undertook s study
using data from the demographic survey of that year.
Further surveys were carried out in 1968 and 1973 with
the latter study being the most reliable but not
comparable with the earlier surveys because of different
calculation methods. The dverall picture revealed by
the 1973 study was of a high degree of inequality. At
the lower end of the distribution 12.2 per cent of
households received only 1.5 per cent of national income,
while at the higher end 2.5 per cent of households
received 21.0 per cent of national income.48 Wnen the
findings are cbmpéred internationally, Turkey‘is
revealed to have a more inequitable distribution thaﬁ
most COuntries.49 The World Bank (1980)50 revealed that
the percentage share of houséhold income received by the
lowest 20 per cent of households was 3.4 for Turkey
which was lower than for all countries epart fron
Honduras, Peru, Maléysia, Mexico, Costa Rice, Brezil end
Veneguela. The highest 10 per cent of households took
40.7 per cent of household income,ra degree of inequality
at the upper end only exceeded by Honduras, Peru and

Broazil.
Turkey has wmade considerzble econonic progress since
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1950 yet at the same timeé some inequzlities have
remained which have had the elfect of generatin: social
‘and political unrest, particulasrly in times of economic
crisis when disparities between different groups in

society have been increased.

Social and Imnstitutional Change and Political Participation

Some of the indicators that could be used to measure
social change and participation, e.g. participation rates
in schools, the literacy rate,-etc‘, show a healthy
modernisation trend. In twe areas of participation,
“however, progress has been only partial and uneven;
namely in labour relations and in politics. Prior to
1950 the Labour Law of 19%6 cperated which permitted
individual labour contracts, but,prohibited collective
agreements, strikes and lockouts. From 1950 it became
legal to form trade unions and emplover associations
but collective bargaining and strikes were still illegal.
The Constitution of 1961 brought a new atiitude towards
collective bargaining and in.1965 Law 275 gave it legal
recognition and also permitted strikes and lockouts.
Since 1963 Law 275 has‘regulateé industrial relations
but in pericds of’Maftial Law the right to strike was
suspended and eveh under civilian rule strikes could be
halted by government decree that it was necessary and in
the national interest, as happened frequently during 1979

and 1980.
In 1950 multi-ovarty Jdemocracy was established in
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Turkey for the first time, and it gave the mass of the
popuiation én active vqice in the political systen.

In 1961 the Labour Party of Turkey was founded and its
programme stressed the desire to follow democratic

ways in gaining political power. The Turkish Communist
Party was permanently banned throughout the post-Second
World War period, but in 1971 the Turkish Constitutional
Court also outlawed the L.P.T. and the entire leadership
of the Party were arrested. In the two years that
followed, while the militéry were in power; thncusands

of left Wing activists were imprisoned because of their
political beliefs and many were tortured.’> The two
ArticléS'bf the Turkish Penai Code most ffequéntly us2?
. to punish political activists were Articles 141 and 142
which.had been copied from the fascist penal code of

52

Mussolini's Italy. (See Appendix 1).

Article 141 was used to imprison members of left
wing organisations, and Article 142 was used to imprison
journalists, publishers,~writers; translators, academics
and anyone else involved in fhe dissemination cf material
that the authcrities deemed to be left wing. The
Articles have receivedia grezt deal of criticism both
witgin and outside Tﬁrkey and the appliceation of the
Articles led Amnesty International to declare that they
were generally incompatible with Articles 18, 19 and 20
of the United Nations Declaration of Human Rights and
trticles 9, 10 and 11 of the European Ccnvention on

Human Rights, which guarantees freedom of thought,
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conscience and religion; freedom of opinion and
expression and freedom of peaceful assembly and

53

association.

Between 1971 and 1973 amendments fo more than
40 different Articles from the Constitution were drafted
which greatly limited the freedoms gained in 1961.
Nevertheless the divisions in Turkish society along
class, religious and ethnic lines were so great in the
1970s that successive governments were unable to put
an end o mounting'violence. Harassment and imprisonment

of socialists and trade unionists failed to stem the
54,55

growing mass protests, articularly after 1975 and
eventually basic freedoms were eroded even further when

Martial Law was declared in December 1978.

Conclusion

Economic planning was introduced in 1963 in order.
to improve on the poor economic performance of the 1950s.
Planning was regarded as a tool that would ensure 'social
justice! for all, which was to be a major objectiive in
the series of five year plans. 1In other words great
empiasis was attached not only to the achievement of
ecoﬁomic growth but also to improvements in a more
widely conceived‘economic development. It was stressed
that there wae a need for a more equitable distribution
ef income and wider varticipation in the fruits of
economic progress through extended educational oppvort-

unities, better housing, health and welfare facilities,
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improvements in the quality of urban and rural life

and more favourable employment prospecis.

In practice although G.N.P. grew impressively
between 1963 and 1976 and at a higher réte than for many
L.D.C.s, there were many deep rooted structural and
institutional problems tnat had not been overcome by
1976. These problems were: (1) high and rising levels
of unemployment, reaching 20 per cenf-in the late
- 1970s, with a marginal unemployment rate, i.e. of new
entrants, far in excess of this,56 (2) very high rates
of population growth, still averaging 2.5 per cent per
annum, (3) a very inequitable and unjust income
distribution, (4) low per capita incomes, (5) insufficient
domestic savings, (6) dependency on imports for
technology, capital goods and raw materials, (7) dominance
of exports by agricultural and agriculture bhased
products, (8) an inadequate education=l system for an
industrialising country, particularly in secondary and~
higher edudation, (9) low levels of provision in health
and welfare services, (10) an archaic public sdministration
57

4

system and restricted participation in and access o
political institutions and processes, (11) rigid sexual

and racial divisions.
L}

These probléms were eséentially the same as had
been recognised at the start of the first five year
plan. Economic progress failed to resolve the institutional
and structural problems and did little to eliminate the

social end economic imbalances in the country. In short



little progress had been made by the late 1970s

towards achieving social justice.



CHAPTER 3

[

THE GROWTH OF NILITARY FXPRNDITUKL

RAPRY W s

AND THE ALLOCATION Of RESQURCES

Sources of Dets

Before looking in detail at the growth of Turkish
military expenditure it is important to consider the
sources of data and the reliability of the figures.
Militery expenditure by ité very nature has g strategic
significahoe which may require thet full information on
its 1evel and content is not mgde public. The need to
maintain national security lcads many‘governments to
'publish,only partial‘information on military expenditure,
or genuine military expenditure may be included within

different categories of government expenditure.

There are five main sources of data on military
expenditure as follows:

1. The International Institute for Strategic
Studies, London (I.I.S.S.).

2. The International Peace Iesearch Institute
of Stockholm (S.IQP.R.I.).

3., The U.S. Arms Control and Disarmament Agency
(4.C.D.AL).

4. The U.N. in the Statistical Yearbook and the
I.M.F. Government Finance Svatistics Yearbook.

5. World Militury and Social Expenditurecs.
Not surprisingly it is found that these scurces
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estimate military expenditure according to different
definitions‘and thereiore discrepancies are found
between them. S.I.P.R.T. (1973)' listed 11 military
expenditure categories as follows:
1. Pay and allowances of military personnel.
2. Pay of civilian personnel.
3. Operations and maintenance.
4. Procurement.
5. Research and development.
6. Construction.
Y. Pensions to retired military personnel.
8. Military aid. |
9.-1Civi1 defence.
10. Paramilitary forces.
1ll. Military aspects of activities that are
ackhowledged as having & joint civilemilitary

function; for example space or gtomic energy.

Yet S.I.P.R.I. estimates of military expendituré
for N.A.T.0. countries are based on estimates made by
N.A.T.O. to correspond to a common definition, which
does not inclvde all eleven categories. The N.A.T.O.
estimates "include miiitary research and development;
inc}ude military aid in the budget of the donor
country and equude it from the budget of the recipient
country; include costs of retirement pensions, costs of
para;mjlitaryvforces and police when judged to be
trained‘and equipped for military cperations; cnd

exclude civil defence, war pensions and psyments on

war debts."2
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The U.S. A.C.D.A. on the other hand has a differeat
definition ﬁhich inciudes "cuirent and caplital expenditure
to meet the needs of the armed fources; expenditures of
national defence agencies for military programmes;
expenditures for the military components of such mixed
activities as atomic energy; space, and research and
development; military assistance to foreign countries;
military stockpiling; retirement pensions of career
personnel; and expenditure on certain para-military
forces ... excluded are veterans benefits, civil defence,
civilién'spaéé, strétegic industrial stoékpiling and

public debt service."3

These differences in definition are not the main
cause of uncertainty in eétimates of military expendituré.
For non-communist countries all the major estimates of
military expenditure are based én open sources of
information, which simply means that they are derived
from published national budgets. In some countries
defence estimates appear in a Defence White Paper with
other.éupporting material. For other countries there
may be'jﬁst one figure included in the budget stztement
aithough there is alwéys the possibility thatothere may
" be ?urther military expenditure in supplementary or
‘emergéncy budgets, or that actual expenditure may
differ from the amount allocated in the budget.4
Another problem is that different countries categorise
military expenditure in different ways so thzt for some
countries certain forms of military expendifture may be

included in the budgets of other ministries; for
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example the cost of para-military forces may be

included in fhe budget for the Ministry of the Interior;
defence-~related research and development in that for
Industry and Technology; military pensions in the budget
for Social Security; and some military infrastructure
costs in the Ministry of Transport and Communications.
There are alsc problems relating to the cost of military
menpower, since conscripts will almos® certainly be paid
less than their economic opportunity cost - the daifference
being a hidden cost of defence. Fortunately the N.A.T.O.
definition and estimate includes military expenditure
carried out by other ministries and agencies, but it

‘does 10t make allowance for cheap military manpower.

Foxr internationél comparisons 1t is preferable that
military expenditure figures are corrected for inflation
and converted into a common curréncy, yet both of these
adjustments can give rise to bias. Nevertheless S.I.P.R.I.
found that for N.A.T.0. countries the different sourcés

gave fairly close estimates for military expenditure.

It was gssumed that if the different sources gave widely
differing estimates for a particular country fhen that
indicated a wide margiﬁ of error and gave a guZde to the
religbilit& of the figures. From the various estimate
of military expenditure fer each country a 'standard
error' was calculated, which was used as a measure of
the extent of the divergence of the estimates. In the
case of Turkey the standard error was 7.6 for those

estimates using the N.A.T7.0. definition of military

expenditure. Thus if the average of the estimates vias
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100 the correct figure probably lies somewhere in

the range 92.4 - 107.6. it is reasonable to assume

that the estimates made by I.I.S.S., S.I.P.R.I. and
A.C.D.A. are fairly religble although it is questicnable

whether they are valid.6

For many developing countries, and Turkey is no
exception, arus transfers from asbroad are particularly
difficult to estimate. The level of military imports
is often a sensitive issue and its true level may be
deliberately disguised by governments who simply
categorise arms imports as commercial transactions.
There,are also differences in 5.1.P.R.I. and A.C.D. i.
data on arms imports due to different definitions
employed. S.I.P.R.I. inciudes only."major weapons',
like gircraft, ships, armoured vghicles and missiles,
whereas A.C.D.A. also includes small arms, ammunition

7,8 It is aglso

support equinmeht and spare paris.
extremely difficult trying to obtain information on

arms transfers from the supplier side since, for example,
in the U.S.A. it 1is dispersed anong the various sections

of the State and Defence departments.9

The implication.is clear. Great care has to be-
taken when using military expenditure figures for
estimation purposes. In the case of N.A.T.0. countries
where the estimates (according to S.I.P.R.I. standard
error cazlculations) seem fairly reliable then statisticel
estimation and regression anglysis can be worthwhile but

for countries outside the 0.E,C.D. the uncertainty



about the figures is too great to muoke eny such exercice

very meaningful. In <pite of these difficulties and
bearing in mind the uncertain validity of the cata the
growth of military expenditure in Turkey will now be

considered.

Military Expenditure

After the founding of the Eepublic in 1923 external
threats to the independence of Turkey receded and the
major objective became economic and sociel modernisation.
In 1926 ‘approximately 40 per cent of the general budget
was alloqated to defence butv this had declined to about
28 per‘cent in the early 19308,10 as more government
resources were put intb state economic activities°
Nevertheless defence was not ignored and in 1924
conscription for all soldiers, apart from officers and
certain non-commissioned officers, wes introduced, which
required young males to do a period of 18-24 months
military service.ll As & result of the conscription it
has bveen estimated that by 1932 the total armed forces
stocd at 110,000 which was about 30,000 more fhan in 19227
As the 1930s decade dréw to a close military expenditure
began to increase ané a much larger miliéafy force was
mobilised - 210,000 by 1938 and probably in the region
of 800,000 in 1940.%° By 1939 46 per cent of the general
budget was being turned over to defence and this rose to
56 per cent in 1840 and stayed at that level Jlor the

durstion of the War. The end of the War saw nilitary

<

- 58 -



expenditure fall to about 33 per cent of the general

budget in 1946.

Since 1948 when the first U.S. military and
economic aid bégan to flow into Turkey there have been
two main sources of military expenditure. One part has
come Irom domestic resources which have been gllocated
to military activity through tne budgetary process and
the other part represents the flow of arms and military
equipment given as aid by the U.S. government to the
Turkish government. Between 1948 énd 1974 (that is
“before the U.S. arms embargo) Western military aid to
- Turkey was approximately half the level of domestic
resources allocated to defence, although in some years,

for example 1957 and 1958, the military aid was greater.

There are two possible estimates of the domestic
flow of resources into defence, one vased on the budget
of the ministry of defence and the other %he N.A.T.O.
estimate, or a corrected version of it. For reasons
previously outlined the N.A.T.0. estimate can be regarded
as the most accurate ahd reliable and this is given in
column 1 of Table 3.l. The N.A.T.0. estimate does not,
‘however, include the-flow of military aid from the Western
Powé}s, mainly in the form of grants and loans which are
used to buy arms. Most of the military aid was received
through the U.S. Military Assistance Program (I1.A.P.)
although Western Germany also provided assistance on a
smgller scale. Information on the flow of U.S. military

assistance to Turkey has to come from the Statistics and



TABLE 3.1

Turkish ilitary Expenditure 1952-76

in U.S, g million, at 1960 prices

and eXxchange rate

Domestic Military Total D.N.E, T.M.E.
Military Assistance Military as % of as % of
Expenditure - Expenditure G.N.FP. G.N.D.

P e

Year (D.M.E.)

1955 191 138.6  321.6 10.1

6.0
1953 211 202.1. 413.1 5.9 11.5
1954 217 202.1 419.1 6.5 12.6
1955 228 » 202.1 430.1 6.3 11.9
1956 215 - 202.1 417.1 5.8 11.3
1957 211 232 .4 443, 4 4.7 9.9
1958 218 24%.2 461.2 4.6 9.7
1959 251 168.6  419.6 5.4 9.0
1960 266 104.2 370.2 5.7 7.9
1961 289 126.2 415.2 6.0 8.6
1965 343 131.2 474.2 5.5 7.6
1968 363 777 440.7 5.1 6.2
1973 487 86.1 573.1 4.7 5.6
1975 883 65.8 948.8 6.1 6.6
1976 1082 63.8 1145.8 €.9 7.3

Source: 1952-68 S.I.P.R.I. Yearbook, 1970,
p§.286—7. Other years derived
+from S.I.P.R.I., 1980 and ilitary
b ' Assistance and Sales Facts, Department
of Defence, various years.
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Reports Division of the fzency for Internaticnal
Development (A.I.D,) and Military Assistance and Sales
Pacts, Department of Defence, and in Western Germeany
from the Defence Estimates, since there is no record of
these transactions in the U.N. National Accounts or the
I.M.F. Balance of Payments Yearbook. The rule adopted
by the U.N. and its agencies, and indeed by the U.S.,
West German and Turkish governments, is that the military
assistance is’government cqnsumption in the donor
country. As Shorter (1967)13 points out the I.M.P,
Balaﬂce of Péyments Manﬁail4 proposes a theofetically
consistent treatment of "military end-items", namely
that they should be treated'"in the same Way as ovher
goods and services", however, "for pragmatic rsascns"
they are treated as "final government expenditure in the
granting country." By including ' military end-items in
the total resources of the recipient country, military
aid would be treated in the same way as economic aid.
This procedure does not deny that U.S. military assistance
is beneficial to the U.S. but it does help to show the
totalllevel of resourcés used in defence in Turkey.

The estimates for.military assistence given in
Tabge 3.1 dp not inciude U.S. or German economic assistance
to Turkey. It could be argued15 that econoﬁic aid may
release domestic resources which can then be used for
military purposes, but then this would be included in
the domestic military expenditure estimate, s¢ to include

foreign econcmic sssistance as part of total military
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expenditure would amount to double counting.

Table 3.1 gives details of Turkish military
expenditure between 1952-76, and it is quite clear ihat
military assiétance has been substantial in relation to
total military expenditure. TFor the period covered in
Toble 3.1 the average dcomestic burden of military
expenditure was just over 5 per cent, while the average
fotai burden was over 8 per cent. U.S. military
assistance reached a peak in 1958 and then declined
steadily both inrreal terms and as g percentage of
Turkish military’spendingrduring the 1960s and 1970s. -
‘Itfis certain, however, that these estimates of military
expenditﬁre do not state the full cdstrcf defernce.

1 L '
)*6 points out that many military resources

Shorter (1967
have been procured at below their market Value. Thus
"troops have been transported on the state railways at
a loss to thé carrier.’ Also, at one time in the mid-
1950s cereals were 'purchased® from the state trading
organisation by the army but not paid.for." Even more
important, allowance needs to be made for the fact that
about two thirds of the total armed forces in'Turkey

have been conscripts, and therefore pzaid a wage less than

what they might have earned in the productive sector.
L] .

The Allocation of Domestic Resources

The preceding section has shown that the resowvrces
allocated to defence in Turkey have been considerable,

both in absolute terms and also as a proportion of G.N.P.
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To show more,clearly the significance of military
expenditure‘it has been put alungside three other
components of G.N.P., namely investment, the total
budget and eduction, which is presented in Table 3.2.
The data in Table 3.2 are expressed in current prices,
which have the disadvantage of being influenced by
the rate of inflation (wholesale prices rose by over
700 per cent in the period 1952-76). On the other
hsnd adJusting the current price figures by the G.N.P.
deflator makes no allowanée for differential rates of
inflation betWeen resources, whereas the current price
figures fully reflect fhe different ratesuof price
“increcses that have occurféd ih the inpufs ﬁsed in

each sector. : B L

In order to draw attention to the absorption of
resources by each sector the estimates in Table 3.2
h:zve been expressed as ratios of G.N.P. aﬁd are |
- presented along with indices of real G.N.P., real
military expenditure and~real military expenditure per
capite in Table 3.3. Over the period 1952-74 military
expenditure as a proportion of G.N.P. (the miiitary
burden) declined,.but %hen'the Turkish invasign of
Cypqus in 1974 causea the burden to rise sharply in
1975.and 1976. The real level of military expenditure
stood at 566.7 in 1976 (1952 = 100), but the rate of
growth varied over the period. Between 1952 and 1960
renl wmilitary expenditure grew at an average annual

rate of 6.1 per oent;'from 1961 to 1970 st 3.8 per cent,
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TABLE 3%.2

Expenditure on Defence, Investment,

Total Budget and Education,

1952-76 aﬁ current prices, T.L. million.

Total
Year Defence Investment Budget Education
(1) (2) (3) (4)
1952 725 1,800 2,325 222
195% 827 2,040 2,394 264
1954 934 2,470 2,654 318
1955 1,077 3,040 3,421 372
1956 1,159 3,370 3,525 401
1957 1,266 3,910 4,001 479
1958 1,470 " 4,900 4,752 505
1959 2,153 6,910 6,217 769
1660 2,410 7,520 8,616 1,241
1961 2,718 7,840 9,039 1,331
1962 2,980 8,760 11,489 1,713
1963 3,157 9,660 12,76% 1,925
1964 3,443 10,440 14,218 2,045
1965 3,821 11,140 16,475 2,464
1966 3,996 14,440 18,494 2,734
1967 4,596 16,550 21,083 3,144
1968 5,159 19,450 24,893 3,040
1969 5,395 21,710 31,653 - 3,914
1970 6,237 27,00C 46,270 6,210
1971 8,487 31,700 50,921 " 6,739
1972 9,961 40,400 51,968 7,069
1973- 12,192 52,800 62,709 8,922
1974 15,831 73,000 83,860 12,775
1975 32,830 100, 700 109,252 14,511
1976 44,700 145,000 156,210 21,662

Woses: The defence estimate is according to
the N.A.7.0. definition, but for 1975
and 1974 Hationsl cestimates from the
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Budget expenditure sllocaticns were used.
Investment is taken as gross domestic
fixed cagpital formation.

sources: Column 1 S.I.P.R.T. Yearbcok, 1970 and
1978,
Columns 2, 3, 4 U.N. Statistical Yearbook,
various dates.

end from 1971 to 1976 at 21 per cent, althbugh this
latter period was dominated by the enormous increases
of 1975 and 1976. Because of Turkey's rapid rate of
poﬁulationAgrowth military exnenditure per cavita
expanded more slowly standing at 309.1 in 1376 (1952

= 100) and most of this increase alsc occurred in 1975
2rnd 197<°, Indeed military expenditure per capits only
increased by 25 per cent between 1952 and 1970, =né
then increased oy another 147 per cent in the next six

vears.

Comparing the Total Central Budget estimates and
the military expenditure estimates it can bhe seen that
the latter have been véry large in central government
syending, =lthough the ratio declined from over 30 per
cent in the41950s‘to less than 20 per cent in the 1970s
until the invasion 6f Cyprus pushed it up to 30 per
cent again.  Table 3.3 also shows that military expenditure.
sbaorbed almost twice as many economic resources as did

cducation over the whole period 1952-76, but while the



TABLE 3.3

The Allocation of resocurces to Defence,

Investment, the Total Budget and

Education as a per centage of G.N.P.

"(current prices)

< ! H td = Qi FmH s | o
® 0] o] o o8 + IS o] fe ojols
R s < %, e zm@ I U115 =
i+ ® o o . @ . ® o
3 (0] o [\Y] o i b o] ~
Q ot +t + . Q)E;
] = H - 1C O i} @]
0] ) o} Hy H e st i)
] ' s o+
t oy
1952 5.4  1%.4 17.4 1.7 100 100 100 .
1953 5.3 13,1 15.% 1.7 111.2 110.5 106.9
1954 5.9 15.5 16,7 2.0 107.9 113.6 106.9
1955 5.6 15.9 17.9 1.9 116.4 119.5 - 110.3
1956 5.3 15.3 16.0 1.8 120.1 112.6 101.2
1957 4.3 1%.,3 13,7 1.6  129.5 = 110.5 = 96.6
1958 4.2 14.0 1%.6 1.4 13%35.3 114.2 96 .6
1959 4.9 15.3 14.2 1.8 140.9 131.5 108.1
1960 5.2 16.1 18.5 2.7 145.6 139.3 111.5
1961 5.5 15,8 18.2 2,7 .148.,5 151.4 117.2
1962 5.2  15.2 19.9 © 3,0 157.7 160.3 121.8
1963 4.7 14.5 19.1 2.9 173.0 158.7 117.2
1964 4.8 14.6 19.9 2.9 180.1 169.2 121.8
1965 5.0 14,5 21.5 3.2 185.7 179.7 125.2
1966 4.4 15.8 20.2° 3.0 208.0 173.9 119.5
1667 4.5 16.3 20.8 3.1 216.7 174.4 117.2
1968 4.6 17.3 22,1 2.7 231.2 190.2 124.1
1969 4.3 17.4 25.3 3.1 243.7 186.5 119.5
1970 4.2 18.4 31,5 4.2 257.9 199.6  125.2
1971 4.4 16.7 26.4 3.5 284.,2 233.6 143.6
1972 4.1 17.1 21.6  2.G 305.2 243.1 147.0
1973 3.9 17.2 20.2 2.9 321.7 255.1 149.3
1975 6.1 19.8 2C.4 2.7 372.8 462.5 258.5
1976 6.9 22.3 24.1 3.3 399.6 566.7 309.1
Average 4.9 15.1 19.8 2.6

!
N
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Note: <TG.N.P. index based on 1968 prices.

Sources: as for Table 2, in addition the

index of real G.N.P. derived from
Turkey: An Economic Survey, 1977,

op. cit, Table 3G, .The index of

real military expenditure derived
from various S.I.P.R.J. Yearbooks.

The index of real military expenditure
per capita is based on military
expenditure figures from S.I.P.R.I.

and population Ffigures from I.M.F.
Financial Statistics, Sept. 1980.

militmTy burden'Was declining, until 1975, the share of
educution in G.N.F. was risging. In so far as expenditure
on defence was at the expense of education there could

have been a heavy price to pay in terms of economic
growth. It is widely recognised that the contribution

of labour t~ ciowth may be greatly increased when education
is teken into sccount. Dennison (1967) studied the growth
perrormance oi nine Western cquntries in the post-war:
period and observed that education made varying contributio
to the growth of individual countries; but was particularly
importantlfdr“the U.S.A.17 lladdison (1970)13130 found
that educstion {and health) had a positive efrect on the
growth rate through the ‘'effective' labour supply for
developing countries, slthough Fadiri (1971) found that

the coniritution cf education to growth was relatively

€



Most of the empirical studies carried out on the
importance of factor inputs in the growth achiev:ament
of developing countries find a positive infiuence for
capital.l8’19 lladdison (1970) estimated that for Turkey
over the period 1950-65 out of an annual growth rate of
5.2 per cent, 2.5 per cent came from the contribution
of non-residential capital. It is interesting, therefore,
to compare the ailocation of resources to defence and
investment, which can be seen in Tsble 3.3. On the face
of it Turkey has not neglected investment in pursuing a
ﬁolioy of military sfrength, since an average of 16.1
per cent of G.NP. has been allocated to investment
ﬁétweeﬁ 1952 énd 1976, Which was more than three times
the level of resocurces put into defence. When the
investment component is disaggregated, however; the
Turkish achicvement was noct so impressive (see chapter
2, Table 2.4). Up to 1970 it was normal for about 20 per
cent of all investment to go intO‘residential building,
and only gbout 50-35 per cent into machinery and equipment,
which was no more than the defence allocation and was
lover thsn other countries, at a similar stage of
development, were putting into this vital element of
investment. It is csrtainly plausible that military
expeﬂditure'was partly at the expense of investment,
.although this needs to be established using regression

analysis, snd is considered in chapter 7.
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internztional Comparison

In the period 1950 to 1977 world military expenditure
increased by approximately 2C0 per cent, and by 1979
stood at €480 billion. This figure was equivalent to
about 5 per cent of total world income and was approx-
imately of the same magnitude of resources that were
devoted to health and education. Military expenditure
within N, A.T.0. in 1977 is summarised in Table 3.4,
which shows that Turkey with the lowest per capita
income had the highest defence burden. The average
{unweighted) per capita income within N.A.T.0. in 1977
was $6452, Whi@h waé‘néariy Six5times higher than the
Turkish per capita income, yet the. average burden of
defence was only 3.4 per cent compared with 6.6 per

cent for Turkey.

~Between 1970 and 1976 While world miiitéry-
expenditure iwncreased by almost 6 per cent in real
terms, and N.,A.T.0. military expenditure actually declined
by 7.5 per cenf, Turkey ihcreased its defence expenditure
by a sﬁaggering 184 per cent. This is shown in Table
3.5. Yven though real G.N.P. increased by 55 per cent
in Turley between 1970 and 1976 the military burden
incrégsed much wore rapidly and occurred at a time
when the econcmy of the country was descending into

the worst crisis of the post Second World War period.

Over the longer period 1950-76 an increasing

shere of world military expenditure has been carried
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TABLE 3.4

N.A.T.0. Defence Iixpenditure in 1977,

at current prices and exchange rates, 2

Defence Defence gs Per Capita Population
Expenditure percentage Income (millions)
Country (millions) of G.N,P.

@) (2) (3) (4)
Belgium 1.820 2.7 7,590 9.8
- Canadsz 3,610 2.1 8,460 2%.3%
Denmark 1,080 3.2 8,040 5.1
France 11,720 3.5 7,290 53.1
F.R. Germany 13,760 3.1 8,160 61.4
Greece 1,100 4.8 2,810 9.2
Ttaly 4,640 2.9 3,440 56.5
Luxenmbourg 25 1.0 7,560 0.4
Netherlands 3,360 3.9 7,150 13.9
Norwey 1,120 Z,6 8,550 4.0
Portugal 461 2.9 1,890 9.6
Turkey 2,650 6.6 - 1,110 41.9
U.K. 10,880 0.8 4,420 55.9
U.3.4. 106,700 ) 8,520 220.0

Sources: Columns 1 and 2 from I.I.S.S.,

D
m
L 2

The Military Balance, quoted in
D.K. Whynes (1979);2O
and 4 from World Develcpment Report,
1979, The World Bank, Table 1.

Columns 3
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TABLE 3.5

Mititary Bxpenditure in 1970 and 1976

in U.S. ¥ millions, at 1973 prices

and exchange rates

Percentage

change

- 1970 1976 1970-76

H.A.T.0. 127,446 117,873 -7.5
World Totsgl 256,007 270,746 5.8
3.9

Turkey , 675 1,916 18

Source: Derived from I.I.5.S., The
Military Balance, 1977.

out'by'less developed countries, -although the pattern
- of expansion has not been uniform, as Table 3.6
indicates. The expansion of military expenditure was
greater in the iess developed world than ia N.4.T.0.,

" W.T.0. or the world as a Whole, but the greatest
increase occurred in Africa and the Middle'East, two
areas where.military expenditurc was very low in 1950.
As for Tﬁrkey it.can.be séeﬁ tnat the expansioh of
military expeuditure up to 1970 was below average, but
by 1975 it was greater than for all regions of the

world apart from Africa and the Middle East.

In comparison with developing countries Turkey's

defence burden in 1977 was grezter than all apart from
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the Middle Fast countries plus China (8.4), ligeria
(9.9), Somalia (8.%), Zambisg, (12.4), Pakistan (8.1),
N. Korea (11.2), S. Zorea (9.8), Laos (12.8) and
Chile (6.8).°% | |

TABLE 3.6

Growth of Military Expenditure

for Selected Years 1950-76, by Region

1950=100; constant 1960 prices

and exchange rates

1
\(o
=3
o

1950 1955 1960 1965

1976
N.A.T.0. , 100 221 230 252 292 270
W.T.0. 100 126 115 157 224 228
iiddle Bast 100 167 297 522 15343 4681
South 4sia 100 114 125 o7 271 374
¥ar East 100 141 204 243 363 463
China 100 .91 102 200 302 283
Oceania 100 160 145 215 293 298
Africa 100 180 640 1760 3377 8169
Central americe 100 100 122 154 204 208
South Americsa 100 123 347 189. 25 276
worid 100 171 174 212 273 289
PUREEY 100 138 161 208 226 641

Source: Derived from S.I.P.R.I. Yearbooks,

various dates.
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CHAPIER 4

THE DETERUINANTS OF MILIT/ARY FYPELNDITURE

Turkish military expenditure increased in real

terms from 191 million in 1952 to 1082 million in
1976 (see Table 3.1), although the annual changes in
military expenditure varied considerably, ranging
between a’fall of 5.7 per cent in 1956 1o an increase
of 65.7 per cent in 1975. This variation in the
growth of military.expenditure, which is shown in
Teble 4.1, can be related to the changing demsnds.made
on the military in Turkeyjin carrying out its specific

functions.

These functions can be summarised as follows:
1. MNationsl security.

2. Internal law and order.

%. Ideology, nationalism and modernisation.

4. Imperialism.

In addition military expénditure in Turkey may
slso have been influenced by: |

5. Tconomic and ﬁower interests of the military

% establisbment.

6. FEconomic Policy.

Each of these factors will be considered in detail

in order to snalyse their siznificance for the growth

ol military cxpenditure in Turkey.



TABLE 4.1

The Annual Percentzge Change in the

Level of Turkish Military Expenditure,

1952-76, in 1960 vrices

1952 1953 1954 1955
4—04 4 1005 298 5.1
1957 1958 1959 1960
"109 ) 3-3 1.5.1 6.0
1962 1963 1964 1965
5.9 ~-1.0 6.6 6.2
1967 1968 1969 1970
0.3 9.0 -1.9 7.0
1972 1973 1974 1975
4.0 5.0 9.4 6547

=t
O
ﬂ
(9

N
N
.

wn

Source: Derived from I.I.S.S., Military
Balance, 1977.



1. Nostional Security

’

The growth of the military in wodern times (say
since 1800) has been very closely related to conflidts
over designating the territorial limits 6f a nation
state. Attempts to define a nation state in terms of
ethnicity, culture, religion or langusge are bound to
overlap (Zubaida, 1977),1 and where discrepancies occur
between the actual territorial limits of a country and
its claimed space, perhaps based on historical possession
by ancestors, then conflict can arise. This does not
mean, however, that states only fight over territory,

- where a compromise is ‘always_ possikle, but sometimes

it is a goal Which cannot be shared, like autonomy or
glory.‘ Karl von Clausewitz2 made gn important contribution
to understanding the growth of the military in his siuvdy
of warfare snd military strategy, which took as a basic
ascsumption the independence cof the nation. Clausewitz
stressed that relations between states are continuous

and determined by political considerations. In peace-
time politicians make use of diplomatic channels to
‘conduct their ivelations with other states, =lthough

thic does no? preclude.the use nf arms if conflict arises
or wien the state iscbeing threatened. 7Violent conflicts
between states are endemic which can only be constrained
by war, although.ﬁar itself does not exclude diplomacy.
The conduct of military operations can be called
stratesy but both diplomecey and sirategy are subordinate

to retitics. A8 Clauscowitz stated:



"War is not merely a political act but alsc =a
real political instrument, a continuation of political

commerce, a carrying out of the same by other means."3

What is clear froum this statement is that war is
seen as one phase in the continuity of relations beiween
svates. Furthermore, "war is an act of violence intended
£0 compel our opponents to fulfill our will ... physical
force ... is therefore the means; the compulsory
submission of the eneny to our will is the ultimgte

nd

object. In 2 situation where conflict exists Clausewitz

deduced thdt war would escalate, because of the

15.*

'dislectics of the contest. War is an act of violence
pushed to its utmost bounds; as one side dictates the
law to the other thee arises g sort of reciprocal action
which logically must lead to an extreme."§ The enemy

must be defeated, otherwise there is always the danger

that relations hetween states will be reversed.

One fundamental criticism cf Clausewitz's ‘'dialectics
of the contest' is that if does not permit a compromise
solutien to conflict, which can only be understood in
o specific historical setting. Nevertheless his general
anolysis of war, which is seen as an instrument of
political action, and is likely to escalate, although
not necessarily to the point of destruction, seems %o
be relevant to understanding the arms build up that
hes taen pluce in recent yecars. Even in the.second

hell of the twentieth century when many countries
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possest the means of mass destruction, war remains the
ultimate conétraint to conflict. Some states are
impelled by hunger, adventure or the pressure of other
'varbariasns' to "reproduce the basic pattern, whiéh is
repeated again and again, throughout history ... peoples
clash on a stretch of earth which the stronger takes
possession of." (Aron, 1958)7 Aron argues that the
object of war is "the hegemony of one over others",8

and it occurs when settlements by negotiation or
compromise are impossible. The sccieties of todagy are
no different from those of the past as regards the
apparent causes of war, whether "it is a question‘of
'creatiﬂg a state, or s?réading én idea or fighting OVéf
an empire the twentieth century is the same aS'always",g
even though the instruments of war gre different. In
spite of the widespread availability of nuclear weapons.
countries continue to hold arms, some in order to defend

themselves, others to assert their rights or conquer

o

[ 4

living spac

Since the Second World Var internationsl and
bilateral attempts at disarmamént have largely failed,
vartly, perhaps, becauée politicians and the countries
hey represent feel they have something to gain from a
vosition of military strength; but also because the
neans of controlling the production and possession of
arns is imperfect. It is always possible that decisive
weapons could be hidden and remain undetected; and,

therefore, stutes prefer an uneasy security cffered by

- 77 -



the capscity for reprisal to international agreement

whiclh is unréliable. In any case the existence of

nuclear weapons does not rule out the need for conventionsl
zlternatives. - Precisely because a thermbnuclear war is
'insane', politicians need the alternstives in order to
make 1t unnecessary to use the nuclear weapons. Yet
the logic of deterence leads to the possession of both
nuclear and conventional weapouns and technological
progress in military hardware merely brings about an
escalation of military spénding. Morcover the belief
that mankind might sﬁrvive a 'fhermonuclear apocalypse'lo
provides a ratipnale for holding nuclear weapons, and
once thére is a basis for 'minimum deterence' there ic
some rétionality for believing peace can be maintained

by increasing the 'balance of terror' which therefore

leads to a proliferation of nuclear weapons.

£

It'is clear that countriés possess arms ¢oriboth
offensive and defensive objectives, and will continue.
to do so while there is no international law or supra-
national body that can enforce peace between nationsell
A large part'of the growth in military expenditure
observed in Turkey in the period 1952-76 would seem 1o
be explained by strategic considerations. The major

»
threat to Turkey's territorial integrity has been
defined by the West as.emanating from Soviet expansionism,
which 124 to Turkey becoming a full member of N.A.T.O.
The relaiions between Turkey and the Soviet Union will

be covcidered in chapter 6 btut it does seem plausible
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that the Turkish military commitment and the growth
of'defence expenditure were a response to the Soviet
threat. There was also the conflict between Greece

and Turkey which flared up on seversl occasions before
the invasion of Cyprus and the dispute over the Aegean
in the 1970s brought the two countries to the brink of
war. There is no doubt that the two traditional enemies
viewed each other with suspicion but it remains to be
established whether their military build-ups were in

any way related.

An Arms Race Model

The'explénation'of the level of military expendituce
of one country as a response to potential threats to

aational security by another can be formulated in verms

of Yinteractions between nagtions.' The Rlchardsonl

13 4o

arms race model has been the basis of attempts
analyse the motives that lead a nation in time of peace
to_increase or decrease its military expenditure. He
listed the following motives:

".,.. revenge or dissatisfaction with the results
of treaties; these motives are independent of existing .
armaments. Then there is the very strong motive of
fearéwhich moves each group to increase its armaments
because of the existenee of thoSe of the opposing group.
Also there is rivalry which, more than fear, attends
10 the difference between the armements of the two

sroups vather than to the magnitude of those of the

-7
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other group. Lastly there is always a tendency for
each group to reduce its armaments in order to economise

expenditure and effort."14

The simplest representation of the interaction
between two nations that Richardson itook was:

| dx/dt = ky (1)
where t is time, x represents Lis own defences, y
represents the menace of the other nation, and k is
g positive constant which Richardson ‘called a 'defence
coefficient.' .The other nation has a similar function:

dy/dt = kx ‘ (2)

The systen described by these equations is unstavle,
yet it would be false to éssume that the international
system,would inevitably be unstable. Richardson argues
- that what is left out of the system is the cost of
armaments which would have a restraining effect, If
the eguations aore changed to allow Iror thé;effect of
one's own military expenditure, then the arms race
model becomes a set of linear differential equations,
as foliows:

dx/dt = ky - ax - (3)

dy/dt = 1x .- by (4)
wheré a and b are positive constants representing the
fatigue and expense of keeping up defences, and k and 1
are positive defence or reaction coefficients, which

in thie latter fornulation sre possibly umgual.

Richardson aisc recornised that by introducing



constants into the equations account could be taiken of
exogenous militarism or grievance factors:

dx/dt = ky - ax + g - (5)

dy/dt = 1x - by + h (6)
where g and h are the grievance terms. This model can
be used to analyse_certain problems of foreign policy.15
If g, h, X and y are gll made zero simultaneously the
equations (5) and (6) show that x and y remain zero,
This, in a sense, is the ideal solution since it gives
vpermanent peace with disarmament and satisfaction. If
there is mutual disarmament without satisfaction then
disarmament will nqt be permanent, since dx/dt = g and
‘dy/dt = h. This model also predicts that unilateral
disarmament is not permsnent, since if y=o then the
eguations become:

dx/dt = ~ax + g

dy/dt 1x + h

i

The second of these equations implies that y will
not remain zero if the grievance term h is positive, so
that when y increases the term ky will cause x to grow

too.

Using multiple regression enaslysis and annual date
from the period 1952-76 we have tried to find out to
what extent the Richardson model is able to explain
changes in milifary expenditure for Turkey. It was
decided to use a two country model and to take Greece,

the U.5.8.R. and the Yarsaw Pact countries as the 'other!
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country. The following reculis were obtained:

..i.e DX = "84—0035 + 00454}: - 00176Y
(4.5) (3.3) (1.0)
2 : -
R™ = 0,724 S = 43,1 HE = 37.1 DW = 2.4

The figures in brackets give the t statistic, where:

DX = the change in military expenditure in Turkey
ioet X'I - XO

X = Turkish military expenditure
Y = Greek military expenditure

A1l military expenditure measured at constant, 1960, prices.

2. DX = -15.,068 + 0.39X ~ 0.003V
(0.4) (7.2) (2.1)

no

R = 0.76 S = 40.3 ME = 37.1 DW = 2.6

where Vo= U,5.°0.R. military expenditure.

5. DX = ~20.831 + 0.4% - 0.002W
(0.6) (7.0) (2.1)

1l

R® = 0,76 § = 40.2 ¥E-= 37.1 DIV = 2.6

where W = Warsaw Pact military expenditure.

The results do not support the existence of an arms
rice between Turkey end her main rivals and indeed are
nai very mesningful. In each of the three formulations

. . ‘. . 2~y 3 ~ L S
the constant or grievance term 1S negative, which suggesis
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no rivalry. The other coefficients in each formulation
are iune revefse of what one would expect, that is the
fatigue coefficients are positive and the defence or
reaction oqefficients are negativeo As the 32 is no
more than 0.76 and S/4E is large it suggests that the
equations may be misspecified, or that an important
variable explaining military expenditure has been omitted.
As the invasion of Cyprus in 1974 led tc g large increase
in miiitary expenditure it was decided to include this
effect by inftroducing a dﬁmmy variable. Once again

with DX the dependent variable the following results

were oObtained:

20.582 - 0.125X + 0.145Y + 272.417D
(0.8)  (0.8) (1.1) (5.0)

4. DX

i

R = 0.87 S = 29.6 ME = 3741 DV = 2.0

where D = dunmny Variable, takes values of 1 for 1975

and 1976 and O elsewhere.

5. DX = ~17.519 - 0.156X + 0.003V + 337.143D
(0.7) (13) (1.7) (4.7)

R® = 0.89 § = 28,5 B =37.1 DW= 1.8

6, DX = -13%.768 - 0.192X + 0,002W + 351.468D

(0.6) (1.5) (1.9) = (4.8)
w2 -.0.89 § = 26.1 ME = 37.1 D¥ = 1.8
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These are better results sand do provide some
evidence for the Richardson model although the S/
value is sﬁill high. It was slso found that if equations
(5) and (6) were respecified to include military expenditure
for the U.S5.S.R. and the Warsaw Pact lagged one year to
allow time for reaction then the results improved further.
(N.B. it made no difference if Greek military expenditure

was lagged).

o DX = -20.561L - 0.177X + O.OOBV--l + 344.465D

(0.8) (1.5) (1,9) | (4.9)
_R2 = 0.89 S = 28.0 ME = 37.1 DW= 1.9

where V-l = U.5.5.R. military expenditure lagged one year.

8. DX = -16.,217 - 0.212X + 0.003W=; + 357.804D
(0.7) (1.6) (2.1) (5.0)
k° = 0.89 S = 27.7 ME = 37.1 Di = 1.9

where W"l = Warsaw Pact military expenditure lagged one

year.

‘TFormulations (4) - (8) result in plausible values
for the coefficients'of the model, apart from the
grievance term, which once ggain comes out negative,
except in equation (4), although it remains statistically
insignificant. If the militarism or grievance term is
tolken to be zero then it implies that unilateral

clsarmament on Turkey's part wcould be stable and permanent,
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although this does notvseém to accerd with Turkey's
history or pfesent day reality, and in any case, as

will be apparent later, there are other factors accounting
for the‘pyesenceof the military in Turkey. The fatigue
coefficients are negative and the defence or reaction
coefficients are positive, as Richardson suggested they .
sbould be., There is little to choose between taking
Greecey the U.S.S.R. or the Warsaw Pact countries as a
whole in determining Turkish military expenditure, the
results‘being glmost identical. A possible explanation
of this is that the.military reaction bLetween Greece,
Turkey’and the U.S5.5.R. is interrelated, so that each
éountryvreéété ﬁositively to & chenge in ﬁilitary
expenditure that cccurs in either of the other two
counﬁries.

13

Whilé the Richardson arms race model has proéuced
what appears to be plausible results it is' important
to recognise the limitations of the model. Firstiy, the
model is only as good as the data, and there is
uncertainty over the degree of reliability of the dava
for this kind of analysis. Secondly, and perhaps moct
importantly, the modellloOKS at the arms rzce from
outside, that is without having inside knowledge of
decisions that are becing made by military planners,
P“herefore, while the model may provide a useful descriptive
fremawork for militury expenditure, it is a mechanistic
model which gives 1it:tle insight inte the real determinants

of wilitery expenditure. In order to understand milisary
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expenditure more fully, it would be necessary to
derive the pérameters of the reaction functions in
terms of the principles on which the state acts,l6
but this requires a_theory of the state to be
incorporated into the model and is beyond'the purrpose
of the present study, although we shall consider the
role of the state in determining military expenditure

as part of economic policy later in the chapter.

2., Internsal Luaw end Order

The previous section has analysed the growth of
military‘expenditure in terms of interacfions between
nations. It .is the state that determines the level of
military expenditure and the 'orthodox' analysis
implicitly assumes that the state is neutral and is
concerned to maximise some national interest function
by equating opportunrity costs and security benefits
at the margin. To be operational the orthodox maximiéing
analysis assumes that the state has knowledge of a well
defined national interest, Whére the nation is threatened
by attack from other nations and must therefore arm in
order to discourage thé aggressors, since maintoining
a balance of power heips preserve peace., 3Because
military expenditure involves problems of social choice
and inevitable conflict of interests within society
the orthodox analysis must assume that democratic
pluralist systems are neutral, able 1o achieve a

consensus and then able to carry out the appropriate
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measures. As Smifh (1977)17 points out: "This emphacis
on consensus may explain why much ... writing ... (on
the subject) ... ignores the internal role of the
military, regafding the potential enemy as externalr
to society. The existence of potential enemies is
taken for granted, since war is assumed to be endemic |,

to human society, because of the nature of man, or of

the state, or of the international system."

This view that the State and, furthermore, the
military, as a servant of the state, are neutral and
free from ideological inclinations is not universally
_sccepted. Miliband_(1973)18 argues thatb the.pluralist
view of gociety which assumes that power is competitive,
fragmented and difused is essentially wrong. The state
and the military "constitute a deeply conservative
and even reactionary element ... in society generalily"
"and the "social origin, class situation and professional
interest" of the servants of the state, including the
military, means that the "national interest is conceived
in acutely conservative terms ... which entails an
unswerving hostility fto radical ideas, movemehts and

‘parties.”

' Baran (1967)19 also analyses the role of the
military in terms of its internal function as part of
the‘repressive state apparatus. "The conclusion is
inescapable that the prodigious waéte of the under-
developed countries' resources on vast military

establishmcnts is not dictated by the existence of

- 87 -



an external danger. -The atmosphere of such =z danger is
merely created and recreated in order to facilitate the
existence of comprador regimes in these countries, and
fhe armed forces thaf they maintain agre neéded primarily,
if not exclusively, for the suppression of internal

popular movements for national and social liberation."

The growtih of military expenditure that Baran
refers to can only be fully understood in terﬁs of his
analysis of neo-imperialism, which will be considered |
“later. In the case df Turkey there seems 1little doubt
that the military has been employed {o maintain law and
order and to repress ‘*popular movements for szocial
liberation.' Three times in the post-war period the
mnilitary have been required to suspend government and
to establish military rule. In May 1960 there was a
- bloodless coup when the army overthrew the government
of Adnan Menderes. The country had bteen in the midst
of an economic crisis since the devaluation of 1958
and a highly politicised electorate were making demands
that couid not be met. Mounting opposition to the
government from the press, intellectuals, and.students
led to increasing représsion and finaily the declaration
of Martial Law. This was followed by the military coup
which had been openly solicited by the urban intelligentsia.zo
After introducing a new constitution the army allowed
elections to be held in October 1961 and power was

harded back to civilian government.



The second coup, again bloodless, was in March 1971
whiCh’led to the government of Suleymsan Demirel being
overthrown. 1970 was a year of widespread popular
opposition to the governméntvwhich culminafed'in a
massive workers demonstration in June. Demirel was
forced to introduce Martial Law in order to give breathing
space for the governmenit to change the 1961 Constitution
so as to limit some of the political freedoms gained at
that time. Instead of bringing the crisis under control
the iatroduction of martial law led to even greater
‘violence and social unrest which caused the military to

2l ppig

take power "in order- to safeguard the Republic.
time the arméd'fofées fetaiﬁed nower for more fhén two
years and during this reriod concentrated on suppressing
the activities of the Turkish Labour Party and the

Confederation of Revoluticnary Trade Unions (Devrimci

Isci Sendikalari Konfederasyonu or D.I.S.K.).

The restoration of civilian government in 1973
marked & new period of trade union activity which
escalated as the decade progréssed, and went beyond
economic struggle into demands for political change.

At the centre of the workers' movement was D.I.S.K.
which had increased its power with the rise in union
membérship in the 1970s. In the period 1975 to 1977

a large number of political murders took place, mainly
carried‘out by right wing commando groups, known as the
'Grey Nolves',gg yet, as fmnesty Interngtionai point

out, "therc does notv appear to have been any real‘attempt

<+
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by the pollﬂe (the army) or the government to end the
violence or to prevent killings." ne3 The offlcial
~tolerance of the murders committed by the Grey VWolves
igs explained By Berberoglu, (1981)24'aé refiecting the
growing political influence of the National Action
Party, which was able to obtain key positions within
the state apparatus, especzislly in the secret service,

police and armed forces.

During the period leading up to the third military
coup in September 1980, end particulariy after the
massscre of over 100 people at Kahramanmsras in December
1978, Whiph'precipitated the introduction of martial
law, the military forces were employed to smash the
radical movement. While martial law was operating the
army and the gendarmerie were used to search ocut
'progressive! people and imprison them, 1o close down
'progressive’ organisations, tc take possession'of
publications trhat were banned and to put down riots aﬁd
demonstrations. Following the example of Ataturk military
leaders have been reluctant td wield political power,
yet in times ol crisis they have become the ultimate
guarantors of sccizl sfability, which in prectice has
meant z commitment té the West and opposition to communists
and members of the Turkish Labour Party. This support
for the West and the free market system on the part of
the military has been reinfcrced in reccent years since

of wrivate

93]

the nmilitary tecame owners of largec cseciion

arnce

o

enterprise through the Armed Forces Itual Aseils



Pund. These vested interests of the military are

considered later in the chapter.

vExaminatipn of the composition of Turkey's armed
fdrces shows that they are very well suifed to dealing
with internel unrest whether in the form of demonstrations,
riots or attacks by armed groups. Out of total armed
forces of 480,000 in 1976,2° 375,000 were in the Army
and there were gnother 75,000 Para~military forces in
the form of the Gendarmerie which could easily and
quickly be manoevred into action in +times of nationsl
emergency,. Within the army there was in 1976 1 armoured
~division, 2 mechanised infaniry divisions, 14 infantry
Vdivisions, 6 érmoured brigades, 4 mechanised infaniry
brigades, 5 infantry brigades, 1 parachute brigade and
1 commando brigade, and all of these units were suitable
- for dealing with internal unrest. Tlie Turkish military,
in 1976, possessed the full range of gvided missiles,
which were vital for external conflict, but it =lso |
possessed very large numbers of tanks, armoured personnel
carriers, rifles, helicopters.and ground attack fighters
whick were equslly, if not more, appropriate fbr dealing

with outbreaks of civil unrest.

‘It has been argued in this section that the military
in“Turkey has been used, or it has taken independent
action, to maintain law and order. This suggests that
the level of military spending may'have been a funciion
of internal conflict,. and it is this hypothesis that

we wish to test. The first problem is how to measure
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tie level of internal confiict or unrest. Several
variables Wbuld seeﬁ to be appropriate measures of socisgl
and political conflict, for example the number of
political demonstrations per time period, the nunmber

of political killings,vthe number of political arrests
or convictions, but unfortunately it is impossible to
obtain a complete set of figures for any of these
varizbles over the period being considered. It is
nececsary, therefore, to proxy internal conflict with
variables ﬁhat are available. It wilL be assumed that
periods—of politicallinstability and unrest are made
worse by‘pcor economic performance, so that when the
economy hus been in crisis this has been reflected in
political crisis, which has required the intervention

of the military and may have stimulsated military spending.
The variables selected es proxies for economic crisis
are gs follows:

l. G.D.P. per capita, where it is assumed that low
levels of this variable will resuli in social unrest.

2. The inflation rate.

2. The balance of trade gap -~ as this gap widens then
the excess of imports over exports increases, which

may require unplessant economic policies.

4. "Total working days lost through strikes and lockouts.,

Using multiple régression analysis and gnnual data
from the period 1952-76 we have tried to find out to
what extent ithese proxies for civil unrest explain the

level of militery expenditure. The fcllowing results



were obilained:

l' X = -148019 <+ OolBZG.DoP.CQ - 10056P

(3.8) (9.7) - (0.9)
+ 5.74B.0.P. + 387.0D |
(0.9) (9.6)

R™ = 0.979 8 = 32.6 JL.E. = 376.7 D.W. = 2.2

2. X = 316.8 + 0.0002 W¥.D.L. + 577.2 D
(7.7)  (2.3) (10.7)

R = 0,926 S = 69.6 WE = 486.6 DIW = 2.0
where'
X = Turkish military expenditure at constant, 1960,

prices.

o

D.P.C. = G.D.P. per capita.
P = Inflation rate.

B.0.P. = Surplus of imports over expofts.

D = DummyAvariable, taking values of 1 fer 1975 and

1976 and zero elsewhere.

W.D.L. = Working days lost through strikes and lockouts.

Tha reéultslare'not very ccnclusive gnd verhsps, at
first sight contradiétory. In equation (1) the coefficieat
on G.B,P,C, is positive and significant whereas a negative
ccefficient would have been expecied if low levels of
G.D.P.C. are taken tc indicate an economic crisis
exacerhating a political crisis which require; more

military expenditure, and high levels of G.D.rI.C. to
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indicate prosperity and social harmony requiring less
militury expénditure. The most 1likely explanation is
that G.D.P.C. (and changes in G.D.P.C. which was also
"tested but not reported) are not neoessarily good
reasures of econoumic wellbeing, since they tell us
nothing about the distribution of income. It is quite
possible that a rising G.D.P.C. could have coincided
with periods of increasing inequality in the distribution
of income,26 which would then be consistent with a

| positive coefficient. As'thére is no adequate data on
the distribution of income cr wealth for Turkey overA
vthe period being considered the validity of G.D.P.C. as
s proxy for internal confliét must remain uhcertain.

In any case a positive coefficient on G.D.P.C. may
simply confirm that the richer a country is the more it
will spend on the military, other things remaining

constant.

The coefficient on P is also opposite in sign to
that expected, but the t statistic indicates that the
coefficient is nof statisticaily significant. The sign
on the BOP variable is positive as might bve expected,

but this too is not statistically significant.

"Bquation (2) appears to be more in line with the
geheral hypothesis being considered. First, however,
it should be pointed out that this was run as a separate
regression because data on WDL was only available from
19¢3, which means only 14 observations were used, and

the rewults, thercfore, have to be treated with more

.



caution. Nevertheless therec is a positive coefficient

on WDL and the ft-value indicates significance slthouzi
the S/IE velue is high. As WDL is probably the best
proxy fof soéial and political unrest equation (2) lends
support to the hypothesis that military expenditure is

at least partly determined by internal political and
social unrest, although becsuse of the short period that
the data covers care must‘be‘taken not to exaggerate the
effect, Moreover it may well be that the very large
Turkish military, which is required for national security,
permits its use in times 6f internal unrest without
»requiring any_significant increase in military experditure
in the absence of external thraats.

3. Ideologsv, Nationslism and Modernisation

2

For msny developing countries the military hss been
at the centre of the stfuggle for political independence.
Hustafa Kemal was a general in the Ottoman army who
undertook the‘léadership of the nationalist struggle,
end with the help and support-of the newly emerging

Turkisnh bourgeoisie was able to remobilise the army.

It was the Yurkieh arwmy under Atzturk that echieved

9}

<

vccess in the independence struggle of 1919-23, and

Ataturk himself who became President of the new Republic.

The role of the military does not have to step with

the

s

€

€3]

. o , 27 .
politiczi independence. Rostow (1971) emphasi

importance of the military in generating nationalism

wihilcen covid be a To.

=

~co for modernisation and incustrial-

icatiorn.



"Soldieis often emerge as rajor actors in the drana
of the preconditions (for take off) for nmultiple reasons:
they are evoked or come forward ito deal with external
intrusion or civil War; they are among the first fo
become acquainted with modern concepts of administration,
through training abroad or foreign advisors; they move
by profession more easily than other groups towards
loyalty to nation and sentiments of naﬁionhood; and in
inherently turbulent times, when the legitimacy of
traditional rule is shaken they have access to raw
power."2

It must be clearly understood that the military are
not néceésary for nationalism to exist nor is rnationalism
necessary for modernisation.zg‘ Furthermore it is not at
21l obvious that the military are always a force for

- modernisation.

Pye (1962)3O makes a number of points to show that
military. institutions are most likely to induce
modernisation. At one level military organisations are
very close to "the ideal type for an industrialised and
secularised enterprise"™ in a non-industrial country.

The military is secen as a modern institutlon. It
provides a "training in citizenship" and introduces

the conscript to modern ideas as well as giving an
education which is relevant to the civilian economy.31’32
As Gulteridge (1965)33 emphasises: "An effective army,

end eventually a ravy-and airforce, may be one way of

<
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creating a national image of a 'modern' state." Furiher-

' L. 3]
nore, as Hurewitz”

argues, the military stresses
professionalism and discipline and the officers are

dedicated to public service.

A second resson why the military is unique in the
process of modernisation according to Pye is that it
is 'emctionally secure' which permits it to take from the
WeSt the idéas’and téchnology thﬁf will'enhance
modernisation. This pcint is also made by Daalder (1962}34
who adds that the military being a modern institution
~is more 1ikely to introduce economic reforms and in times

of crisis the military can provide the necessary leadership.
A third explasnation is that the ?process of

acculturation' within the army permits a more secure

transition to modern life. Levy’(l956)35'also argues

that the military have the advantage of being a force for

modernisation and social chénge while maiﬁfaining stability

and control. e

Janowitz (1964)36 has arguedAthat because the
militafy owes no allegiance to "an integrated upper
class" it is less 1ikeiy tc have =z "pervasive conservative
outlgoko" Moreover when politioél inStitutions are weak
military officers "develop a sense of public service
and national guardianship as a result of thelr military

training and experience."

e
1

Halpern (1963)37‘has studied the military in Liiddle

Eastern countries and has argued that the officers are
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part of a new middle class that aim for status, power

and prosperity and are committed to nationalism, social
reform and modern technology. Spier (1967)38 also
emphaéises the middle class position of military officers
who possess administrative and technological skills,
stand for social change and a break with tradition, but
are also strongly anti»communist. The fact that a
strong military'ensureé'a non-communist development path

is alsc emphasised by Bienen (1971)39 and Sloan (1963).40

The modernisation arguments have been criticised by .
Nordljnger'(l970) who argues that military values stress
“nationglism, di‘s"l_cipline, custom and ritual which are
likely to hinder economic progress. Nationalism can also
be an idéolbgical tool used.by the state, the bureaucracy
and the military to divert attention away from domestic
problems and conflicts. Eleazu (1973)42 has criticised
the idea of the military organisation being the most
modern institution within Africa, and c.tes the example
of West Africa where the civil administrations have
longer experience and a more ﬁodern outlook. The point
is that it is impossible to generalise about the
contribution of the nilitary Organisétion to economic

progress since different countries are influenced in

different ways.

Tn the case of Turkey the military as the oldest
socisl “nstitution traditionally performed an important

role in the rule of the country, but with independence
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in 1923 Ataturk separated civil and military powers,
with the result that the military came to take up a
position outside politics. Hurewitz (1969) has argued
that the drive for modernisation in Turkey was nresent
before Ataturk and that the military have only had an
indirect effect on modernisation. Janowitz (1964)
stressed that the military could have s special role

in inducing modernisation, but in the case of Turkey
while intervention in domestic politics hass been easy
the military have found it more difficult to govérn.
This point is reinforcedAby the study of Lerner and
Robinson:l(l%(‘))43 who argue that the military have been
imporﬁant in nation building but it was civilian
government that was instrumental in generating'economic

end social Dprogress.

In conclusion 1t seems unlikely that variations in
the levei‘of Turkish military ekpenditure can be directly
explained by the ideological, nation building and
modcrnisation roles of the military, although this is
not meant to deny their importance in the Turkish case.

It is ﬁore likely that this function of the military,
partioularly.the idebldgical compohent, which can be
viewed as the long~rﬁﬂ countérpart tc the 'repressive!'
ﬁunction, has influenced the level of resources devoted
to defence over time, rather than accounted for short-

run variations.
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4., Tmperiaglicm

According to iarxist theory, the 'capiialist mode
of production' is not a static concept, but, rather,

aynemic of capitalism produces mutations. I'erx

(D .

th
distinguished the move from the competitive stage of
cupitalism to the monopoly stage, bu% it was Lenin who
in 1916 distinguished the transition to impericlism, ss

the highest stage of capitalism.44 Lenin's definition

’..J

of imperialism embraced the following five essentis
features:45
1. The ooncentration of production and capitel
developed to such = stage that it crestes
monopolies which plgy a decisive role.in
economic life. |
2. The merging of bank capitel with industrial
capitval and the creaition, on the basis of
*finance cgpital' of a financial cligarchy.

The export of capitael, which has become extremely

\N
-3

important, as distinguished from the export of
commodities.

4. The formation of international capi

Y%. The territorial division of the wholc

amons the great capitalist powers is completed.

Between 1815 and 1914 Britain was the unchallenged
Jendor of *he capivalist werld, but after the rirst
Horld VWar irericsza strength increased while Fritain's

nesition wos in d=cline.  ifter 1G45 the U.S. emerged



as the undisputed leader nation of the capitalist world,
in gs commanding g position as Britain had been after

1815,

This dominant position of the U.S. required her to
maintain extremely high levels of military expenditure,
even after’the peace of 1945, Vith & growing number of
former, mainly European, colonies obtaining political
independence after 1945, the U.S. has used its enormous
military and financial powér to keep as much of the
world as possible open for capitalist penetration. As
Magdof? (1972)%C put it:

"A substantial portion of the huge milifary machine,
including that of the Western European nations, is the
price being paid to maintain the imperialist network of
trade and investment in the absence of colonialism.

The achievement of political indeﬁendence by former
colonies has stimulated internal claSS'strﬁggles in the
new states for ezonomic as weli‘as polivical independence.
Continuing the economic déependence of these nations on

the metropolitan centres within the framework of political
indepeﬂdence calls for{ among other things, th?-world-
wide disbersion of U.3. military forces and the direct

military support of the local ruling classes."

If Magdoff is right then it would be wrong To
assume thet a theory of imperialism is only relevant to
explaining the level of metropolitan country military

: 47 .
expenditure. ' In the case of Turkey not only has it
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received supplies of armaments and military aid from the
J.5.A. but it has also been compelled to contribute a
large part of its own G.N.P. to military purposes.
Kennedy (1975)48 gives data on military expenditure in
the Third World which shows that the countries with the
nighest defence burdens (military expenditure as a
vercentage of G.N.P.) all received substantial military

ald either from the U.S.A. ¢r the U.S5.8.R.

On March 12th 1947 President Truman told Congress:

"It must be the policy of the United States of
America to support free peoples who are‘resjsting
attempted;subjugation by armed minorities, .or by cutside

pregsurc.?

This beceme known as the Truman doetrine and led
to Congress authorising Z400 miliion of aid to Greece
and Turkey in the period tc June 1948. The Truman doctrine
was designed to deal with the specific thr;at to Greece
and Turkey and paved the way for their absorption into
N.A.T.0. in 1952. The North Atlantic Treaty was seen

presenting a framework for wide co-operation =aron

o
471
Y]

g
its signatories by providing 'joint action in the political,
economic and social fields.' Article three cif the Treaty
,dealé with ways and means of maintaining and increasing
the individual and coilective cgpacity of members to
resist srmed sgttack. The Treaty also covered the problem
of sharing the defence burdeun. The stated principle was

that the burden of defending the ¥West should be shared
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equitably among the member countries, so that the countries
finding it eéonomically difficult to meet their military
commitments would be helped under the Mutugl Defernce
Equipment Programme. Nevertheleéé there was to be a
continuing process of appraising defence programmes in

he light of economlc and political developments, through
the Annual Review of the defence effort undertaken by
member countries, and the level of =aid given would be

conditional upon this being satisfactory.

Membership of N.A.T.0. meant that Turkey's military
expenditure was to a large extent determined by the U.S.
through the N;A.T;O‘ Military Authorities, "In determining
the size and nature of their contribution to the common
defence, member countriés have full independence of
action. All the same, the collective nature of N.A.T.O.'s
defences demands that in reaching their decisions govern-
ments take sccount of the force structrre recommended by
the N.A.T.0. military authorities and the long term
nilitary plans of their partners."49 The same document
goes on to say: "The provisioh of adequate forces for
impleménting tlie agreed strategic concep?t invoives inter-
relzted questions of sfrategy, force reéuirements and the
resources available fo meet them ... there must be
adequate resources applied to the fulfillment of the agreed

0
defence programmes."5

The U.S. has used the Soviet 'military menace' as
ite justification for.its foreign policy, thus disguising

its irue aim of maintsining American world ncgemony. Iv
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scems quite plausible thet U.S. and Soviet lwperialism,
through various treaties and pilsteral agreements, has
been instrumental in maintaining and increasing the level

of military expenditure of certain less developed countries

of which Turkey is one.

TWO separate issues will be considered empirically.
First of all, the hypothesis that Turkish military
sperding is a function of American foreign policy will
be tested. Secondly, Turkey's share of N.A.T.0.'s defence
expenditure will be examined in order to determine whether

it 1s consistent with the concept of ability to pay.

Military Expenditure and U,S. Aid

Since NgA.T.O. must take account of the ability of
each member state to take on the military burden it would
be unlikely that a simple positive relationship would be
found between U.S. and Turkish military eipenditure.

When Turkish military expenditure is regressed on
American military expendifure-the coefficient on the
indepeﬁdent variable is negative, so we can dismiss the
hypothesis that 'every time the U.S. spends more on the
military so will Turkey.' Military and economic aid

are two varisbles that might be considered to exert some

influence on Turkish military expenditure. Foreign aid
51

1s veen by some writers as an instrument through which

the developad countries maintain their sphere of
)52

intluence throughout the world. Chenery (1972 has

argned, some might say zdmitted, that "economic assistance
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iz one of the inctrumerts of foreign policy that is used
to pfevent pélitical and economic conditions from
deteriorating in countries where we value the preservation
of %he presént goverhmenta" Aid, whether eéonomib or
military, is only given sc¢ long as the récipient
government pursues policies that are acceptable to the
donor. In 1974 when Turkey invaded Cyprus, a serious
crisis in Greek-Turkish relations threatened the very
structure of the N,A.T.0. alliance and caused the U.S.
Congress to cut off aid to Turkey. Clearly U.S. aid is
given on the condition that'Turkey pursues policies that
are a@vantageous to the U.S5., which may mesn the spending
of certsin sums on defence. It is assumed that military
aid is given to Turkey in order to provide hardware

vwhich 1s not available domestically, and that econocmic
aid is designed to release domestic resources which can
then be put into defence.53 Using regression asnalysis
and annual data over the period 1952-76 we have tried

to defermine to what extent Turkish military expenditure
is determined by U.S. ecohomic aid. The following result

was obtained:

(9]

X = 63,47 - 0.50¢ U.S; ID + 1.265 X~

1
(1.4) (1.9)° (14.4)
+ 0.576 U.S. AID~1
(1.9)

R® = 0.035 S = 57.1 IB = 376.7 DV = 2.3

vwlere X = Turkish military expernditure at constant,

1850, prices.



U.S5. 2ID = U.S. economic gid to Turkey.
X~ = Turkish military expenditure lagged one year.

= .

U.S. AID—l = U.5. a2aid lagged one year.

The evidence is not entirely convincing either for
or against the hypothesis. There is a negative coefficient
on U.S. AID indicating that U.S. economic aid is g
substitute fer Turkish military expenditure, but the
coefficient on U.S. AID~1 is poszitive, which is consistent
" with the hypothesis, if it is gssumed that there is g
lagged responée of Turkish military expenditure to U.S.
economic aid. On the whole the lastter explanation secms
most likely as the nggative coefficient on.U.S;.AID is
probably unduly influenced by the years 1975 and 1976,
whert in spite of a large Turkish military build-up
after the invasion of Cyprus there was a big fall in U.S.
- aid to Turkey. The high value of S/ME =lso indicztes s

large unexplained variation in X.

This is confirmed when the regression is re-run and
X made g function of U.S. AID with a dummy variable
included to allow for the military build-up of 1975 and

1976, The result was: -

X = 220.77 + 0.08 U.S.AID + 695.95 D
(6.8) (3.8) (12.2)

®% = 0.88 S = 75.6 ME=376.7 DV =1.6

This result shows that Turkish militzry expenditure

was positively related to U.S.AID and is consistent with

.
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the hypothesic that U.S. foreign policy was an important
determinant of Turkish military spending, although once

again there is a high vslue for S/IE,

Turkey's Share of N.A.T.0.'s Military Burden

N.A.T.O, is primarily an gllisnce feor communal
defence which gives explicit recognition of mutual
commitment. Article 5 of the North Atlantic Treaty
states that "an armed attack against one or more of
(the members) ... shall be considered an attack against
them all, and consequently they agree that ... each of
them ... will assist the party or parties so attacked

by taking forthwith, individually and in concert with
the other parties, such action as it deems necessary,

[ =
including the use of armed force."”~’

Furthermore, an
allied command structure was created which ensured that
member states military forces became highly integrated

into g uvnified force.

On the question of finance for the military alliance
two principles were regarded as being important. One
was to relate defence programmes to available economic
resources and the other was o divide the cost equitably
emong its member nations. This implied that each member's
share of the costs of the military alliance would be
bosed on its ability to pay, but iﬁ leaves open the
qnestion of what indicators would be used to estimate
it.  This section of the chapter will examine the concept

of ability to pay and relate two interpretations of the

»
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conceptv to the Turkish share of N.A.T.0.'s defence

expenditure.

Defence ss a Public Good

Defence is frequently consideredvto be a prime

example of a public good56
‘ 57

because it satisfies two
essential requirements:

1. non-excludability
58

2. non-rivalry in consumption

National défence which is provided for some mémbers
of society is simultaneously-provided for others since
they cannot be exéluded from itslbenefit.' Furthefmore,
if defence is consumed'by one person it does not prevent
it being consumed by other peopie. Defence is not only
avallable to more than one user, but "everyone receives
a full share of protection from the military machine®

59

(Margolis, 13u2). The characteristics possessed by
defence prevent it being subdivided in crder to allow
each part to be sold sepafately to different individuals,
and'thérefore it is impossible to provide defence through
the market mechanism. Apart from pacifists, who are
oopposed to defence expenditure, there would be nany
people who would opt out of paying for defence in the
m:rket place since they could benefit from its provision

by other people, therefore, it becomes necessary for the

state to provide defence as s colleciive good.

In the case of N;A.T.O., taken to be g military
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alliance, defence, which is provided in part by each of
the members; can still be regarded as a 'pure’ rublic
good, so long as the commitment to mutuszl assistance is
absolute.6o If there is ény ﬁnoerﬁainty over the meéning
of Article 5, or the way it would be interpreted in
practice, then defence would need to be treated ss a

partial public good.61

The N.A.T.0. military slliance is best seen as g
small group providing a public gOod.62 Inevitably within
gny group some members will value the public good more
highly than others, and it then opens up the possibility
| that those members with a high valuation of the benefits
cen be 'coerced'! intb paying more, or even all of the
defence costs, although if the public good is only
partisl, then all members will need to meke some
expenditure on it.63 Olson and Zeckauser (1968) present
some evidence which théy claim shows that the bigger
countries (in terms of G.N.P.) contribute a larger share
of the N.A.T.O. defence burden, and they take.this as
indicating that those countriés value defence more highly.
The problem with this model is that the level of G.N.P.

e

does not rnecessavrily measure each member's valustion of

)64 presents

defepcc, and in zny case Kennedy (1979
eviderce to show that after 19€7 the positive correlation
between G.N.P. and defence burdens (military expenditure

2s a percentage of G.N.P.) for N.A.T.0. countries was

not so strong.

- 109 -



Principles of Taxation

The theory of taxation has occupied the minds of
philosophers, ?conomists and political theorists since
at least ﬁhe Iliddle Ages and two major approaches can
be distinguished. The first is often referred to as
the benefit approach and the second és the abili%y to

pay app.roach.

Under the benefit approach individuszls are required

to pay texatiom in relation to the services rendered by

the public good. For Sir William Petty®’ and adam Smitn®®

there was no necessary contradiction between the benefit
approsch and the ability to pay approach. "The subjects
of every stste ought to contribute towards the support
of the government, as nearly as possible, in proportion
to their respective abilities; that is in proportion to
the revenue which they respectivély enjoy under the
protection of tne state."67 In some cases“Smith
recognised that the individual benefit couid not be
measured, and therefore the ébility to pay approach
became necessary. The benefit approach was emphasised
in the work of Pantaleoni, Mazzola, Wicksell and Sax68
who regarded the equality of tax and benefit as an
essential condition for efficient allocation. TFor these
writers the determination of the level and distribution
of texation had to be left to the government which would
represcent the wishes of the group. c

5

Later on, in the.work of Lindah1,6 a different
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principle of pricing public goods emerged, through
Voluﬁtary exéhange.7o This moael has been criticised
'since in order to reach equilibrium it is necessary

that the demand for public goods can be determined, but
because these goods are non-excludable, preferences will
not be revealed, or if they are will be understated.

In the case of two individuals the solution therefore
will -depend on the bargaining skiils of the two voters
and 1in the case of large_numbers because preferences

are not revealed the assumption of voluntary contribution

will break down.

Samuelson (l954)7l«has also pointed to s second
flaw in the voluntary—péyment model. This model assumes
that the initial distribution of income is ideal,»but
when the problem is restated in general‘equilibrium
. terms, even if preferences are kﬁown, then it turns out
that there is no single best solution in the Pareto
sense, but an infinite number of Pareto optimunm pointé,
which differ in terms of income distribution. If one
accepts Samuelson's argument fhen allocation and distri-
bution‘are determined simulteneously wiihin thé general

. o
equilibrium and it is impossible to separate "the
determination of socizl wants by the allocation branch
from the determination of the distribution of income

| Cas . . 2
available for private use by the distribution branch."7

Because of the problems of trying to apply the
benefits approach to taxation, the second approach, the

¢bility to pay, will be used to examine the share of

- 111 -



Fal

defence expeuditure within H.£.T.0. The 2bility to pay
approach has‘its origins in an essay by Guicciardini,
in the esrly sixteenth century,73 who argued for

progressive taxation based on faculfy or competence.

J. 5. Mill rejected the benefit rule completely, and

argued that everyone should be treated equally under the

law, and therefore his particular formulation of ability

to pay became equality'of sgerifice. This raised the
guestion of the precise meaning of equality of sacrifice

and how this would be measured in terms of incomé surrendered.
Three distinct concepts of equal sacrifice emerged from

the early literature74

which are still considered to be
relevant today'— equal absolute. equsl proportional and

equal marginal.,

With egqual absolute sacrifice each individual is
required to currender income through taxation, so that
the loss of total utility: U(Y) - U{Y-T) is the same for
everyone. Under equal proportional sacrifice each |
individual loses income so that the ratio of lost utility
to total utility: U(Y) - U(Y-T)/U(Y) is the same for all.
With equal marginal sacrifice, which Edgeworth took %o
be the ulhimzte Dfinciple of taxetion, each individual
pays%tax such that in the post tax situation the marginal
utility of income: dUG(Y-T)/d(Y-T) is the same for all.
This last concept is sometimes referred to as the least
aggregate sacrifice and leads towards equal absolute

<

pogst-tax incomes.
In order to apply any of these concepts to a system
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of tax collection 1t is necessary to know the income-
utility schedules of everyone and be able to maks
interpersonal utility comparisons. If it is further
assumed that the marginal utility of income declines

then it is possible to make some tentative generalisations
gbout the degree of tax progression required to salisfy
the various concepts of equal sacrifice.75 Equal marginal
sacrifice reguires the.most progressive tax system, that
is the higher income groups surrender g larger proportion
of their income than the lower income groups. In the

case of equsl absolute sacrifice'the‘degree of tax
progression regquired depends upon the rate at which the
marginal utility of income deciines. Where the marginal
utility of income declines gt the same proportional rafe
as income increases then equal absolute sacrifice requires
g proportionel tax. If, however, the marginal utility of
income declines at a lower proportionsl rate than income
increases then a regressive tax is required and vice-~
versa.76 Finaliy, in the case of equal proportional
sacrifice, as long as the marginal utility of income
ceclines more rapidly than éverage utility then a

progressive tax is required.

(3

.Since in practice the income-utility schedule is
unknown, it is impossible to make inter-personal
comparisons or to demonstrate that the marginal utility
of income declines, so that no specific schedule of tax

rotes cen e derived from any of the concepts of equal

saerifice. #or the purpose in hand, that is to determine

.
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an equitable distribution of H.A.T.0. defence expenditure
between member states, perhaps the best solution would
be to follow Robbins' formula gnd treat g1l individuals

ac if they were equa1.77

Paying for N.A.T.0.'s Defence

The object of this section is to test whether
Turkey's contribution to N,A.T.0.'s defence expenditure
cen be justified in ferms of equality of sacrifice. It
‘will be assumed that defence is a pure public good within
the N.A.T.0. slliance and that the burden of the defence
expenditure for“eéCh’country can_be measured by the
ratio of defence expenditure to G.N.P.78 Next, if we
accept the principle of ability to pay, how should the
defencé'burdens be related to the per capita incomes of
- the N,A.T.0. countries? Per capita incomes are not ideal
since they are not necessarily a good ﬁeésure of the
standard of living or welfare of each country, but in
the absence of a better measure per capita income will
be used aé a proxy for the le§el of welfare. There is
no iuférmation of the utility-of-income schedﬁles of the
N.A.7.0, countfies on which to work out an appropriate
schedule for tax ratés, but we do know how particular
countries treat differént levels of income for tax

PUTrPOSES,

Bused on the method employed by De Striou (1968)

and more recently by Kennedy (1979), Britain's tax
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scheduvle will be used to determine esch country's ability
to pay the N.4.T.0. defence burden in relation to their

per capiia incomes. Thus although the principle of ability
to pay is a subjective matter this method proceeds as if
Britain has, through its democratic processes, determined
an appropriate tax formula which is consistent with the

principle of equal sacrifice.

Theré is still the pfoblem of deciding on the
actual schedule of taxation used in Britain. In corder
to determine how each unit (individual or family) fares
in Britsin under the system of taxation it is necessary
To take into account different forms of taxes and benefits.
There.aré both direct.and indirect taxes and behefits
that operate in Britain but it is virtuelly impossible
to get enough information on these to be gble to estimate

79 It will be assumed here that the

a 'net' tax rate.
direct tax rates applied in Britain are the appropriate
ones to use, since income tax is generally taken to be
the one which aims to satisfy ability-to-pay. However,
because 1t 1is recognised that indirect taxes and benefits
also influence the 'net' tax rates applied in Britain

“an 2lternstive schedule of taxation has been used in

Appendix 2, although the conclusions are broadly similar.
+

The method employed is to rank the N.A.T.0. countries

according to their per capita incomes and the ratio of
n

their per cepita incomes to the N.A.T.0. average, which

is then wuscd to cstimate the tax liability of each
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ccuntry'as if it were an individual in Britain at the
equivalent point in the income distribution. Having
determined the tax rate that would be paid by each
coﬁntry according to the British tax schedule this is
then used to calculate the required defence burden

using Britain as a standard.

In Table 4.2 the per capita incomes of N.A.T.O.
countries are given for the years 1958 and 1977, and
alongside, in columns (2) and (4) the per capita income

is shown as a percentage of the N.4.7.0. average.

Table 4.3 shows ﬁhe direct tax rates that were
imposai'on‘individuals at different levels of income in
Britain for 1976-77. In the lowest range of income,
£735-£1000 p.a. the average tax rate was 3.1 per cent,
and this rose to 75 per cent for ' 'incomes over £100,000 p.a.
The aversage personal income in Britain in 1976-77 Wés

£3,693.

In Table 4.4 can be found an adjusted tax rate for
each country, and then based 6n that the required defence
burden; The adjusted tax ratz is calculiated és follows,
vsing the U.X. ©o0 illuétrate.' In 1958 the U.KL per
capita income was Slé54 (from Table 4.2) which was
119.20 per cent of the N,A.T.0. average. If an individuai
in Britain had received an income which was 119.20 per
cent above the average in 1976-77, this would have been

£4402, in the income range £4000 to £4500 (see Table 4.3).

Within *his income range the average income stood at
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TABLE 4.2

Per Capita Irncomes of W.4.T7.0, Countries

in g for 1958 and 1977

1958 1977
Per Capita Per Capita  Per Capita Per Capita
Income **  Income as Income Income 3s
percentszge of percentaze of
NATO average NATO average
Country (1) (2) (3) (4)
U.3.A. , 2602 2477 .34 8520 143.05
Canada 1979 188.12 B460 142.04
UK. 1254 - 119.20 4420 74.21 ,
pelgium 1155 102,79 7590 . 127.43
Norviay - 1139 108.27 8550 143.55
Frence 1107 105.23 7290 122,40
Denmarl: 1101 104.66 8040 134.96
Germeny - 1066 101.33, 8160 137.00
Netherlands 845 80.32 7150 120.05
Italy 598 56.84 3440 57.76
Greece 384 36.50 2810, 47.18
Portugal 246 23.38 1890 31.73
Turkey 204 - 19.39 1110 18.64
AVerage* 1052 5956

-x- -
Notes: uvnwe

Sources: 1958, U.N. Statistical Yearbook,
1969; 1977, World Development
Report, The ¥World Bank, fugust
1979.
** This is nominal GDP per capita derived by using exchange rates

to convert each country's GDP per capita into dollars.
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TABLE 4.3

The Distribution of Personal Incomes

before Tax in Britain for 1976-77

Ranse of Average Average Tax as %

Income Income £'s Tax &'s of Trhcome
(1) (2) (3)

735-1000 s 275 3.1
1000-1500 1257 118.0 9.4
-2000 1748 243% 13.9
~2500 2243 388 | 17.3
~3000 2743 ' 522 19.0
~3500 3254 636 19.6
- =4000 3753 747 19.9
~4500 4237 860 20.3
 =5000 4748 986 - 20.8
~6000 5459 1188 21.8
~7000 6455 - 1500 23.2
~8000 7445 1861 25.0
~10,000 8822 2415 27.4
~12,000 10,880 3435 31.6
~15,000 13,185 4741 36,0
~20,000 17,125 7350 42.9
~50,000 27,143 14929 55.0
~100,000 73,000 51667 70.8
75.0

100,000 + 148,571 111429

Overall- aversge income: £3%693

Source: Board of Inland Revenue, Inland
Revenue Statistics, London T.0.5.0.,

1979, Table 2.3.
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TABLE 4.4

"he Percentace of G.N.P. to be

spent on Defence using the adjusted tax rate

as the determinant of the burden sharing,

and ucing the U.K., defence burden as a standard

1958 - 1977
Adjusted Reguired Adjusted Required
Tex Rate Defence Tax Rate Defence
Burden (%) Burden (%)

Country (1) (2) (3) (4)
U.S. A 28.0 10.7 21.6 5¢7
Cansadeg 24.0 9.1 - 21.5 5.7
U.K. 20.5 7.8 19.0 5.0
Bel;ium 20.1 7.6 20.8 5.5
Norway 20.1 7.6 21.6 5.7
Prance 20.0 7.6 20.6 5.4
Denmark 20.0 7.6 21.1 5.6
- Germany 19.9 7.6 21.2 540
Netherlands 19.3 T3 20.5 5.4
Itely 16.3 6.2 16.5 4.3
Greece 10.2 3.9 13.9 37
Portugal 2.9 1.1 8.0 2.1
2.5 1.0 2.4 0.6

Turlkey

Source: Method, De Strihou (1968); Kennedy
(1979).

Derived from Tables 4.2 and 4.3.



£4237 and thg corresponding tax rate imposed was 20.3
per cent. It 1s necessary to estinaite the tax rate
thet would have been imposed on an income of 24402,
wnich lies in between the average incomes of £4237
(paying tax of 20.3 per cent) end £4748 (paying tax of
20.8 per cent). It is assumed that the tax rate changeé
in direct proportion to the change in income between the
two average income poihts, which cen be easily calculated,
gnd in this case gives anﬂadjusted tex rate of 20.5 per
cent fgr the U.K. in 1958, as shown in Table 4.4. The
complete set of adjusted tax rates for each N,A.T.O.
country in 1958 and 1977 is given in columns (1) and

(3) in Table 4.4. It will be observed that for both
1958 and 1977 Turkey has the lowest adjusted tax rates

of all N.A.T.0. countries, being 2.5 gnd 2.4 per cent
rezspectively. The next step is to calculate the required
defence burdens for each country taking into account

the corresponding adjusted tax rates and using the U.K.

as z standard. The aim is to calculate a required
defence burden for each country for the two years, so
thet the burden is in direct proportion to the adjusted
tax rate. In 1958 the U.K. devoted 7.8 per cent of her
G.iv.P. to defence, and it is assumed thatl this was
appfopriate for her income per capita. For 1558 the
ratio of the adjusted tax rate to the .defence burden

for the U.K. wes 20.5/7.8 = 2.628, thereforc to find

the resvired defence burden of all other countries 1%

is neccessary to divide their adjusted tax rates by 2.628,

-
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and thiz is done in column (2) of Table 4.4. ™The same
procedure is used to calculate the required defence
burdens for 1977, which appears in column (4). Since
the adjusted tax rates are derived from g prozressive
tax formulg it follows that those countries —ith g
higher per capita income than the U.X. will be required
to carry a higher defence burden. In the case of Turkey,
with the lowest per capita income in N.A.T.0. the
calculated reguired defenoe_burdens were low, being 1.0

and 0.6 per cent for 1958 and 1977 respectively.

ITn Tables 4.5 and 4.6 the required defence burderns
and ‘the required defence expenditures are compared with
the actuals for the years 1958 and 1977. Because these
calculations have used the U.K. as a standard then her
defence ccmmitment appears to be appropriate in both
vears. It would have been an eaéy matter to have used
another, or even all, countries as a standard in turn
(Kennedy, 1979)  but this would not hazve affected the
over-all conclusionvthat”the poorer members of N.A.T.O.
have borne an unfair share of the defence burden. TFor
Greece; Portugal, Turkgy and the U.S.A. the aqtual defence

4

burdens and defence expenditures are above the required

Ne

levels for  both 1958.and 1977. The remaining members of
N.A.?.0., apart from the U.K., do not carry a defence
burden that can be justified using the criterion of
equity used here. In the case of Turkey her excess
lefence burden (actual minus required) was higher than

for ¢ny .other country in both 1958 and 1977, and,
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m AT d
A AIJILEJ 4— e 5

Allocations to Defence by N.2.7.0. Countries

using the U.¥V. c¢efence burden

as a stendard, 1958

Def.

glso I.I.S5.5. (1964).

Required Actual G.N.P, Exp. Required
Defence Defence U,S. gb. in Def. Exp.
Burden  Burden U.S, $m. in U.S. 7Zm.
Country (1) (2) (3) (4) (5)
Norway 7.6 4.0 4.0 160 305
U.S. A, - 10.7 10.9 455.0 49591 34577
Canada 9.1 6.0 3%.9 1356 3084
Germany 7.6 3.4 57.9 1968 4399
" Denmark 7.6 2.3 5.0 164 378
Belgium 7.6 3.9 10.5 403 194
Prance 7.6 7.9 49.6 3916 3767
Netherlands 7.3 5.0 9.5 473 690
U.X, 7.8 7.8 64.5 . 5053 5053
Italy 6.2 4¢3 29.3 1262 1819
“Greece 349 5.8 361 182 122
Portugal 1.1 4.5 2.1 g6 24
Turkey 1.0 4.5 563 239 53
Source: As FTor Table 4.2,

Defence expenditure figures are based on the I1.I.5.85.

definition of defence spending whic

from national budget estimates.
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T.ABLE 4’06

locations to Defence by N.A.T.O; Countries

using the U.K. defence burden

as a standard, 1977

Required Actual G.N.P. Def. Exp. Regquired

Defence Defence U.S. 2b. in

Def. Exv.

Burden  Burden U.S. gb. in U.S. gb,
Country L (@ () (4) (5)
Norway 5.7 3.1 34,2 1.1 1.94¢9
U.0.A. 5.7 6.0 1874 .4 104.% 106.829
Canada 5T 1.8 197.1 %43 - 11.235
Germany 5.6 34 501.1 17.1 28,056
Denmark 5.6 2.5 41.0 1.1. 2.296
Belgium 5.5 3.4 T4 .4 2.5 4.092
France 5.4 3.6 387.1 13.7 20.903
Netherlands 5.4 3.6 99 v4 3.7 5.3%68
U.Xk. 5.0 5.0 24°7.1 12.4 12.355
Italy 4.3 2.4 194 .4 4.7 8.359
Grecce 3.7 5.0 25.9 1.3 0.958
Portugal 2.1 343 18.1 0.5 0.380
Turkey 0.6 5.7 46.5 2.6 .0.279

Source: 4s for Table 4.2,
also I.I.S5.5. (1973).
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furthermore it increased from 7.5 per cent to 5.1 per cent over the
period.

It wag pointed out earlier (p. 117) that these czlculations
have been based on nominal GDP per capita. Recent work by Kravis
et al.(l978)80 kas shown that real GDP per capita adjusted for
differences in the purchasing power of currencies reduces the
apparent gap in per capita incomes between rich and poor countries.
Nevertheless, even if real GDP per capita had been used in these
calculations (this was done for 1977 but not rresented) the
conclusidns'would have been broadly the same, for 1977, at least.
Using the real per capita incomes given by Kravis et al. for 1974
it was found that in 1977 Turkey, Greece and the USA all contributed
more than their 'fair' share to NATO derence, ari Turkey's excess
defence burden at 3.5 per cent was the highest within NATO. Moreover,
even if allowance is made for US economic assistance 'given' to
Turkey to cover part of the military burden the conclusion is
unaffected. Turkey along with the other poorer members of NATO,
have taken on g disproportionate burden of defence. While it ig true
that defence expenditure in Turkey has also had a very important
domestic role, o that not all of the defence allocation should be
credited to NATO, it is doubtful if this can fully account for the

unequal defence burden.

When the tax rate calculation takes intn account both direct
and indirect taxes and benefits then the low income groups become
net recipients, that is the benefits they receive are greater than the
taxes they pay. In this case it has been estimated that Turkey should
have all of its defence expenditure paid for by other NATO members on
grounds of equity. The detailed calculations for this are given in

Appendix 2,

Before leaving the topic of Turkey's share in the NATO defence
burden, one further set of calculations will be considered based on
equal proportional burden sharing, and this ic shown in Tables 4.7
and 4.8, for 1958 ard 1978 respectively. In both Tables column (1)
gives the GNP of each member in US g billion; column (2) gives each

countries' share of the total NATO income; 001(3) the defence expenditure of
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each country in U.S. gs column (4) gives each country's
shaﬁe of the total N.i.T.0. defence éxpenditure;-column
(5) gives an estimate of what each country should spend
on defence, gssuming that total N.A.T.0. defence spending
remained as 1t was feor the two years, but each country
contributed according to its share of N.1.7.0. income;
and column (6) gives the actual defence burden for

each member. The interesting data appears in column (5)
since these estimates sssume that members contribute

in proportion to the size of their G.N.P., which is
equivalent to each country contributing so that the
prdportion of defence expenditure per cgpita to income
per. capita is the same. First of all locking at Table
4.7 (1958) it can be seen that 7.87 per cent of N.A.T.O.
income was given over to defence, and the only countries
~that contributed their proportion were the U.S5.A.,
France and the U.K. All the other countries, ihcluding
Turkey, shcul have contributed more. By 1978 the
N.AT.0. defence bﬁrden haa féllen to 4.4 per cent, see
Table 4.8, which lefi four countries paying more than
their fair share - Greece, Turkey, the U.K. and the
U.S.4., - with two of those countries enjoying per capiva .

incomes well below the average fer N.A.T.0.

5, Iconomic and Power Interests of the HMilitary
Eatablishment
There nre two obvious major interest groups that
heve a stale in the level of military expenditure - the



Required Defence Expenditure

for Ecusl Proportionsgl Burden Sharing, 195

joo
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G.N.P., Share Def. Share mgual Actual
U.S. of Exp. of Propnl Def.
2o, NATO U.S. NATQ Def Burden
% m., % EXp.
U.S.3m.
Country (1) (2) (%) (4) (5) (6)
Belgium 10.5 1.3 408 0.6 843 3.5
Canada 33,9 4.1 1356 2.1 2660 - 6.0
Denmark 5.0 0.6 164 063 389 343
France 49,6 6.0 %916 6.0 3892 7.9
Germany . . 57.9 7.0 1968 3.0 4541 2.4
Greece 3.1 0.4 182 0.3 259 5.8
Italy 29.3 3.6 1262 1.9 2335 4.3
Netherlands 9.5 1.2 473 0.7 778 5.0
Norway 4.0 0.5 160 C.2 524 4.0
- Portugal 2.1 0.3 96 C.1 195 4.5
Turkey 5¢3 0.6 239 0.4 389 45
U.X. 64.8 7.8 5053 {8 5053 7.8
U.3. 4. 435.0 55.2 40591  76.4 35807  10.9
Total 824.5 64868 64868
Sources: Column 1 U.N. Statistical Yearbook,
1969.
Column % derived from I.I.S.S. (1966).
: N.4.T7.0. Defence
Note: N.A.T.0. Defence Burden: Expenditure

NeA.T.C. Income

= 7.87



TABLE

4.8

Reoguired Defence Exvenditure

for Equal Proportional Burden Sharing, in

Country

Belgium
Canada
Denmark
France
Germany
Greece
Ttaly

- Luxembourg

Netherlands -

Norway
Portugal
Turkey
U.X.
U.S.A.

Total

*  Source: I.1.S5.8. (1978)
¢.N.P.: (World Bank Tables).

Jotes N.,A.T

N.A.T.0., 1978
G.N.P. ©Share Def,
u.s. of Exp.
2b. yao o U.S.
% go.
(1) (2) (%)
89.1 2.1 2.476
215.7 5.1 %635
50.6 1.2 1.320
440.2 10.3 17.518
587.% 13.8 21.3%25
30.6 0.7 1.523
218.3% 5.1  5.610
3.2 - 0.037
116.9 2.7 4.208
39,0 0.1 1.291
19.5 - 0.568
51.7 1.2 2,286
280.7 6.6 13.579
2128.0 49.8 113.000
4270.8 188.406

~d

. .‘N‘o.‘AoToOo
.0. Tefence Burden: Ixvenditure

s.I.P.R.I. (1980)

Defence

N A.T.0., Income

Share 'Equal Actusl
of Propnl Def.
N ATO Def. Burden
U.S.2b. .
(4) (5) (6)
1.3 5957 343
1.9 9.609 2.0
0.7 2.261 204
9.3 19,406 3.9
11.% 26,000 3.4
0.8 1.319 €.7
3.0 9.609 2.4
- 0.141 1.1
2.2 -5.087 33
0.7 1.720 - 3.3
0.3 0.860 3.5
1.2 2.281 5.1
T2 12.435 4.7
60.0 93.826 5.1
1388.406

4.4



military leaders, snd the firms that are engaged in
producing military hardware or supplying the day to

day consumption needs of the armed forces.

Military ieaders can be assumed to derive utility
not only from the salaries they receive but also from
tiie power and prestige that they possess, which itself
is @ function of the level of military manpower under

their control and the size and sophistication of military

hardware. This suggests the following utility function:

U= £(s, M, H, T)

fl

where U Utility

| S = Military Salary

M = HMilitary MénpoWer under their control
H = Military Hardware

T = the Technology and sophistication of military

equipnent

If military leaders are utility maximisers then
they have a reascon to see‘military expenditure as high
28 poséible. A higher level of military spending permits
hizher salaries and/orfmore soldiers and/or mere tanks,
helicopters, aircraff or guns which all give increased
levels of utility. There can be little doubt that
nilitary leaders are concerned with the power and prestige
they possecs. After the 1960 ccup in Turkey there were
come elrments within the military leaderchip that believed

ihere should be a more permanent involvement of the
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military in the future politics of Turkey.®! Those

officers who participated in and supported the 1960

coup believed that civilian government had been betraying
Kemalist ideals. The buresucratic elite found their
power declining, and the same policies deprived the army

Fag

of its traditional role as guardian of the pesace.
Significantly one of the measures taken while the nilitary
were in power was to increase the pay of the military so
as 1o restore not only their real incomes, but also their
morale. Given the obvious power of the military in post-~
war Turkey the tbesis‘that the 1evel of military
expenditure is determined in part by pressure exerted

by the military itself seems plausible, but it will be

argued that this has not been resisted by the politicians.

The other important interest group with a stake in
the level of military spending are the firms that supply
the arms, vehicles, petrol, clothing and food to the
armed forces. Any cutback in the size of military
spending would adversely gffect those firms supplying
military requirements. There is a great deal of literature
on the‘impact of military expénditure on the U.5. economy.
Clayton (1962)82 described in detall the enormous econonl
impact that military.expenditure has had on firms in
California. Buck (1965)83 stressed the strong backward
linkages that military expenditure induced in the U.S.
which reculted in a positive net productive effect after
silowing for the sbscrption of resources for nilitary

. 04
o ] Q
purposcs. Burton and Dyckman (1965), ' Isaard and
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[~
Schooler (1965)8’ and Peterson and Tietout (3 963)“6

present evidénce to show that disarmszent wculd have
serious negaflve effects on the entire Californian ecoromy.
The busiress of producing arms and supplying the military
is virtually risk free yet enormous profits are earned

by firms fortunazte enough to receive military contracts.87
4s most of the large military contracts in the U.S.A. go

to the giant corporations, which possess considerable
political muscle, there is pressure on the U.

to maintain or increase military spending.88_ It is also

3. government

in thehinterests of'the military elite, as was previously
argued, and the politicians whose careers depend upon the
mllltary sector to puca for more militery spending.

This clearly implies that there are several powerful
groups in the U.S. with mutually consistent interests
(Wright NMills, 1956)°7 who are able lo make wilitary

spending scceptable.

Seversl writers have studied the military industfial
complex in the U.S. Allison (1971)%% ana Halperin (1974)%°
stress the bufeaucratic procéés within the state as
detevmining th: method by which military hardWare is
procured, whereas lelman (1974)93 and Rosen (1973)
emphasise the militafy - industris}! complex. Rosen

c .
concludes:)4

"The U.S. (and the Soviet Union) have developed
extznoive industrial sectors orientated to nilitery

~

orders for their output. A by-product of this development
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is the creation of a class of individuals whose interecsts
are served b& defence spending. The careers of related
managers and (on the U.S. side) the profits of owners

and share holders are tied to high levels of military
preparation ... These industries are in critical sectors
of the economy. On the U.S. side, they include the
largest industrial corporationsand the crucial capital
goods industry... On both sides, the most powerful
interests in the economy are substantislly tied to

continued high levels of military procuction.”

The validity of the 'military-industrial' thesis,
as an explanation of the magnitude of military spending
in the U.S.4. and the U.S.S.R., seems to have been
established, but it is not so ciéarly perceptible that
the same applies in other countr;es. Turkey is interesting
in this respect because in 1960, whiie the military were
in power, the Armed Forces Mutual Assictance Fund (Ordu
Yardimlasma Kurumu or O0.Y.A.K.) was set up which was
instrumental in establishing the military as private
entrepreneurs. Under O.Y.A.K; rules; regular offiéers
in the‘armed fueces, who number about 50,000, pay 10 per
cent of their salaries‘into the fund fer eventusl
reimbursement. The funds have been invested throughout
the economy and by the early 1970s 0.Y.A.K. had become
one of the country's biggest and most pervasive
conglomerates, solidly integrated into the economy.

By 1972 0.Y.4.X. had controiling interestes in the

Turkish isutomotive Industry, a company that assendles

.
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International Harvester trucks and tractors; 1L, A.T.,

s truck and fractor sales firm; the O.Y.A.K. Insurance
Company; T.U.K.4.5., & food cenning firm; and a

%3 millicn cement plent. 0.Y.4.K. also held g 20 per
cent interest in the 50 million Petkim Petrochemical
Plant; 8 per cent of the State-owned Turkish Petroleum;
42 per cent of O.Y.A.K.-Rengult and 7 per cent of the
Turkish subsidiary of the Goodyear Tyre Company.95
Trom en 1n1t1a1 1nvcstrent of &.,6 T. L.million in 1960
0. Y AK. bad grown to 502 T.L.million in 1970 gnd had
assets of SBOO m¢711on (aPPTOY1mately 4000 T.T. nillion)

in 1972.9°

Dﬁring the 1960s there developed a new closer
relationship between the political, the industrial and
commercial capitalist class and thne military. The upper
echelons of the army began to take up positions within

tne buresucracy, or were recruited into private or

state enterprise and many were sent abrcad as ambassadors.

0,Y.A.K. was given special tax allowances. t was not
required to pay any cof the 25.per cent corporation tax
on its‘earnings. It was alsc exempt from paying the
, o

10 per cent tax charged Tor business transactions, and
the payments made to and by members were not charged
income or inheriﬁance tax. Furthermore, 0.Y.A.K.
companies were given preference in supplying army needs

99

and contracts were even rigged.

t

Beginning in the. 1960s the Turkish economy came to

.
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be dominated by a 'mixture of state, bank, industry,
foreign and ﬁilitary capital.'loo The military had an
interest in preserving stability and the status quo,
and the political and financial oligarchy saw the army
as the guardian of the new regime. From the late 1960s
the growing strength of D.I.S.K. and the Turkish Labour
Party could only be held in check ultimately through
the power of the militéry, and the fortunes of politicians
and capitalists becameAlinked tc those of the military
officers. All three elements in the power elite within
Turkey have‘had alstake ih,the maintenance ¢f economic
and soclal stability and this has meant a commitment to
'Cdntihdéd high levels of military spending.’

”J

6. Economic Policy

The Under-Consumption Thesis -

The Marxist analyesis of capitalism emphasises the
fundamental laws of motion of the systemr which if left
unchecked lead to veriodic economic crises and eventual
brezkdown. Into this analysié it is necessary to introduce

101

the state which is assumed to intervene to stabiise

)

the economy or expend asgsregate demand.

o0

'Capitalist crises arise for two reascns. Firstly,
because of the inevitable tendency for the rate of
profit to decline with a rising organic composition of
copital, or secorndly, beczuse the surplus cannol be

realised, and is held in the form of unsold commocitles,
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i.c. the under-consumption thezis. The reslisetion
problicm oocufs'when the growth of the forces of
production generates a potential output which is greater
than effective demand, which itself may be limited by
the attempts of capitalists, or the state, to keep wages
down. Both versions of the crisis regquire the state to
intervene (in the interests of capital) to expand state

expenditure.

It was Rosa Luxemburg (1913)792 who first recognised
the role of militery expenditure and arms production as
2 purely economic weapon to aid the procesé of capitalist
~accumulation and surplus-value realisation. According

to Joan Robinson:(l9-63):103

"The analysis which best fits Rosa Luxemburg's own
argumeﬁt, and the facits, is that armaeaments provide an
outlet for the investment of surplus (ovgr and above any
contribution there may be from forcea caving out of
wages) which, ualike other kinds of invastment, creates
no further problem by incfeasing»productive capacity
(not to mention the huge new investment opportunities
created by reconstruction after the capitalist nations
have turned their weapons égainst each other."

4

This interpretation of the role of military expenditure
— P '
is taken up by several writers.lo4’109’loo"o7 The
argument they present is that advanced industrizl

capitalist societies have a problem of absorbing the

surplus. The Second Vorld “/ar mopped up the surplus of
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the late 1930s but the crises began torreappear in the
late 1940s. The only way that the capitalist economies
could be stabilised was through vast military spending
and the space race. Thé 'permanent war economy' was the
state's answer to the under-consumption bias in the
capitalist system, and arms prcduction had the advantage
of being ideologically acceptable to the capitalist
class. Arms productionfdoes not compete with private
interesgts nor does it create productive capacity yet

it generates employment and investment opportunities

and therefore moderates the tendency for the rate of

profit to fall.

Cvpher (1974) studied the macroeconomic effects of
miiitary expenditure on the U.S;'economy in the post~
war period to determine to what extent such expenditures
" have been used as an instrunent Qf capitalist planning
in order to stabilise the U.S. economy and reverse the
tendeﬁcy towards secular stagnation. H: argues that
military expenditure has been'an instrument of capitalist
planning; énd through the multiplier accounted for about

25 per cent of G.N.P. in any one year.lUB

It cannot be denied that military expenditure can
expa;d output and reduce unemployment but it is not
sufficient to establish a correlation between them as
evidence that the state has purposefully chosen to use

military expenditure to combat under-consumption tendencies.

“het would be required is evidence of a 'state reaction
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function' and Swith (1977) Ffinds no evidence for g
'systemafic'bcsitive reacion function' using tire series
data for the U.S.A. and the U.K. 1In the case of the
U.S. it would be neéessary to conclude that the Korean
vlar, 1851-53, and‘the Vietnam WVar, 1966-69, were

entered into primarily to achieve full employment, and
this seems implausible.lo9 Furthermore, there are
theoretical grounds for'questioning the theory of the

.
'permanent arms economy' as Purdy (1973)1*0

argues,
since‘the long run development of capitalism is unlikely
to be held back by a reaiisation problem. Not is it
clear wny nilitary éxpenditure should be adopted to cope
with unemployment rather than investment in the welfare
state; since military activity is largely capital
intensive and cannot be adjusted quickly, so it is

unsuitable for stabilisation purposes.

The thesis that military expenditure is used as o
tool of economic policy is unlikely to help in |
understanding military expenditure growth in Turkey.

The high levels of unemployméht in post-war Turkey,

which reached 20 per cent towards the end of the 1970Cs
have no* been the resuit of problems of absorbing the
econpmio survlus, but rather the result of repeated
failure to achieve planned levels of investment, too much
emphasis on capital intensive projects, the high rate of
popul.ation growth, and an inability to expand export

¢

narketa,

Turikey began to operate a series of five year plans

- 136 -



beginning in 1963 but this does not wmean that the

Ministry of Finance was able to 'fine tune' the economy
“through discretionary fiscal policy, or that military
expenditure was z taol for stabilisation purposes. The
Armed Torces have always been represented on the National
Security Council even in peace time, and this is the
cdmmittee wnhich reviews and makes recommendations on
internal and external éécurity to the government. The
militéry has had_a direct and dominant say in the
formulation of defence policy since 1960 and militar
expeﬁditufe has béen largely determined by Turkey's
foreign policy and internal security rather than any

desire to stabilise the level of activity.

To confirm this view it wés decided to test the
under~00ﬁsumption thesis using regression analysis
and annual data for the period 1952-Y6. The argument
is that market economies are likely to eiperience &
deficiency in szgregate demand as they become more
affluent, that there is a growing surplus and the problem
becomes cne cof absdrbing the surplus. Military
expenditure is one way of absorbing the surplus which
counteracts the tendency townrds stagnationwand crisis,
so the test consists bf estimating whether the share of
military expenditure in G.D.P. is related to the G.D.P.,
G.D.P. per capita or unemployment. The following result

was obtuined:



%/GDP = 0.141 + 0.0009 GDP - 0.00006 GDPC
(4.9 (2.8) (3.0)
+ 0.00003 U + 0.025 D
(0.5) (4.5)

sy
i

0.883 S = 0.0029 NE = 0.048 DV = 1.6

where X = Turkish military expenditure
GDP = 21ross domeéfic product
GDPC = gross domestic product per capita
U = Levei of unemployment, 000's
'D =‘dummy Vériable with vaiue 1 forAl975 and 1976

and zero elsewhere.

The R° and the value of S/ME indicate a feirly zood
fit over-all, but the result shows g positive relation
with G.D;P. and not with G.D.P.C.j and as the latter is
- the best measure of affluence, it casts doubt on the
under-consumntion thesis. The coefficient on U is also
positive, but not significant, slthough if we ignore
- the signifioance and concentrate on the sign of the
coeffibienf this may be interpreted as providing further
evidenée against the under~consumption thesis. When
nilitary expénditure 2s a pfoportion of G.D.P. is high
then, assuming ceteris paribus, there should be a higher
level of economic activity and lower levels of
unenployment, which would give a negative coefficient.
However, in this case there is another possible interpremtion,
which ie based on the causality running in thé opposite

direzticn. Thus high levels of unemployment may cause
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the government to respond by spending rore on defence
which would give a positive coefficient. In ano*her
regression, not reported, it was also found that the
coefficient on"unemployment lagged one year was also
positive, but again not significant, so it should not

be taken as good evidence for the under-consumption thesis.
A5 regression analysis can not establish causality (only
correlation) then the ébrrect'interpretation nmust be

based on other evidence, and that evidence does not

support the under-consumption thesis.

Cost Effectiveness

Recent literature '’ on the budgetary and fiscal
arrangements for planning and controlling defence
expenditure in the U.S. and Britain indicate that the
. methods of allocating resources to defence have been
inefficient. Tn Turkey military expenditures are
determined within the National Security Council which
is dominated’by'the Joint Chiefs of Staff. This
administrativé form'ofvdecision making can give rise
to inefficiency at two levels. PFirstly, there is no
vy that the éppropriate level of total military
expenditure can be defermined in order to maximise
a social welfare function, bearing in mind that there
are oversll resource constraints. Secondly, it is by
no meansvcertain that the allocation of military inputs
between %he various branches of the military éstablishment

will be optimal. The power structure between the chiefs

.
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of sﬁaff of each of the armed services may well
determine thé ellocation of resources between them,
particularly if they as individuals are 'empire
builders' and take a parochial view. This procedure
can easily result in the output of military services
not being maximised for a given level of inputs, and
can lead to an imbalance in military forces. To
overcome this second pfoblem there needs to be forward
planning and co-ordination between the armed forces

but this is frequently lacking.

Hartley (1974) points out that becsuse defence
sctivity is a public good there aré.no private markets
to establish the price or wvalue of the output which
could then be used to determine soclety's evaluation
of the’product. As military rquirements»are likely
to be expressed in absolute terms, the question of
whethér the defence hudget is appropriate tends tc be
ignored, so there is no attempt to consider whether the
level of military expenditure is worth the cost in terms
of what is forgone, that is Whether there 1is allocative

cifficiency.

It is algo necéasary to consider the'cost and
defefice effectiveness of alternative force arrangements
end alternative wéapons systems in relation to some
specified objective." (Hartley, 1974).112 Efficient
2llocation reouires the military to analyse marginal

cocts too, but this is rarely done.113 In order to

.
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select the most suitable equipment for the fulfilment of
military tasks, systems analysis, operations research
and military studies are required so as tc objectify

the definition of gosls and objectives, to assess the
ricks involved in each alternative and, finally, to
identify the most cost effective solution. The kind of
specialised research facilities and expert knowledge
that is required for miiitary decision making is not
availlable in Turkey. N,A.T.0. hes recognised that thers
is a need for a cpmprehensive frsmework for defence
planning over the longer term, but in»practice has

urged member countries to compensate in full for the
effects of inflation and to inc.ease expenditure on new
equipment. Until Turkey adopts functional coéting and
coeat effectiveness techniques there is the possibility
that the military will absorb more resources than is

consistent with allocative efficiency.

Growth of the Fublic Sector

Another issue that has.reéeived a 1ot of attention
in the literature in recent years has been the growth
of the public seétor, which has been aroused by the very
substantial inoreaseé that have cccurred in public
ezpenditure in a number of countries. In Britain much
of the interest in the 1970s was focussed on the work
of Bacon gnd 2ltis (1976)114 who argued that the poor
verformance of the U.X. econowmy, particularly after 196¢,

was largely due to the growth of the public sector.

A\]

- 141 -



Turizey has a}so experienced a considerable growth in
public expenditure, both in gbsolute terms and in
relation to G.N.P., in thé post-war period. The growth
of public expeﬁditure is summarised in Table 4.9, and
shows that as a percentage of G.N;P. it increased from
17.4 per cent in 1952 to 24.5 per cent in 1976, while
at constant prices it rose from 9.9 T.L. billicns to

'5/.8 T.L. billions.

TABLE 4.9

The Growth of Public Expenditure

in Turkey, 1952-76

Total Budget Budget Expenditure
. Expenditure - as percentage
*
g in TL billion of GNP
1952 | 9.9 17.4
1960 13.4 18.5
1968 29,2 - : 22.2

*
Note: at constant, 1970, prices.

Scurce: Turkey: An Economic Survey, 1977.
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The first major theoretical attempt to explain the
growtn of state expenditure is founc in the wori: of
A. Wagner, who, writing in the second half of the
nineteenth century, argued for g "laonf'expanding
state expenditures." Wagner's Law, as it has become
known, argued that, for industrialising countries with
rising per capita incomes, state expenditure would tend
to expand nmore quickly”than other sectors of the economy.
There are g number of developments in an industrialising
socety which would help to explain the growth in relative
importancé of'the public sector. The most important can

. 115
be summarised as follows: -~

1. the increasing complexity of iegal relationships
and communications, which arises with the greater
division of labour during industrialisation, as
well as the rise in populatlon_density and
urbanisation, which necessitate the expansion
of the protective (security) and administrative
functions of the state.

2. an expansion of bultural and welfare expenditure

| under the pressure of social progress which
renders these aotivi%ies 'superior goods' or
s ‘luxuries.' '
"3, technological progress and the accompanied
increase in the scale of production which make
public corporations preferable to private

.

monopolies in the interests of econoumic efficiency.

Wagner was arguing that sgcurity expenditure would



inevitably rise with the growth of the state, as the
armed rorces grew in size and their cguipment became
more sophisticated. Moreover as democratisstion
advanced, 1in the sense of wider political participation,
internal conflict between different strata of society
would necessitate expansion of the security forces.
State expenditure on cultural and welfare facilities
would also rise in liné with economic deVelopment as the
state took on responsibility for education, heglth and

welfare.

The reasons advanced by Wagner in support of his
law have peen criticised on several grcunds. One of the
most important criticisms is that his explenation is
based on an acceptance of the 'organic' theory of the
state, so that his explanation depends upon the validity
cf that theory. As Peacock and Wiseman put it:

"It cannot be accepted, then, *that Wagner succeeded
in demonstratirg that a secular increase in community
output must inevitably produce a more than proportionate
secular growth in the importance of government services.,
Ultimaﬁely, the law of increasing government expenditure
is.a corollary‘of the political philoscphy snd
interpretation of hiétory that Vagner accepted. His
'preoaft of the existence of such a law, therefore,
depends upon the validity cf the organic theory of the

116 Even if we cbserve

stete upon which he relies."
that the empiricel work done on the Law confirms the
gerersl proposition of expanding state activity it does
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not follow that there will be a unilinesr relationship
between industriszlisation and state expenditure irrespective
of the form of the state. Furthermore, it is necessary

to explain not only the trend of publié expenditure as

a proportion of national output but also its fluctuations
over time, and it is unlikely that industriglisation can

do this.t1?

It was decided tc test whether Wagner's Law can
help to explain changes in the military burden. Once
sgain using ennual data for the period 1952 to 1976
regression analysis has been used to find out if a larger
share of state expenditure in ¢.D.P. was explained by
incressing industrialisation. The following result was

obtained:

SE/GDP = T7.582 + 0.00%539 GDFPC
(2.4) (4.1)

RZ = 0.432 S = 3.376 ME = 20.1 DW = 0.7

where SE = state expenditure
| GDP = gross domestic product
GDPC = gross domestic product per capita,
constant prices. o '

*The result confirms the validity of the general
Probosition of the rising relative impbrtance of.the
public sector, with GDPC as the proxy for industrialisation,
but the Durbin Watson statistic iﬁdicates some nositive
|
serial correlation. The R2 is quite lcw and the S/E

value high so there must be other factors that have
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influenced the growth of state expenditure. As Yazner
gave tne growth of security expenditure as one of the
reasons for the more rapid growth of the public sector
we would also expect the defence burden to be positively
related to G.D.P.C. This was also tested with the

following result:

X/GDP = 0,068 - 0.00001 GLPC + 0,03 D
(16.3) (5.0) (8.7)

R™ = 0.78 S = 0.003 ME = 0.049 OW = 1.2
where D = dummy variable.

This result shows that there is a‘negétive relatic:
between the military burden and G.D.P.C. (industrialisation),
and that the growth of security'expenditure does not

contribute to the relative growth of state cxpenditure.

There have been a number of studies carried out to
test whether defence expenditure is part of the relative
growth'of the public sector. Martin and Lewis (1956)118
carried out & cross-section aﬁalysis of 16 countries,

10 of &hich were L.D.C,.'s, and concluded that higher
daTence burdens were rositively related to affluence
although much more iﬁbortent for rich than pocr countries,
but the sample was rather small to give unambiguous
results. Another cross-cection regression anslysis was
cerried out by Lotz (1670) who investigated defence
czpenditure along with other aspects of public expenditure
for 27 L.D.C.t's usinghdata for the 1960s. Lotz found

e
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that military spending was not closely related io the
level of economic development. He obtained the following

result:ll9

D/Y = 0.262 - 0,006 Y/P + 0.02 MX

(3.5) (1.8)
+ 0.048 U + 0.081 B/Y
(2.6)  (2.2)
R® = 0.366

. where D = defence -expenditure

Y = G.N,P.

P = Population

X = mineral and oil exports (proxy for.natural
resource endowﬁent)

U = proportion of population urbanised

B = Budget expenditure

The relation between D/Y and B/Y is positive which
supports Wagner's Law. There is also a positive coefficient
cn U, which can be taken'és a proxy for economic
develobment, giving further support for Wagner's.Law.

The coefficient cn MX is positive as would be expected
since mineral and oil exporits provide economic resources
.which permit défence spending and may also be the reason
for it, in order to protect valuable resources from
externgl attack or internal secession. The coefficient
on Y/P is, however, negative, while this should have

been positive according to Wagner's Law.

- 147 -



The use of cross-section studies to test Vagner's
Law suffers, however, from a lack of historical dimension.
Implicit in cross-~section studies is the assumption that
the poor countries, as they develop, will imitate the
richer countries with respect to their pattern of public
‘expenditure, irrespective of different economic, social,
political and strategic motivationsf Wagner was concerned
with the tendencies toﬁards the relative growth of the
public sector within a country, which can only be
adequately tested with time series data., Therefore it
was decidéd to test a similér relationship using time
series data for Turkey over the period 1952-76. The

following result was obtained:

X/GDP = 0.078 -~ 0.00001 Gbpc -~ 0.0013 IND
(1.2) _ (2.1)
+ 0.0006 SE/GDP + 0.028 D
(2.5) (7.2)

R = 0,844 S = 0.003 ME = 0.049 DW = 1.7

where IND = share of industry in G.N.P.

On the one hand the positive relation between X/GDP
and 35/GDP is precisely what one would expect from
Wagner's Law, but once again the coefficient on G.D.P.C.
is negative, as too is the coefficient on industrialisation.
As both of the latter two variables are proxies for
economic development then one essential element in
?agner‘s T.aw would seem to be in doubt. Lotz also found
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a negative coefficient on G.D.P.C. (Y/P) which he *ried
to explain in terms of certain indivisibilities im
military supply. Small or poor countries with low
national incomes would have to spend a higher proportion
of their income on security, and as their per capita
incomes grew the defence burden would decline. This
hypothesis does not hold for Turkey where the size of
the military has always been very large and certainly
above g basic technical minimum. It is more likely that
the military and political leaders in Turkey, with U.S.
assistance no doubt, have detérmined the size of the
military with respect to an absolute level of force
capabiiity, which has meant a declining defence burden

(apart from after 1974) with a rising per capita income.

Although most of the empirical studies made on

- Wagner's Law seem to support it,<they have not established
what variables determine the growth ol state expenditure
nor have they been able to identify the processes through
which 1t occurs. It is likely that there is no single
factor which explains the relétive growth of the public
sector; or its components, and the factors in ény case
are likely to be differént for different countries or

fof the same country ét different stages of development.
Peacock and Wiseman's analysis of the growth of public
expenditure in the U.K., which emphasises a displacement
effect, due to, for example; external threat that shifts
public revenues and expenditures to higher levels, can

only be part of the explanation, and it is unlikely that
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it has any relevance for Turkey in the post-war neriod
Summary

This chapfér has considered several possible
explanations of the growth of military expenditure in
Tarkey in the post-war veriod. There is no evidence to
support the thesis that military expenditure has been
used as g tool of economic.polioy to control the level
of unemployment or to stabilise the main macrceconomic
variables. What has emerged is that the military in
Tufkey must be understood in terms of its position within
the state bureaucracy where it performs a strategic role,
in maintaining the existing power structure. The
military is part of fhe pelitical 'superstructure' in
Turkey and as such it is not neutral, but is intent on

2 » '
‘supporting the hegemononf Western values. There are

four elements to the manoeuvres of the military.

The militavy ere regardéd asAthe guarantors of
. .

national security, defending the nation against the
threatpof rivals. There is some evidence that an arms
race has occurred between Turkey and her main opponenis -
the U.S.3.R., the dJarsaw Fact couniries and Greece.
Closély related to the previous explanation is the role
-given to Tufkey by the U.S. and other N.A.T.0. members in
defending Western interests against the threat of
communism, which at the same time helwus to keep much of
the world open o free {(capitalist) trade. Vithin Turkey
the military have had the prime function of preserving
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the economic and social status quo, which has meant
conservation‘and opposition to radical solutionc as
expressed by the labour movement. The miliftary has also
fulfilled an ideological role in exposing all conscripts
to Western values and by creating a sense of pride in

the nation state. Finally, there is evidence that during
- the 1960s and 1970s the military establishment became
fully integrated into;%he Turkish economy with investments
spread throughout the manufacturing sector, which gave

the generals further reasons for maintaining the

existing economic and social system.
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CH:FT:EN 5

ARMS PRODUCTICHN

Intrecduction

As an old imperial power Turkey has long vossessed
arms production facilities but by the twentieth century
she had ceased to be a‘ﬁajor preducer. At the end of
the 3econd World War Turkey was able to produce light
arms =nd ammunition but little else in the way of weapons.
There were plans to build up an arms industry in the
late 1940s, and it was intended that an aircraft industry
be created, but the flow of U.S. military aid mede it
all unnecessary. Turkish plans to build up domestic

Os

N

arms production re-emerged in the 19 y L
result of the cutback in the U.S. military assistance

programme and the increasing burden ol arms imports on
the balance of payments, but it was not until the U.S.

arms embsrgo was imposed in 1975 that priority was given

to e

v}

tablishing a domestic arms industry.

In 1976 Turkey was one of 46 cdeveloping countries

o
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Key:

Ships Form

of Production

Large warships

Medium warships (up to 300 tons)
Small warships, patrol boats
(below 100 tons)

Submarines

Missiles

Missiles and rockets

Armoured Vehicles

Tanks, armoured personnel carriers

Small Arms

Small arms and smmunition

Electronics and gvionics’

=

None

L = Jicensed production and technical assistance

I = indigenously designed and produced

p = planned

The production of warships under license began during

over 1000 tons.

Dockyard

2

the 1960s and by 1968 Turkey was committed to developing
new and modified domestically designed fighting ships
(desfroyers, frigates and escorts) with a displacement
The first major warships designed and

built in Turkey were started in 1968 at the Golcuk Naval

end were launched in June 1971. As with the
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had to be imported.3 By 1973 Turkey was also planning
‘to produce indigenously designed missile boats, again
powered by imported diesel engines, and in 1976 production
began on Nasty'Class torpedo boats gt the Taskizak Yard.
During 1974 Turkey began to assemble TIP-209 submarines
powered by diesel and under license from Western Germany.
In the same year two o?her agreements were signed with
Western Géfmany, one to produce Jaguar III missile

boats and the other to build missile armed patrol boats.
The prototype of this latter ship was not delivered until
1977, but then after trials, production of the remainder
continued in Turkey. Missile production had began as
early as 1966 since when the Coora 2000 rocket had been
-assembled in Turkey,'with parts imported from Western
Germany, and had even been exported on g small scale to
~the Faf East. A 1975 report by the Turkisﬁ General
Staff4 claimed that Turkey was 90 per cent self sufficient
in the production of light arms, with howitzers, rocket
launchers, machine guns, ammunition and mortars also
being made. The same report a2lso stated that Turkey was
30 per cent self sufficient in heavier weapons and 1% per

cent in sophisticated egquipment.

e
A New Turkish Defence Policy

The mid 1970s were a crisis périod for Turkey.
There were a series of weak coalition governmqnts which
Were.unagle to prevenﬁ a polarisation of domestic politics
with the growing strength of the labour movement on the
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left and the‘emergence of the conservative, Islamic
nationalist Nationa1.Sa1vation Party on the right.
Inflation, unemployment and a'shortage of foreign
exchange began to impose constraints on econonic growth.
The invasion of Cyprus in 1974 broucht Greece and Turkey
-to the brink of war over Aegean rights, and then the
U.S. Congress imposed an arms embargo on Ankara under
pressure from the Greeﬁ‘lobby. It was the embargo more
than anything else that insulted the Turks and led the
country to re-examine its defence policy and re-orientate
ite foreign policy. On the latter Ecevit, the leader of
the R.P.P. has stated:’

"We should make our natiocial security primarily

dependent on good relstions and on establishing an

with all the countries of the regicn.”

There werc moves to strengthen ties with Iran which
led to a grant of £1.2 million in credi* to expand the
Turkish transportation syStém{6 Turkey also made moves
to participate more actively in the Organisation for
Regional Co-operation apd Development. At the political
level Turkey began to give support‘for the Arab position
in the Widdle East ané established 1links with the
Palestinién Liberation Organisation. The new orientation
in foreign policy, which has been called the Turkish
'Ostpolitik',7 was also designed to strengthenolinks
Wwith the Soviet Union and its Balkan allies, although

this was not regarded as being incompatible with
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continued membership of N.A.T.0. There followed a
series of political exchanges between lloscow and fnkara
which strengthen=4d relations betwesen the two countries
and culwminated in the Friendship Agreement of June 1978.
The improvement in Soviet-Turkish relations was
‘accompanied by increased trade and aid flows, joint
investment projects and in June 1979 an agreement was
reached on the construéfion of & Soviet nuclear power
plant in Turkey. At the same time as Turkish-Soviet
relations improved so did relations with Bulgaria and
Rumania, which also led to sgreements on political and

economic co--’operation,8

The domestic counterpart to the foreign policy
‘re-orientation was the new defénce poiicy. On this
Ecevit said:

_"Another factor that we have to keep in mind in
el ving a new sccurity concept, and based on that, g
new defence policy is that our defence cystem and defence
structﬁre should not be a‘burdgn, but rather be a spur
to our economy. We should therefore try to develop
such industries for our defence as would be compatible
with the means of oﬁr economy and which would increase

its productivity."”

From the moment the arms embargo was introduced
Turkey set in motion arrangements to produce a plan which
would make the domestic armaments industry self sufficlent
and be able to comrete in export markets.9 By August

1975 an armaments plan had been prepared by the llinistry
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of Defence and the State Planning Orgznisation, which
would lead té an expansion of arms procduction throush
partnership with foreign companies. The strategy for
defence production contained a list of projects which would
be given priority and would be produced domestically in

the near future: (a) manufzcture tanks, (b) refit

existing tanks with modern equipment, (c) produce

armoured personnel carriers and other vehicles for the
armed forces, (d) produce electronics equipnent,

(e) manufacturc optical implements and equipment,

(f) produce aircraft and»helicopters, (g) manufacture
rifles, machine guns, anti-aircraft and anti-tank

weapens, (h) ammunition, (i) zockets and guided missiles,

10 There

(i) warships, submarines and support ships.
followed a great deal of activity and negotiations
between Turkey and other countries and internationsal
corporations on the question of foreign investment and
licenses to pruviuce arms but not a great déal came from
it. Three years after the announcement of the Turkish
defence plan a U.S. delegétion to Turkey was given an
almost.identical list of military projects that were to
be prcduced in the 'near future', indicating that 1litile
progress had been madg.ll The acnievementis o0f the new
deferlce concept were listed in the Turkish Journal
GunaYdin in September 1877, where it was pointed out
that Turkey was then producing artillery guns, light

infantry arms, Cobra anti-tank missiles, -3 and G-°

heavy machine guns, 79mm end 105mm mortars, TIP-209



™o

submarines and FPE-57-type missile boats. Yet all of
these Weaponé had been planned cr were in prcduction
before the U.S. arms embargo, so that the most tha“ can
be claimed for ithe new defence stratezy was that the

level of production on existing weapons hsd increased.

Nevertheless, beginning in 1975 there wés 5 big
Turkish effort to develop the armaments industry with
foreign assistance. In June 1975 an agreement was
signed with Iran to establish a joint defence industry,t>
and in November of the same year discussions took plaée
between Pakistan and Turkey on the opportunities for
joint military production. Nelither of these approachss
led to any significant developments in the field of
‘arms production, and the fall of the Shah in 1979 brought
an end to the Iranian agreemént, ’More successful was
“the Turkish-I.ibyan agreement of February 1978, which,
accofding to press repofts, included the establishment
of a jointly financed ammunition factory in Turkey.

There was alsdo agreement reached on Turkey supplying
Libya with subm=rines, heavy machine guns, artillery

pieces and shells,14

15

and airmen.”

and training Libyan cadets, N.C.C.s

¥rom g N.A.T.0. viewpoint the most threatening
move by Turkey was to enter into discussion with the
U.S.S.R. on the possibility of military co-operation.
During 1976 alone there were two visits to the.U.3.S5.R.
by Turkish military leaders which fully indicated the

willingness of licscow to surply arms and military
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technology to Turkey. After twc years of discuscion

a Soviet military delegztion arrived in irkaras in fpril
1978 and it was widely reported in the Turkish press
that the U.S5.5.R. was willing to help Turkey produce
arms, including spare parts for U.S. manufasctured =ir-
craft and tanks.16 In-June 1978 Gunaydin, the Istanbul
journal, gave details, which were unconfirmed, that
Soviet arms would be méde available to Turkey thrcough

7

a secret Turkish-Libyan agreement.1 There is no
evidence to show that Soviet~Turkish military discussions
have resulted in joint arms prodvction, but it was
largely the threat of this possibility that led the

U.S. to end the arms embargo in August 1978.

There were also Turkish moves to encourage her
N.A.T.0. partners to help develop arms production in
- Turkey after the imposition of the arms embargo, yet
progress was very slow. In 1975 there were discussions
between Ankars and the British Aircraft Corporation
and Hawker Siddeliy, about the possibility of assembling
the Jaguar and the Hawker Harrier in Turkey but nothing
came of it. The American companies Northrop and Lockheed

were involved in similar proposcls wniclr also failed ©o

18 Two years later T.U.3.4.35., the Turiisn

materialise.
aircraft industry, announced that a contract with A.Z.R.
Macchi would be signed in October, but the Turkicsh
armed forces boycotted the ceremony. This prompted

the Financial Times to draw the conclusjion that in the

context of Turkey's economic difficulties it was not
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feasible to contemplate setting up a 'heavy industry!

19

like aircraft productior.

During 1978 talks took place between Turkey and
Western Germany on what Turkish arms might be imported
by the Germans, and what scope there was for joint
production.zo It was also announced that Turkey 1zd a
contract with the West CGerman firm Air-Metall for the
construction of the ANC-111 light transport to be
redesignated KC-111l, and built at Kayserai.22 Under
the Turkish expanded defence production programme it
was planned to set up an srospace indusiry which it was
hoped would be capable of replzcing the F-4s, F-5s and
F~104s, It was for this reason that fresh talks were
opened up with the U.S. firm Northrop in November 1978,
to secure»permission and assistance for the production
. of F~5E fighters in Turkey. Theée discussions on the
possibility of joint production made 1little progress |
because of the sensitive nature of the “ssue within the
U.S. Congress where it was felt that the U.S. would lose
‘ 23

some of its leverage over Turkey.

In October 1978 it was announced that a military
electronics plant had been completed in Ankara which was
financed by the Ground Forces Reinforcement Fund. The
new plant was expected to provide jobs for five hundred
workers who would produce three thousand military radios
annually, at a foreign exchange saving of 200 million

lipa, 24
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S.I.P.R.I.25 gives details of an agreement resched
in 1979 between the U.S.4i. and Turkey to produce 100
fodel 500 D (Hughes Defender) helicopters, under license
at a factory to be built in Anztolia, probably nesr an
existing aircraft maintenance plant at Kayzeni, by the
Turkish company Profilo. The agreement specified that
the new plant would start licensed production within one
year of the contract, énd there was g planned indigenisation
of 30 per cent in 1980 to increase to 80 per cent by 1683.
The remainder of the components would be obtained from
Hughes or Breda Nardi in Italy which was already
manufacturing the type under license. The planned
produc iion rate was 25-30 helicopters per year initially,

~which was expected to rise to 45-50 by 1982 or 1983,

It was not until March 1980’that a general defence
production agreement between Turkey and the U.5.A. was
signed., The second annex within the agreement dealt
with the issue of joint defence production and promiséd
U.S. technology to help Turkey produce and export
military equipment and materiéls.26 This agreement did
not lead to immediate action and by the time the military'

took power in Turkey in September 1980 no further progress

had peen made.

In summary it must be concluded that the planned
establishment of a Turkish arms industry, in the context
of the Nation=zl Security Concept that emerged after 1975,

was on the whole a failure. Although Turkey was able 1o
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increase the rete of output of arms already in p“oduct on
in 1975, l‘utle progress was made in producing those
weapons given priority in the 1975 armament plan. The
new defence policy of 1975 was partly a nationalistic
response to the U.3. arms embargo and most of the
military agreements that Turkey forged outside N.A.T.O.
had little impact. It was only in the Turkish-Sovies
exchanges that there was any real possitility of
establishing Jjoint arms production in Turkey, and the
fact that Turkey remained on the brink in this context
may indicate that Ankara was using the U.3.S.R. to exert
pressure on the U.S.A. to 1lift the arms embargo. From
an economic point of view the establishment of new
~weapons industries wculd have had quite serious effects,
which may not have been recognised by successive Turkish
governments. During the period 1975-80 the Turkish
.economy was sliding rapidly into its worst crisis since
the Second World Wgr, and the setting up of a large arms
industry would have placed an intolerable burden on

very scarce domestic resoﬁrces and seriously retarded
the defelopment process even further. The reasons for
this are worth considering since the creation of new
defence industries remains a long run objective of Turkey,

yet the economic implications are rarely examined.

Creating Defence Industries

It has been shown that Turkey already produces a

range of arms and military hardware - guns, rifles,

.

- 162 -



artillery, missiles, amnmmunition, warships, submarines,
oatrol boats and landing craft - and plsrs to extend
the range of production even further. The motivation

for this 1s guite clezr. Turkey has been in dispute

with seversal countries since 1945 - the U,S.S.R., Bulgarisa,
Rumaniea, Greece, Cyprus - and has required military
equipment as well as a large army to achieve a satisfactory
solution to national sécurity. The military have glso

been vital in preserving g pro-Western direction in
internal politics, through direct intervention on three
occasions since 1950. Up until 1974 most of Turkey's

armns were supplied by the U.S.A., but the almost total
dependcizce of Turkey on the U.S. for military equipment

.was shown to leave her in an extremely vulnerable

0o

in

itien after the arms exbarge in 1975. There were
moves to break this total dependence already stirring
‘before the actual arms embargo, but it was the embargo
itself which finally convinced the Turks that they nust
become militarily independent. There was another factor
operating too, related to the development strategy
adorted after 1963, which emphasised the importance
of industrialisation through import substitutiodn.
Achieving self sufficiency in zrms production could be

‘ -
seen as an extension of the import substitution policy.

The ultimate objective of the new Turkish defence

policy was to achieve self sufficlency in erms production

in order to assert national independence. There are

several countries that have expressed similar goals

- 16% -



(India, Israel, Iran, Argentina) and they all have
required maésive investment in creating plant tc produce
arms, but even with unlimited rescurces pushed into
defence production it is impossible to achieve self
sufficiency in arms in the short-run. In the case of
-Turkey resources have been very scarce and that is why
the armaments plan of 1975 laid great stress on joint
production projects wifh develoned countries, =21though
it was always unlikely that any of the N.A.T.0. countries
would be willing to totally underwrite such development.
It is more 1ikelj that it will take Turkey many.years

to reach the final or highest stage of arms and weapons
production, and she may never 30 so. To understand

_ the difficulties of achieving arms and weapons self
sufficiency i1t will be useful to summarise the normal
pattern of development of arms irndustries in the L.D.C.s.
The -build-up of domestic arms production capacities can
be consicdered 1n terms of seven stages: A

1., arms are imported but are serviced and maintained
domestically.

2. 2 license to produce arms is acquired and
production facilities are built requiring huge
technical and personnel assistance from the
suppliere.

3. production starts and to begin with involves
local assembly of imported sub—éssemblies.

4. .the sub-assemblies are assembled locally from
imported components, and sometimes re-exported

to the licensor.

.
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5. components are manufactured locally from imporied
raw materials.

6. local production of raw materials.

7. complete indigenous production including design,

raw materials and menufacture.

Even those L.D.C.s Which‘have been pursuing militery
self sufficiency for many years have not reached stage 7.
India, for example, began to give priority to its arms
industry after the 1962 War with Chira, but nearly twehty
years later most of its weapons are overseas models made
under license. In the sphere of military aircraft it
is true that India now designs its own fighter and ground
support aircraft, but still as much as one third of the

" components are imported.27

The implication is clear, it
will take many yéars for Turkey tp reach the final stage,
. and although this might be desirable in so far as it

enhéﬁces national security and national pride it must be

considered what are the likely economic consequences of

such a course of action.

The Economic Counsequences cof Developing the Arms Industry

Arms prcduction can be regarded as a branch of
manufacturing industry, and a country that decides to-
Produce military equipmént which was previously imported
can be said to be engaged in import substituting
industrialisation. There are many LDCs that have pursued

a policy of import substituting industrialisation,
including Turkey, and severzl others that have built up
arms production, consequently the
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problems thaﬁ this policy creates have been fairly
extensively studied. Inward locking policies fcr
development emphasise the learning effects of deonmestic
menufacturing rather than importing, "a kind of learning
by doing‘without."28 There is a stress on the need for
the right kind of technology thaf will utilise available
domestic resources. By rejecting 'outward looking'
strategies for developﬁént, import substituting
industriaiisation stresses an independent form of

’

development.

Kennedy (1975)29 has emphasised the positive impact
of military procurement on the domestic economy. "ILarge
numbers of men need to be fed and clothed, sheltered,
trained and supervised. The administrative systems
required just to‘control their 1qcatién and their
- movement will require all kinds of inputs from the economy."
Morecver, arms production is less likely to be terninated
than other industrial projects because it has a "ready
and assured monopsonistic market", is "automatically
protected from competition" aﬁd "is not subject to normal
competitive commercial criteria." "Thus long production
runs are assured" snd wnere arms are "produced under
licepse the country éan also combine the bvenefits of
modern design and performance standards and the advantages
of eStablishing domestic manufacturing activities."
Although an arms industry diverts labour, it also creates
a neced for a large scale training programme aﬂd other

forms of infrastructure. "This is probably the most
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important dimension in domestic arms droduction ...
Beczuse the government gives pricrity to arms nroduction
it also has to face up to the shortages in human
resources. To meet its militery embitions it has to

tackle some of the social barriers to development."

From an economic point of view the establishment
of an arms industry will have the effect of gbsorbing
scarce resources of capital, specialist lgbour, industrial
raw materials and foreign exchange, which will not,
therefore, be available for other projects which may be
deemed socially useful. Each of the five year development
plans in Turkey set ambitious targets for domestic
savings, thus for example it was envisaged that savings
would grow by 12.7 per cent per annum during the Third
Plan, much higher than the planned rate of growth for
income. In spite of the targets; domestic sagvings have
not been adequate to meet the financing requirements Qf
existing investment,Bo let alone investrent in arms
_production. There has been a great deal of open and
disguised unemployment in Turkey during the 1970s yet
there has been a shortage of labour witu manag?rial,
technical and professiona2l skills of the kind that woul
be required for the ﬁroduction of military weapons. It
is certain that Turkey would have to train an adequate
number of Turks to operate and maintain the specialised
equipment that would be required for arms production.
In the sétting up of the arms industry and in the early

stages of arms production many foreign personnel wouid be
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required (until indigzenous skilled labour was availzble)

1»\.
[
AR o

which would generate foreizn exchanse costs of %

1.

' sxilled

<

policy. In addition to the employment of forei
manpover the plant and equipment required to produce aurms
would need to be imported which would also put pressure
on scarce foreign resources. During the economnic crisis
that hit Turkey after 1974 nearly the whole of her export
eérnings were required“to finance the o0il bill and to
service the external debt, so that foreign exchange was
very scarce and would have been even more so 1f the arms

industry had been established as planned.

In the case of Turkey the establishment of an arms
industry would have diverted scarce resources away from
" other development demands, but that in itself is not
sufficient reason to érgue against it. Whether an arms
industry can be justified on econcmic grounds depends
upon the wider contribution it makes t2 the industrial-
isation and development programme. From the consumption
side, arms production must be seen as wasteful since
weapons provide no positive ufility apart, perhaps, from

31

the dutious one of national security, and nust, ther=fore,
be seen as inferior to the production c¢f houses, educaztion
or other welfare seréices. On the supply side the

decision to produce arms, including the most sophisticated
weaponry, will have implications for other sectors of

the Turkish economy, and will influence the pattern of

industrialisation. It is impocrtant to consider the lizely

effects of industrialisaticn through arms production for
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the rate and direction of development.

The Arms Industry as s Leading Sector

Domestic arms production in Turkey was seen as 2
way of enhancing national security and reducing the
country's susceptibility to any future arms embargo.
There were economic reasons too why indigenous weapons
production was thought to be desirable. During the
1960s and particulgrly after the U.S. arms embargo arms
purchases began to meke a biggéer drain on the country's
foreign exchange. The production cf arms in addition to
reducing the foreign exchange outflow would also set
up certain linkages with the domestic economy and speed

up the import substituting industrialisation.

It has been pointed out thaf completé self sufficiency
in arms production means that L.D.C.s havevto gc through
up to seven stages and this could only be achieved over
a long period, most likely decades, under peace time
conditions. ZEven the production of small arms and
amnunition requires inputs cf special metals and machine
shop skillng but when the list is extended to ships
and aircraft then the level of skills requiréd are
cons&derably more advanced, the power sources beccme
vital and 'metal fabrication' and 'instrumentation' much
nore critical. If the production of arms is to generate

backward linkages in the domestic economy then the

manufacturine base must be capable of supplying the
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necessary inputs, otherwise the components and raw
materials will be imported and the arms indusiry will

merely assemble the products.

Not all branches of manufacturing industry are
relevant to the production of arms, but lacking detailed
input-output data on the Turkish econony it is necessary
to use an indirect method to approximate the relationship
between arms production and manufacturing. There are
figures available on the pattern of industriesl employmént
on defence production in the U.K. which point to the

following industries as being the most important:33

1. Explosives and firewo ~¥s
2. Iron and steel
3. Steel tubes
4, Light mefals
‘“5. Metal working machine tools
“6., Engineers small tools and gauges
7. Industrial engines
8. Other machinery
9; Ordnahce and smagll arms
10. Other mechanical engineering
11. Scientific, .surgical and photographic instrument
12. Electrical machinery
13. Insulated wires and cables
14; Telegraph and telephoné apparatus
15. Radio and other electronic apparatus.

16, Other electrical goods

L]
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17. Ship-buvilding end shiv-rcivairing

18, letal indus*tries

+ 19, Rubber

7ithin tre International Standard Industrigl

Classification (I.S.I.C.,) there are seven three-di

6. Ship building and repairing (4 " "

zit

or mgjor group categories of manufacturing that encozzass
the above list as follows:

l. JIron and steel (29 sub-catezories)

2., Non-ferrous metals (33 o)

3. Metal products | (15 " )

4. Machinery (64 M " )

5. Electrical machinery (32 " " )

)

)

7. lotor vehicles (10 "

Kennedy (1975)34 refers to this group of industries
as the potential defence cepacity (P.D.C.) of the country,
and measures the share of P.D.C. in total ﬁanufacturing
capacity. This is done fer Turkey in terms of the
absorption of the P.D.C. of employment, gross output
and value added, and can be seen in Table 5.1. The data
refer to 1977 which was durins the period of the U.S.
arms embargo when Turkey was planning to build-up domeswic
arms*production. Whether one takes employment, gross-
output or value added the proportion of manufacturing
capacity in the P.D.C. group is considerable, and
certzinly hicher than it was for countries like India,

Israel and Brazil when they were building up their arnms
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TABLE 5.1

The Skare of the P.D,.C. in

Total Manufacturing in terms of

Employvment, Gross Outout, snd Value /dcéed, 1977

Employment Gross Qut»ut Velue 443z

S

] *
Kote:

Source:

York, 1980.

in producers values.

1.5.I.C. (000's) TL billion  TL billion
Iron and steel 55.6 37.29 16.42
Non-ferrous metals 19.8 9.74 3.71
Metal products 30.7 1.2 .67 4 .96
Machinery 40.5 17.17 5.59
Electrical machinery 28.1 16.02 6.26
Ship building and repairing T.4 1.69 1.09
Motor vehicles ' 32.6 24,06 8.3%8
- Total P.D.C. 214.7 118.64 47,41
Total Manufacturing 755.2 413%.63 153.79
Total P.D.C. as a percentage -

of Total Manufacturing. 28.4 28.7 30.8

Yearbook of Industriel Statistics,
Vol. 1, 1978 Edition, U.N., New



industries in the 1960s. It would seem therefore that
Turkey with a large share of P.L.C. in total manufacturing
would have no difficulty in diversifying into arms

production (Kennedy, 1975).

.This conclusion is somewhat misleading since the
three-digit classification gives wide industrial grouvings
which disguises the real pétential for defence production.
If the P.D.C. group of industries are classified st the
six-digit 1ev?1 then fhe seven major groups become 187
sub—groups§35 In the three-digit manufacturing group
‘Machinery (I.S.I.C: 382) alone, there are 64 six-digit
sub-categories, and 3% out of these 64 sub—categories are
not procduced in Turkey at all, including steam turbines
'(I.S.I.C: 382101), internal combustion engines (382108),
gas turbines (382113), hydraulic .turbines (382116),

- forging, stamping and die casting machines (382307),
grinding and ~uarpening machines (382310), metel-ferming
machine tools (3%82331), rolling mills for rolling metals
(382337), electro-mechanical hand tools (382343). All

of these six~digit sub-categories might be required for
defence production yet are not produced domestically in
Turkey, and even those sub-catégorieé that are produced
in Terkey are heavily dependent on imported parts and
components. To take anocther example, the three-digit
group Motor Vehicles (I.S5.I.C: 384) contains 10 sub-
categories of which only 4 are found in Turkex - passenger
cars (I.S.I.C: 3842%07), buses and motor coaches (384312),
trueks (384315), and trailers and semi-~trailers (384322),

yet all of these products are assembled mainly from
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imported parts. Significantly of the other 6 sub-
categories not produced in Turkey 2 of them are diesel
and internal combustion engines for motor vehicles,

which would also be important for arms production.

Thié indicates that the P.D.C. group of industries
is howhere near self sufricient, but is heavily dependent
on imports for its survival. 1iIn 1977 47 ver cent of
all Turkish imports (Z2722 million out of 5694 million)
were inputs and components for the P.D.C. group of
industries,'while it only accounted for 3.3 per cent

-of all exports.36

Furthermore, in 1977 cver 95 per cent
of all imports were for construction materials, machinery
and equipment and raw materials. In the short-run it
is unlikely that the Turkish economy would benefit to
any great extent from indigenous defence production.

: Manx inputs would not be available domestically, either
bgcause they were too technically sophisficated or»in_
short supply, co that imports would need to rise, with
adverse effects on the foreign exchange position.

Rather than creating new jobs‘and developing the skill
level of domesiic labour many foreign personnel might
need to be brought in, and even if locsl labour were
givep training, it Wéuld te at great cost and the skills

acquired might not be relevant to civilian use.

One of the arguments for import substituting
industriglisation is that the ncw industries created

(i.e. arms) may set uv a stimulus for the production

- 174 -~



of inputs by‘other industries, which in some cases

may make the supplying industries viagble and able to
produce at above the minimum economic size.37 The
strength of the stimulus to the supplying industry(ies)
will partly depend upon the level of input demand in
relation to the minimum economic size. If the inputs
are a very small part of the supplying industry's
eventual output then the setting up of an arms industry
may not of itself lead to the establishment of the
backwardly linked industry, although, without detailed
information on input requirements and ﬁinimum economic
:size, it is difficult to make firm conclusions. The
evidence available for the U.K. would indicate that th:
_production of arms accounts for less than 10 per cent
of employment in all but 2 of thessupplying industries

within manufacturing, as is shown in Table 5.2.

Direct parallels between Great Britain and Turkey
are not possible since for one thing the manufacturing
sector'is both absolutely and reiatively mugh larger in
the former country than in thé latter, so that for most
industries lisied in Table 5.2 the defence industry is
of marginal importance. In Turkey the demand for inputs
by a,new defence inddstry may be crucial in establishing
the viebility of some supplying industries, but it would
be wrong to assume that the backward linkages would
always ve strong enough, for two main reasons. Firstly,
the absolute level of productién in defence industries

would almost.certainly be much lower in Turkey than for

- 175 -



TABLE 5.2

Employment on Defence Contracts

as a percentasze of Total Employment

for Great Britain, 1961

INDUSTRY PURCIITAGE

Iron and Steel
Steel Tubes
Light Metals
Machine Tools

[ ]
(NG NG NN 0 s IR O B o A U2 B AV

W W 3 A~
®

Small Tools and Gauges
Industrial Engines

Other lMachinery

S oo

Other Mechanical Enrngineering
. Scientific, Surgical and Photographic
Instruments

Electrical Machinery
. Insulated Wire Cables

N W W=

Telegraph and Telephone Apparatus

!

[
(O)}

Radio and Other Electronic Equipmenwy
Other Electricel Goods

Shipbuilding and Ship-repairing

'—J
N oY W
[ ] L ] [ ]
W MW o O 1 = O~ =

Marine Engineering

Motor Vehicles WManufacturing

Metal Tndustries
Rubber

N S
*

Source: The Economic Effects of Disarmament,
The Economist Intelligence Unit,
1963, Derived from Table 4.
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example Great Britain. Secondly, many of the brancizs

of manufacturing industry supprlying the defence sector

reaquire a high level of technological scohistication and
require

some large scale capital intensive production, so that

the minimum economic size may be relatively large.

This leads on to another prroblem that must be
considered before an arms industry can be justified
on economic grounds. Most of the arms producers in the
less developed world have a limited home market which
may‘not be sufficient to generate full capacity prcduction.
In the case of'Turkey the military establishment standing
at 485,000 men in 1977 was the second largest in N.A.T.OQ.,
yet even though it is the government that determines
~ the military budget, the levels of G.N.P. and G.N.P. per
capita impose a constraint on defence spending. Turkey's
' G.N.P. standing at 46,509 million (and Z.N.P. per
capita at $1110) was much lower (the lowes:) than for
rearly all other F.A.T.0. countries, and certainly
would not sustain a dcmestic arms industry without
considerable exports. Exporté of arms, however, can
only be achieved in world markets if the domestic indus?try
is efficieﬂt, its oroduct of gcod guality and iTs

competitive. For a country like Turkey wnich has

te3
3
|__l
O
[¢)
&)

AV

highly dependent manufacturing sector and virtually no
research and development capacity it would take many
years for it to achieve any degree of competitiveness
in the more sophisticated arms products. Changes in

the technolegy of aercdynanics, engines, avionics and

-
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materials ha; meant thaot militery =zircraft in particular
have become increasingly complex and costly to develor.
This explains why even the major W.A.T.0. producers of
arms have tended to collaborate on new military -ircraft
projects in order to share development costs and extend

production runs.

It is unlikely that Turkey would be able to compete
with established zrms producers who spend more on research
and develdpment and are, therefore, able to continucusly
improve and modify existing weaporns. Not surprisingly
there has been an enormous increase in the cost of

8 2 .
5 To develcp new eguipment

weapons and related equipment.
with superior performance characveristics means increased
costs, but for military equipment the increase in costs
has exceeded the improved performance by a wide margin,
as ;s indicated in Table 5.3, In an eifort tc improve
performance above that of rival prodnceré and to reduce
the possibility of early obsolescence new military
hardware must incorporate technology which is not yet
available. Developing new technclogy is very ccstly,
part¢cularly wher. there is a time period within which

to complete production, since the shorter the time period

39

the greater the total costs.

Table 5.4 shows that the costs of developing a
fighter aircraft have increased glmost twentyfold btetween
1946 and 1972. Yot even the mest scvhisticated weapens
rapidly become obsolete which forces the producers 1o

modify =and improve on a continuous basis. “hile the
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Comparative Increase for the 1950s

tb tne 1960s in the Cost and Technical Performance

of Militery fircraft

COST PERFORMANCE

I h———

R & D Unit Payload“ Range or Speed Avionics Delivery

Endurance Function or
Navigatio:
Accuracy
5,2 4,2 2.3 1.9 1.8 3 3

N.B. figures are averages based on a study of
13 major sets of old and new systems.

Source: Cost Growth in Weapons Systems, Report
to the Committee on Armed Services by
the Comptroller General of the U.S.,
March 26, 1973.

N
(]

components of all weapons have become more ccstly the

technical superiority of weapons may be no different

to earlier generations of weapons, so that there is no

tangible benefit from improved performance.

It nust be cormdluded that Turkey faces a technology

gap in sophisticated arms production that is sO great
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TABLE 5.4

Development Costs of U.S. Fighter

AMrecraft, 1946-72

Cost per Prototyve

Year pircraft Designation (U.S. Zu.)
1946 . F-84 5.4
1947 ] . P-86 4.3
1953 F-100 16.1
1956 P-106 24 .4

1972 F-15 66.3

N.B. costs are expressed in constant (1962) prices.

Source: Official Price List, Londcn, Aviatiow
Studies Atlantic (periodical).

that the countries thaﬁ engage in major research agnd
development have an unbridgeable gap for the foreseeable
future; The best that Turkey could hope for would be
licensed production of .the latest generation of weapons,
but ntil the industrial vase becomes larzely self
sufficient the assembly of imported components would
inevitably be characterised by high unit costs. The
alternative for Turkey would be for it to aim to

produce different kinds of weapons than those used by

the more developed countries, that is with a lower
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technological level. ‘/eapons purchased by L.D.C.s
often nave different characteristics, for exarple they
mey be suitable Ifor counter-insurgency warfare.
Therefore, Turkey could concentraste on prcducing
personnel carriers, tanks, armed treiners, light
transport and strike aircraft, light patrol submarines
and helicopters. Once again it would be necescary to
begin with licensed prdduction but it would be hoped
that eventually Full domestic production, with most

components produced indigenously, couia pve achisved,

This alternative approach to arms production is
also fraught with problems. Until the major proportion
of components for the arms products are produced
domestically then Turkey would simply be moving from
one form of dependence to anothe; - from dependence on
imports of weapons to devendence cn imported licenses
and components. This new form of ecornomic dspendence
can still have repercussions in terms of political
dependence, which can be used by the supplying country
to enforce its hegemonic posifion. During 1977 Israel
wantzd to export the Kfir fighter to Ecuador, but
bec=use it was powered'by an Mmericsxn engine the U.S.

40

was gble to refuse pérmission. loreover, in so far

as Turkey was unablé to produce the latest and most
advanced weapons, then the international arms race would
put pressure on Turkey for these to be imported at great

cozt to the balance of payments. In the case oI incse

weapons that are produced domesticeally Turkey may find

- 181 -



that it is chegper to import. Whynes (1979)4l gives

the example of the Gnat fighter produced by India =t
a-unit cost of £2.5 million, a figure in excess of

the import price. During 1980 India was negotiating

tb produce the Anglo-French Jaguar, a deep penetration
strike aircraft, under license, but one of the arguments
against it was that the unit cost at Rs 200 million

was about double the cost of buying the plane from

Britain.*?

There are several reasons Why'domestic arms production
in Turkey would be more expensive than importing the
complete system. Arms production is capital*intensive,
but Turkey is relatively well endowed wifh labour while
"~ capital is scarce and expensive. -The labour that is
required in Qeapons production ngeds to péssess skills
. which are nov readily available. 1In so far as trained
manﬁower is drawn frem civilian industry there may be
harmful side-éffects, and manpower training will be
expensive., Initially many of the components will be
imported and the supplier is»iikely to use its monopoly
position to charge higher prices. On the othér hand
domestically produced éomponents are also likely to
be expensive since ménufacturing industry in Turkey
is inefficient having grown up with the help of subsidies
and tariff protection. Unless Turkey is =zble to carve
out an export market for its arms, which will be difficult
unless the quality of its products 1is at leasé as high

as elsewhere, then the scale of production and the length

*allowing for investment in human capj:tal
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of the produgtion run may not generate zufiicient
economies of scale to minimise unit costs. ILarge scale
production and loxnz production runs would be pzrticulzrly
important once Turkey began to commit resources %o
research and development, otherwise the cost would be
prohibitive. The cost of launching a new aircrsft,

for example, falls into three najor (overhead) categories

- design and development, expenditure on jigs and tools,
) . early

and education in thehpart of the prcduction cycle when

project skills and expertise needs to be acquired -~ can

be extremely expensive and is only worthwhile if & good

production run is likely.

Domestic arms production may be more costly than
importing arms, bui there is another aspect to the
decision which needs to be considered. One of the
objectives is to reduce the foreign exchange costso of
acquiring arms, and once dcmestically préduoed components
end parts are incorpcrated intc the products then savings
on foreign exchange should follow. The practice of
limiting imported components in arms production would
be cunsistent with the'arrangement in all the major
assembly industries in Turkey, Where iriports of pazrts
are pnly permitted wﬁen local content reaulirements are
met. The existing arrangement is that the Turkish
government sets the amount of foreign exchange to be
saved by local content substitution and this determines

t

the maximum value of varts to be imported. Unfortunately
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one of the consequences of enforced levels of foreign
exchange saving is that it leaas to inefficiency and

high cost production, which would in the case of =rms
production, diminish the possibility of exports in the

gbsence of subsidies.

Manvower and Employment

One of the important ways that the 'defence industry’
"affects the economy is through the number of persons

that are employed in military service. Table 5.5 presents
estimates of the changes in militeary manpower and related
variables that have occufred in Turkey tetween 1950 and
1978. There are also tho other groups of people enployed
" in the defence sector - personnel of the service and
supply departments and persons engaged in defence production
Aand research work - but while it’is possible to estimate
the.humbers employed in the armed services it is virtually
impossible to do so for the other two groups. Civilians
employed in defence provide not only specialist and
administrative expertise Which is necessary for the
effective operation of the armed forces but aléo direct
support and maintenancé for day to day activiﬁés. I

study of the manpowef structure in defence for Britain,
Germany and Australia indicates that approximately one
civilian is required for every 2.4 members of the armed
forces. Although it can only be a very crude estimate

the same kind of servicing ratio would mean about

250,000 civilians employed in supporting the Turkish

.
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arred forces. An estimate of those enzzred irn srus
production must also be very spproximste since no* all
of the workforce employed by the multi-product firms
that produvce arms are zctually in srrs production. :‘n
enlightened guess would suggest about 30,000 pecple
engaged in defence production. Table 5.5 gives details
of the totsl armed forces, including conscripts, the
ratio of military manpbWer to population, the proportion
cf the male population between the ages of 15 and 64
that are in the armed forces, the level of military
expenditure per member of the armed forces, the number
of trained army reservists and the level of the para-

milita.,y forces.

The level of military manpower in the armed services
has remained remarkably stable sipce 1950, averaging
between 450,000 and 500,000. There is cross-section
evidence to show43 that the size of the pcpulation is
positively related to the numbers emplored in the arméd
services, but in the case of Turkey while population
more than doubled in the period 1950-78, military menpower
remained more or less constarnt. This pecint iskmade clear.

o]

in column (2) of Table 5.5 where it cen be seen that
niliftary manpower as.a proportién of the population
declined from a pesk of 2.4 per cent in 1950 to 1.1 per
cent in 1978. These figures do not fully reflect the
diversion of manpower away from productive activity,

nowever, since the most droductive labour group in the

) \
eccnomy are males aged between 15 and 64. Column (3



TABLE 5.5

Military Manpower and Related Variables, 1950-78

Military Military Military Military JTrained Prra-

Manpower Manpower as Manpower Expenditure Aroy Military
000's percentage of as percentage per member {eservists Forces
Population of Male of ihe 000's Q00's
Population Armed Forces
Year aged 15-64  TL |
(1) (2) (3) (4) . (5) (6)

1950 - 500 2.4 N.2. 5404 N.a. n.a.
1963 452 L.5 53 10978 2500 Neds
1968 514 . 1.5 Te7 11562 . 450 40
1970 478 1.4 T3 13048 - 570 40
1973 455 1.2 5.9 17523 ' 800 75
1975 453 1.2 4.9 31912 775 | 75
1978 485 1.1 5.8 32419 ' 525 110

*
Note: at constant, 1970, prices.

-

Source: Derived from I.I.S5.S. Military Balance (various dates).
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shows that on average over 5 per cent of the potential
economically active male population has been rewncved
from civilian production. ZEven this, however, under-
estimates the displacement of labour, since there were
110,000 men in the para-military forces in 1978 =znd a
further half-ag-million part-time soldiers employed as
trained army reservists.44 After allowing for these
cther two groups and fﬁé people employed in the service
and supply departments and thoze enguged in defence
production it is likely that the proportion of economically
active males absorbed into military activity was in

excess of 10 per cent in 1978.

Table 5.5 also reveals that increases in military
expenditure have not been aségoiated with higher levels
of military manpower, but rather that military expenditure
Per man has risen consideravly as shown in column (5).
There are twn wain reasons for this. TFirstly, the rapid
rate of development in military technology means that
each ﬁew generation of weapons is more expensive and nore
capital intensive than the old. Secondly, the salaries
and wages paid to the armed forces have risen in line
with the growth in per capita inconme, particularly since

the military coup of 1960,

An important question to be ccnsidered is whether
the 'defence industry' which has absorbed over 10 per
cent of the potential economically active male povulation
represents a loss to-civilian prcduction. On the face

of it the znswer would seem t¢ be no, since Turkey's
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problem in the post-war period has been one of excess
labour rather than one of shortage. Even during ths
rapid growth of the 1960s unemvloyment was between 8

and 10 per cent, while during the 1970s it rose towards
20 per cent. It is quite clear that Turkey has needed
to create more jobs which could be taken to indicsate
that'military expenditure should have been increased
even further so as to'ébsorb'more labour from the pool
of unemployed. This response would have Been wrong
since military activity, like much of manufacturing,

has become highly capital intensive and might not create
too many domestic linkages. It has been shdwn45 that
for the U.K. defence spending cccounted for only 1.2

. per cent of production in construction, l.3 per cent

in food and 0.7 per cent in clothing and these were the
industries most likely to benefif from increased military
expenditure. To take on more military manpower in order
to reduce unemployment would not solve thé problem, but
merely switch the burden of maintaining the (former)
unemployed from the private to the public purse.
Furthermore, there may be other labour intensive state
activities that could be expanded which would create

more jobs and contribute more directly to welfare.

L]

While it must be accepted that the military does
not.deprive other 'civil' industries of 'general' labour
there is the need to distinguish between different
tyves of labour. Agricultural under-employmeit and

urben unemployment amongst the unskilled co-exisis

A
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witn shortzges of labour possescing skills and educstion.
Each of the five year plans hszve rccognhised that while
there has been s general surplus of labour in Turkey

there has been a shortage of skilled labour. For exsguple,

N

the documents relating to the Second Five Year Plan®
gpecificglly refer to the scarcity of trained manvover
and the need to commit resources to education in order

to raise the skill level of labour. Turkey has been
particularly short of trained masnagement, engineers,
technicians and trained workers as well as gll kinds

of professional workers. The shortage of skilled workers
was made worse by the system of exporting Wérkers.to
Westes» Europe. Abadan-Unat (1976)47 has shown that
between 1965 and 1971 over 30 per cent of Turkish workers
departing to work abrosd were 'professionally' qualified
in manﬁal skills with the majority of them aged beiween
25 and 35 years. The important question for this study
is whether the military deprives more proéuctive secters
of the economy of 'scarce human capital.' In crder to
try and answer this question it is necessary to consider
the pdsition of military education within the Turkish

educgtional system. : o

Milftarx,Education

Primary education in Turkey is compulsory and free
in state schools from the age of 6 years. Those who
graduste from primary school can go through to seccndary

education. Within secondary education there are twe

.
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pathways, one providing general education, the other
one vocgtional and techrical. Those students who wish
to receive a theoretical and practical training before
becoming skilled workers in industiry go through the
trade institutes, and those who aspire to the lower
supervisor end management grade or to the higher
positions in industry go on to the technician and
technical schools resﬁéctively. It is also possible
for students to go through secondary (middle and
1yc§e) and higher educational schools of commerce.

The 'general' pathway through secondary educsation
involves going through two levels, middle school and
lycée, which then permits the student'to enter higher

- education. The various pathways through the educationel

system are summarised in Figure H.l.

Military eduéation begins after the middle school
with @ system of military lycées. Entrance to these
lycées is competitive and although ther:z are no detailed
published statistics the'numbgr of applicants was almost

certainly rising during the 19608.48

After nmilitary
1yc§e students enter the Army, Naval or Air Aiademy as
officers, and those who successfully complete two years
then go on to do a fﬁrther year at the Joint Staff
Academy. The highest level of military education is
the Abademy of Natidnal Defence where officers of field
or general rank are given further training designed to

facilitate co-operation between the civilian and military

authorities, particularly with reference to resource
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IGURE 5.1

The Structure of Education in Turkey
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mobilisation in time of emergency.

- All three branches of the service also provide g
large number of technical tralnlng schools for officers
and enlisted men. Among the airforce training schools
are a war school, a reserve officer school, a technical
school, a cbmmunications school, @& supply school and a
maintenance school. The army also has many training
schools including those for vetinary medicine, dartography,
communications, persdnnel, music, medicine, cévalry,

engineering, supply, finance, and artillery.49

As of 1975 out of the total armed forces of 480,000,
257,0C2 were conscripts, required to do 20 months military
. service, so that the remainder, that is 223,000, were
prnfessiohal soldiers,BO There gfe no recent officisl
statistics on how many of these professional soldiers
were commissioned officers, but using the rule of thumb

51

of one officer to every nine men, would suggest around

60,000 commissioned officers, including sbout 10,000

52

in thg para-~military forces. Since 1950 it has been-
possible for non-commissioned cfficers to move into the
commissioned officer rahk, but Robinson (1967) claims
“that few non-commissioned ofricers make this vertical
movéﬁent. It can be assumed, therefbre, that about
60,000 commlss1oned Offl ers were serving in the Turkish
ermed and parg-military forces53 in 1975, each one of
then having graduated from the lycée and possessing

~

advanced training from one of the military academies.
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The 60,000 commissioned officers in the Turkish armed
forces Were.among 533,107 people with = university

(or equivalent) degree in 1975, which is shown in

T=ble 5.6. Only 3.8 per cent of the Turkish vopulation
were lycée graduates in 1975 and only 1 per cent vossessed
a university degree, yet in spite of the great shortage
of professionsal and higher level meanagement personnel,
18 per cent of higher”education graduates were employed
in the armed forces. There is no evidence that the
ermed forces absorb the bfightest ana ablest talents
from the Turkish educational system, although historically
end continuing in the period since the founding of the
Republic- g1l civil servants, including the military,
have enjoyed a high staetus ard have been sn honoured
stratum within Turkish society, so that meny talented
young people may have been attracted to the miliftary in
preference to 'productive'’ civil indusitry. Two separate
studies on the ranking of occupations by iycée students,
cerried out by Helling (1958)°% and Kezamias (1965)°°
both give a military officer-a rank of 5, which
indicates that an army career was still highly valued

by students in the pecst-war period.

It is not only that the military may draw oIl very

able youths which are then lost to industry but it is
also that the educational facilities for training man-
power in Turkey have been very scarce throughout the

post-war period, and that the priority given to the

military academies, which dates vack to the nineteenth

.
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T ABLE 5.6

Turkish Population hzving Completed Lvcee Level

and Higher Education, 1975

Total Lycee Level Higher
Population of educaticn educstion
completed combleted
Total 33,672,121 1,274,149 (3.8) 333,107 (1.0)
Male 17,084,625 842,343 (4.9) 266,014 (1.6)
Female 16,587,496 431,806 (2.6) 67,093 (0.4)

Note: percentages in brackets.

Source:

1975 Population Census, 1 per cent
sample Results, as reported in the
Statistical Yearhook of Turkey, 1979,
State Institute of Statistics, Pub.
No. 890, ankara, 1979 Table Z3.

century, has meant that other branches of education have -

been deprived of rescurces. In 2 pericd when Turkey

has*found it very difficult to expand its educational

sector because of s lack of resources, including trained

teachers, then the opportunity cost of giving priority

to educating the military has been the engineers, the

chenists and the ecoromists that have been sacrificed,

with the wider effec%ts this has had on the development
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process., The conclusion to be drawn is clear. Turkish
industry has been short of the highest levels of sZxilled
1abdur and the military have been very successful in
draining off a significant proportion of the student
population wishing to enter into fields of higher
education. There is ahother issue to be éonsidered

too, and that is whether increased arms production, as
envisaged under the néw defence poliey of 1975, would
help to solve thé problem of unemployment. This will.

now be considered.

Job Creation in Defence Production

‘ ﬁ“The more developed countries dominate the generation
and céntrol of technology. Thevcritical fact from the
point of view of the L.D.C.s is that in the non-
soqialist world 98 per cent of all resesrch and
development t=kes place in the more developed countries
(M.D.C.s8), and 70 per cent occurs in the U.S.4. aloné.56
This fact has led many economists and politicians (and
others) to argue that inequaiity in the crigin of
technology has sdverse effects on development'within
the L.D.C.s, primarilf because tne technology57 that is
trapsferred is inapﬁropriate to factor endowments. It
is argued that the M.D.C.s are characterised by a
scarcity of laboﬁr and a relative szbundance of capital
so that the technology that emerges tends to be labour-
saving and capital intensive. Inevitablj thé L.D.C.s

that adopt Western technology employ capifal intensive

*
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techniques gnd it is important to consider the
consequences of this for those countries that have
abuﬁdant supplies of labour. Consider a hypothetical
example using a two-factor producation function with
capital and labour as the inputs. The production
function can be represented by
Q = f (X,L) (1)
where Q = output 5r production

capital input

K
L = labour input

Given any level of output, Qo, efficiency requires
that it be prcduced as cheaply as possible. This means

that the expenditure on inputs should be minimised,

where this expenditure is given by

M= rK + wk i . (2)
~ where ¥ = total cost of production
r = price per unit of capital -

w = price per unit of labour

The optimumrcombination'of inputs will be achieved
when ¥ is minimised subject to the constraint imposed
by the production function. The Lagrangean expressionsB'
for this constrained minimisation problem becomes

) My =K + wlL + X [Qo - f (K,L)j (3)
where M\ is the undetermined Lagrangean multiplier.
To find an‘extreme value, that is to minimise the

expression (3), each of the partial derivatives of

(3) are set equal to-zero
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= 1 - = 0
P K A > X (4)
BM%_ N > f

= W - —— = =
L oL ° (5)
oM = -f (X5,1) =0 (6)

ON

The values of L and K that simultaneously satisfy
- these three equations are those that minimise costs,
given w and r, to produce Qo. Promequations (4) and

(5) we can rewrite

1l

r AfK and w = AfL
where fK = “%  ana r1 = 9°

JK 5L

Dividing one equation by the other we obtain

f¥
- — (7)

I B

This states that for cost minimisation the factors
should be employed in such quantities that the ratio of
their marginal products are equal to the ratio of their

prices., This is the femiliar tangency condition.

* Relating this to the U.S.A. and Turkey, it will be
assumed that Turkey is well endowed with labour but has
a scarcity of capital, while the U.S.A. is capital rich
and has a scarcity of labour.59 Furthermore it is
assumed that these factor endowments are reflected in

factor prices, such that

.

- 167 -



Ve
=l R
-3
V)
F. \
S
e e®”
(e}
w2
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Therefore it follows that cost minimisation requires

(i‘K) fK)
fL) T (fL U.S.A. (9)

If it is further essumed that the production function

that

is continuous and we have diminishing marginal substitut-
ability (iscquants are convex to the origin) then the
equilibrium capital/labour ratio will be higher in the

U.5.A. than in Turkey.

K) K
(E U.S.A. 7 {Z) T (10)

This is illustrated in Figure 5.2 where the isoquant
represents a given level of output, Qo. In the U.S.A.
capital is relatively cheap which gives the price line

(fi\ U.S.A. while in Turkey capital is relatively

W

. . . r
expensive which gives (__

)T. The points of tangency

. w
PUSA @nd BT represent the least cost combination of

inputs reguired to produce output Qo for the U.5.4A. and
Turkey respectively. It car be seen that the U.G.A.
employs more capital per unit of labour than does

Turkey.

If this hypothetical example was a close
approximation to reality then Turlrey would use more

lavour intensive methods of production than the U.S. 2.

- 198 -



PIGURE 5.2

Hypnotheticsl Production Function with

given Factor Endowments for

Turkey and the U.,S,A.
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within its defence industry. However the preceding
anzlysis is based on unreglistic assumptions, and when

. [¢]
these sre sllowed for the outcome is changed =i nificantly.

i)

First of 211, the production function and the corresponding
is?quant used in the example assumes that labour and
capital can be combined in any proportion to produce

arms, vet in the real world there may be a very limited
choice of technology. Kaldor (1980)60 argues that

milit=ry technoiogy takes a 'specific form' in each
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society and is a function of the available level of
technology, (which itself depends on the mode oF
production), the military objective and the form of
military organisation. In the U.3. the technology
gencrated reflects the prevailing industrial structure
but is also related to the need to keep to time and
design svecification limits. Kennedy (1975)°% points
out that the prcductiéﬁ techniques depend on the
product. With small srms, which are the simplest
weapons to produce, there is a need for light machinery
- lathe, drill, bore, ream, grind and press machines
and metal forming -~ but with aircraft production high
technologies are involved and manufacture tends to be
on a small scale. Airframe construction is similar in
comnent to that of a2 bost, but the "tolerances are much

finer and the fabrication processes much more complex

and must meet rigid design standards.”

Secondly, the hypothetical analysis takes no
account of different kinds of labour. When complex
weapons systems are produced (for example involving
aircraft) then mainly skilled personnel are required
and few'jobs for unskilled labour are created, which
1s Rrecisely the oppésite of the labour force available
in many L.D.C.s, including Turkey (Lock and Wulf,
1979).62 The design, menufacture and assembly of
aircraft, some items of armour, and guided missziles
ic g laﬁourwintensive process, out requires very ckilled

manpower which may need to be imported at very great
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cozt. In the case of India the defencc research znd
development orgsnisaticn snd the related rece=zrch
projects employ more scientists, engineers and technicians
then private industry as a whole.63 Clearly arms
production can be expected to create new specialist

jobs but skilled labour requires investment of scarce
capital and it must be considered whether more jobs

could have been created elsewhere.

Thirdly, the snalysis is a static one and does

not allow for the time64

it will inevitably take to
build up indigenous arms production, which in any case

is likely to be on a limited scale.

The danger for Turkey is that arms production will
be relatively cepital intensive (2llowing for investment
in human capital) and employment creaticn limited. TFor
reasons outlined previously 1t is extremely unlikely
tha{ arms procduction in Turkey could be jﬁstified on -
comparative cost grounds, even after g period as an
infant industry, and in terms of employment creation

other products would be more appropriate. The choice

of product is cloesly linked to the choice oI technique

(4]

since once the product has been determined then th
choice of technology is constrained. Some products
can be manufactured using more lgbour intensive

techniques - like wocod =nd leather products, rubber
products, chemicals, tobacce (Suteliffe, 1971)65 ard

capital goods industries may actually ve relatively

“

~ 201 -~



labour-intensive (Pack and Todaro, 1969).66 These

products mey be more spprovriate to Turkey than the
sophisticated products, like arms, where technological
choice is likely to be limited or non-existent. This

can be illustrated in Figure 5.3.

Assume that Turkey is endowed with gbundant lsbour
(L) end scarce capital (XK) which is Tixed at K. Further,
a choice has to be made between producing arms or
capital goods, thé'former'employing a capital—intensive
technique (T -arms) and the latter a more labour-intensive
technique (T capital goods). If arms are produced
Output would bé Qo with employment of Ll,.whereas if
the labour-intensive product is produced then the same

output, Qo,67

could be achieved with less capital (Kl)
and employment of L2. Alternatively, if capital goods
are produced then output could be expanded to Ql and

employment to L3' -

Arms production then is likely to absorb scarce
capital and skilled lgabour, yet do little to create
jobs for the mass of unemployed. In the short-run it
would be necessary to employ skilled foreign personnel,
but even when indigenous labour has acquired the necessary
skills there may be no direct spillo#er effects to the
civilian economy, as the specialised knowledge,
especially in research and development, may be highly
specific to sophisticazted arms production (Landgren-

Backstrom, 1980).68
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FIGURE 5.3

Choice of Technigue and Znployment
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One way tnat capital intensive (arms) prcduction
nay be deemed to be superior to labour-intensive
production is through the impect on growth. The

69

theoretical literature indicates a shorp conflict
between fuiture growth and present output, consumption
and*employment. Capital-~intensive technigques generate

2 higher surplus than labour-intensive techniques and
therefore make possible more investment. This conclusion
rests on the following gssumntions: (l) that wages are

[

no higher under ca2vnital-intensive production, (2) that

1
N
&
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savings out of wages are negligiple, (3) that
unemployment does not reduce community saving,

(4) that consumption he=s no investment content, and
(5) that gove}nﬁents are not able to use taxes and
subsidies to achieve desired ends. Once these
assumpticns are relaxed then there may be no conflict
between output, employment and saving,7o so that it
cannot be argued that”érms production will inevitably
generate higher rates of growth then more labour-
intensive production. This does not mean, however,
that Turkey, or other L.D.C;s; should always choose
labour-intensive techniques (intermediate technology),
indeed in some cases there may be little éhoice orice

the product has been determined.

Summarx

It has been argued that the setting up of an arms
industry in Tvrkey in order to enhance national security

and to act as a vehicle for development may not be as
' 71

successful as is sometimes assumed. During the 1970s

Turiey has faczd a series of economic problems which

have been socially divisive and/or have impazired the

rate of development. The main probleans have been a
lack of foreign exchange, high and rising levels of
unemployment, dependence on imports of machinery, raw

materials and techneclogy, and a scarcity of capital

resources. It must be seriously gquectioned whether

arms production can be a vehicle for industrialisation

.
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and development since it does not tsckle these

problems.

Little, Scitovsky and Scott (1970)72 and iyint
(1972)73 have argued that importusubstifuting
industrialisation has severe shorfcomings. It has
often resulted in inefficiency and high prices due to
excessive protection. . Domestic econcaic policies in
L.D.C.s and the availsability of foreign aid encouraged
the import of capital-intensive technology, unsuited
to facfor proportions. O01ld industries- were replaced
by new, but uncmployment and excess capacity increased.
In short, import-substitufion turned out to be self-
defeating as the domestic market was soon exhausted
 and imports of machinery, components and technology
placed a burden on foreign exchapge. This does not
mean that the alternative of outwaré looking strategies
woﬁid be more successful since it can be argued that
import-substitaition has failed because 1t has been |
badly.donceived (Sachs, 1973),74 and that import-
substitution through arms pfdduction in Turkey would
suffer from these same shortconings. Moreovef, there
is the danger that sopﬁisticated arms production
progrzmmes with capifal—and skill-intensive technology
would increase the dependency of Turkey on the U.S.A.
and perpetuste uneven development and under-development
(Lock and Wulf, 1979).75 Technology can only be
transferred gradually in an embodied form, but the

rate of product innovation and techneclogical obsqlescence

.
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in weapons production is such that Turkey could not be
self-sufficient in the foreseeable future without
impossible levels of eﬁpenditure in manpower training
and research and development. Licensed production of
srms leaves the control of technoiogy in the hands of
foreign firms but even when L.D.C.s are able to acquire
some 'share' in the production of arms the parent
company retains contrdl of the technologies employed
and determines the allocation of resources, so *that

the pattern orf production that emerges is a form of
'"vertical.integration of production on an international

scale."76

These characteristics of arms production
combined with the high level «f indirect costs of
infrastructure and software provision may mean that

it éontributes less to development than other teivil!
industries. It is certain, at least for Turkey in the
short-run, that domestic linkages will be limited, and
the requirements of machinery, machine toéls, energy
and raw materials will need to be imported, so that

it is by no means certain that the féreign exchange

position will be improved.77

In spite of rapid industrislisation since 1962 it
is grguable that Turkey's industriai base is not strong
enough to sustain an uneconomical end unreligble arms
industry which is inherently dependent on imported
inputs and therefore cannot make her self-reliant in
the neaf future. Since sophicticated arms projects

ent=il a long and unpredictable gestation period cost
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78 but the

estinmutes are very difficult to make
advancement of other industrial sectors may be

inhibited through the absorption of scarce resources.

- 207 -



CHAPTER 6

MILITARISII AVD EXTERNAL ECONCMIC RELATIONS

Introduction

It is widely agreed that those countries that rely
on imports for their §upplies of military weapons are
absorbing'scarce foreién exchange resources which are
thus prevented from being used for cdcher peaceful purposes

including_development.l

On the other hand while it might
be argued that disarmament would permit improvements in
the standard of living and the rate of growth cf
particular countries it is by no means obvious that

the balance of payments would benefi‘t.2 Some writers
have stressed thatv it is inmportant to distinguish between
different kinds of military transfers and—that the U.S.
military assistance programmes have had beneficial
effects on recipient countries. Burke (1964)3 has

argued that military assistance in the form of public
works may have favourable economic effects. Glick
(1967)4 stressed that military assistance programmes

that encouraged public works and educationsl activities
would help economic ‘development. Shepler and Campbell
(l9é9)5 emphasised that U.S. military assistance abroad
could have favourable effects on recipient countries
since it meant a substeantisl inflow of financial
resourceg. Other writer56’7 have recognised that <he

contribution that military assistance makes to econcmic

.
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development may depend on it not absorbing too many

domestic resources or scarce foreign exchange.

This chapter considers the reasons for the growth
in the supply of arms to Turkey and assesses the
consecuences for economic development. It is argued
that U.3. economic assicstance must be understood in
terms of its complementary relationship with military
assistance and that it has not as a consequence been
very effective in the development effort. Political,
strategic and military motivations have determined the
level and form of Western economic and military
assistance to Turkey which have been instrumental in
opening up the economy to private foreign capital flows.
The pattern and type of foreign investment contributed
tb ean inefficient allocation of resources, led to
higher levels of imports of capital goods and industrial
raw materials yvet did little tc improve employment

prospects or export earnings and incrersed Turkey's

dependency on the industrialised world.

Military Transfers

a
ko)

For most developing countries military resource
conéumption is divided between the purchase of military
resocurces from the domestic economy and the flow of
arns from international suppliers. The international
orrms flow csn be either in the form of trade, or aid,

which, theoretidelly, are quite separate and distinct.
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tid is distinguished from trade in that the former
implies a tfansfer of resourc=s =2t a2 concessionagl rate
in that either a grant is given Lo the recipient couniry
which does not nesd to be repaid, or a loan is made,
to cover the flow of goods, which carries a low rste
of interest, a long repayment period or a 'period of
grace' during which interest charges are waived.

Trade on the other hand is the result of the operation
of normal market forces, and the terms of trade are
determined by the form and degree of competition in
the markef. In praétice the distinction between trade
and aid is not always so obvious in the sense that one
coun*try receives 2 concession from another country,

- particularly since export credits have beccme a normal
part of the trading activity between L.D.C.s and the
industrialised countries. Both économic and militery
aid tends to be given becguse it enhances the national
foreign policy of the donor country and it is 'tied!
to pafticular commodities which reduces the freedoam of
the aid-receiving country to buy the most appropriate
goode at the most favourable price.8

o

In the case of internztional arms flows *he
disEinction between trade and aid is extremely difficult
to ascertain. Whynes (1979)9 categorises international
military transfers into six forms, as follows:

1. donations of military equipment to L.D.C.s,

" which ure often surplus to the donor's

requirements,
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2. direct financial grants to L.D.C.s for the
purchase of military equipment or to develop
other military facilities such as training
schools, |

3. the granting of preferential terms for the
purchase of military equipment, such as credit
arrangements or the permission to pay in local
currency, |

4. ?norma;"trade at cost price.

In addition with respect to labour, the industrialised

countrieé might: o | |

5. provide training facilities in a developed
country's institution for selected members of
the L.D.C. armed forces,

6. ‘send military missions or experts to advise

and train the L.D.C. military, in situ.

Although (1), (2), (5) and (6) might-be categorised
as military aid they are likely to be 'tied' to certain

)10 claims

conditions being satisfied. Myrdal (1971
that the U.S. foreign aid programme after the Second

Vorld War was motivated by the intensified Coid War

that developed rather fhan the development negds of
recipient countries.. The reason why countries like

Turkey; Greece and Pakistan received considerablereconomic
and militéry aid was because it satisfied certain political
.objecti?es and these countries were required to remain

politically sand militarily close to the U.S.4i. and to

commit a large proportion of their domestic resources
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to defence.‘ The third form of military transfer has
elements of both trade and aid, although the concession
given by the donor on the terms of repayment may be
offset by an inflated pfice. Only the fourth form

of military transfer would seem to be a clear case of
trade and even this is likely to be hedged with
conditions. Consequently given the difficulty of
separatingraid from tfade it is easier to combine the
two and refer to them as military_transfers,ll

although whenever there is clear evidence that the

transfer is aid or trade this will be pointed out.

Thé main arms suppliers to Third World countries
are the industrialised countries, ¢f which the most
~ important are the U.S.A., the U.S.S.R., the U.K. and
Ffance. It can be seen from Table 6.1 that the four
najor suppliers accounted for 80'per cent of arms
transfers in the 1950s and over 90 per cent in the .
1960s and 1970s. The rise of the U.S.5.R. tc be the
major{supplier in the 1970s was mainly at the expense
of the U.K. which had been sécond only to the U.S.A.
during the 1950s. Other suppliers in the resE of the
world are West Germany, Italy, Canada, Sweden,
Switzerland, the Netﬁerlands, Japan and China, while
in recent years Israel, India and Brazil have also

begun tc supply arms on a very much smaller scale.

The growth of the arms trade has been very rapid,

even more rapid than.the growth of military expenditure,
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S.I.P.R.I. Vzlustions of llgjor "eapons Suwnplied

to Third Jorld Countries by the Four Ll=ior

Suppliers, 1950-75 in U.S. #m. at

constant (1973) prices

Fizures in brackets are percentages of totals.

1950-59  1960-69  1370-75  1950-7

U.S.5.R. 1058 5749 7381 14188
(15) (41) (38) (35)

U.S.A. 2272 4506 6690 13463
(33) (32) (34) (33)

U.K. 1631 1745 1951 5327
(24) (12) | (10) (13)

Prance 561 1877 1881 4319
(8) (13) (10) (11)

Total of Four

Major Suppliers
5522 13877 17903 37302
(80) (98) (92) (s2)

»

Source: F. Barnaby in R. Jolly (ed.) Disarmament
and World Development, Table 2.8, p.18e



and about two thirds of the world total has zone to
Third Vorld countries. By 1976, according to S.I.P.2.I.,
95 éountries imported major weapons - tanks, ships,
nissiles eand aircraft -~ so that particivation in the
build up of arms has been worldwide. Table 6.2
presents data on the value of imports of major weapons
by Grecce and Turkey together in the period 1950-72.
As there are large'flﬁctuationS'in imports from year
to year twaiéeries are given - the yearly figures and
five-~year moving averages; The»value oi weapons
imported by Greece snd Turkey remained fairly constant
in real terms in the period 1950-72, although this
represented a declining proportion of the world totali.
. Between 1950-54 Greece and Turkey between them tock
over 20 per cent of all imports of major weapons
received by Third World countries and this reflected
their designation as 'forward strategic areas', dut
from then on the proportion fell to 15 pe} cent between
1960-64 2nd down to less than 7 per ceht after 1965,
During the 1970s Turkey (and.Greece) continued to
imporf arms on & large scale, and even in 1978 when
the economy was in serious difficulties Turkey ranked
sixth in the industrialised world in the list of
impérters, accounting for 3 per cent of the world
tbtal and 8 per cent of the industrialised countries

total.12

The data availedble on the arms trade cannot,

however, be taken =zs complete since there are certain
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TABLE 6.2

T

Values of Imports of lajor Teapons by

Greece and Turkev, 1950-72, in U.S. gm. at

constant (1948) prices

The figures in brackets are percentages of the Third

World total.l

A = yearly figures

B = five-year moving average

1950 1951 1952 1053 1954
A 10 20 70 140 11
(4.5) (7.4) (33.3) (26.9) (21.6)
B - - 70 80 90
(20.0) (19.0) (17.3)
1955 1956 1957 1958 1959
A 50 110 70 330 90
'(8.2) (14.%) (9.2) (25.2) (11.7)
B 100 130 130 140 130
(15.9) (16.4) (15.5) (15.7) (14.6)
1960 1961 1962 1963 1964

A 110 20 20 100 ° 70
(12.8) (3.9) (2.2) (11.9) (10.1)
B ° 120 70 70 70 90
(13.0) (8.5) (8.6) (8.5) (10.1)
1965 1966 1967 1968 1969
A 150 20 80 70 130
(16.1) (7.3) (6.8) (5.6) (10.0C)
B 100 90 100~ 80 80

(10.5) (8.7) (é.?) (6.6) (5.9)



1970 1971 1972

1’3. 20 90 130
(1.6) (4.9 (11.0)

B 90 - -
(6.6)

Note: 1 Total excluding Vietnam.

Source: S.I.P.R.I. Yearvook, 1973.

omissions from the list and the values are not reliable.l3

Tables 6.1 and 6.2 cover the trade in ‘major weapons'
but this is only about half of the total trade in arms,
other items being small arms, aﬁmunition, support
equﬁpment, gpare parts and manpower assistance, sone

of which may be in the form of a donation and all are
very difficult to trace. Another problem arises because
the official prices quoted fdr arms transfers do not
necessarily represent the market valueas but méy be
adjusted for politicai rewsons. Thus for exa;ple

Hovgy (1965)14 pointé out that the value of U.S. military
assistance in the 1950s was exaggerated because the
nilitary equipment that was transferred was surplus
stock, or even second hand, and several years old,

yet it was vaslued at replacement cost. As new

equipment would be more sophisticated and powerful
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the replacement value woulé be higher than the true
value of thé transferred arms. Indeed in this veriod
Hovey stresses that the prices of U.S. arms equipment
was considerably above what other suppliers were
asking for equivalent equipment. The estimates that
5.1.P.R.I. makes on the value of arms transfers have
the advantage that they are based on known costs or
market prices for theAWeapons supplied and thus give
a measure of the volume of resources transferred, but.
"this means that they do not correspond to the cash
flow between bﬁyer and seller,‘particularly since

most arms deals are arranged on a credit or grant

The Supplv 2and Demand for Arms

The arms trade has grown very rapidly in the
posf-war perioé and the reasons er this are partly
to be found in factors that exist in the supplying
countries, which relate to both political and economic
policies, and partly to be fﬁund in féctors influencing

demand in recipient countries.

Factors Ihfluencing fhe Supply of Arms

There are several different factors which
determine the supply of arms and not all of them will
necessarily apply to all supplying countries at all

times. The policy =adopted on supply by each country
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is invariatly deverrnined by politicsl decisions
which may reflect not only the position of the
supplying country in the irternstional systenm but
also, in the case of Vestern countries, -the power of
private capital in the domestic economny. S.I.P.R.I.15
distinguishes three factors that determine the pattern
and level of supply.

1. hegemonic

2. 1industrial

3, restrictive

The first faetor refers to the control of arms
transfers by o suprplier in order to maintain a position
of hegemony or domination either within the receiving
country or more widely within the world. Arms may be
supplied to non—arms producing countries to support
a particular political group or class, or prevent
another faction from assuming power. Certainly the
U.S. used its military assistance prograzmme in Turkey
to reinforce anti-communism and encourage support for
the West, and 4merica in parficular, ageinst the
U.S.S.R. Yet 4 hegemcnic position cannot be maintained

B

throurh arws surplies slone, 2nd the ideoiozical role
of military education and training programmes provided
by the U.S. in Turkey were, perhaps, even more vital
to continued U.S. domination. Furthermore, the 'mutual
competition' between the U.S.A. and the U.5.3.R. to

increase their stheves of influence in the rest of

the world has acted to expsnd the level of militery

4
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transiers, particularly to Third 7orld couniries. Durin-
the 1960s the U.3. changed its arms supply stratezy
away from the concept of 'massive retaliation' towards
'flexible response', which implied a willingness to
use conventional forces in combat. The weskness cof
Turkey in its ability to engage in external conflict
also led the U.S. to concentrate its gid on "4raining
and equipping local féfces to counter internal
guerilla oﬁératioﬁs",16 and it was during the 1960s
that the U.S. exports of mgjor weapons to Turkey began

to decline.

The second facfor determining not so much the
pattern but the level of arms transfers relates to the
’economic advantages of large éoale production. Even
if an arms indusfry can be kept yiable by domestic
conéumption alone there are still enormous pressures
to feduce the cost of arms by expending the market

and thus achieving lower unit costs of production.
Arms transfers abroad permit longer producticn runs,
which reduces the unit cost 6f overheads like research
and development and fixed items of capital. A longer
production run also iﬁcreases productive efficiency
and  labour and material costs per unit can be

expected to fall as experience is gained. The willing-
ness of producer countries to sell arms also depends
on the'prices that can be charged, although the
existence of two major suppliers, each‘vyingnfor

influence, may often result in prices below full
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cost. Furthermore, domestic demand for particular
arms nmay fluctuate and 2xports can zo some way
towards filling surplus capacity.l7 The savings on
U.S. procurement costs due to arms sales have been
shown to smount to about 7 per cent, or nesrly half
of one per cent of the military budget,l8 and the
absolute level of dollars involved runs into hundreds

of millions.

There are also financial gains to be made from
selling cld or second hand military equipment., The
pace of Weapons technology is very fast and obsolescence
becomes ever morce pressing yet old arms continue to be
sold. Turkey was receiving supplies of F-86 Sabre
aircraft in theilate 1960s even though these had been
produced in the early 1950s. For the supplying country
selling second hand is better tﬁan scrapping, for
example the aged M-47 Patton medium tank was estimated
to be worth £2.000 in the early 1970s ret they were
sold by the U.S. at 32,000 each.l”

There may well be 2 conflict between hezemonic
interests and economic efficiency, since meximising
exports of arms would regquire selling to any country
eveﬂ if that country waé pro-communist, and it would
also require a guarantee of follow up supplies and
spare parts, which could mean'the supplier loses control
or leveruge over zupplies. Ilcreover, a hegemonic
policy may require the giving of arms as grant-aid

L3
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which mzy generate higher levels of producition but

cennot be justified in terms of economic profitubility.

The third factor influencing supply is the
restrictive factor whereby the supplier declines to
provide arms to countries if it is likely to draw the
supplier into local, national, regionzl or internationsal
conflict. This third factor may operate against the
industrial and/or hegemonic interests, whick create
pressures to supply arms. The U.S. arms embargo on
Turkey introduced in 1975 was a special form of
restrictive policy, since it was imposed pending
withdrawal of Qurkish military forces from Cyprus,
yet it clearly created s conflict 0of hegemonic interests
for the U.S. because of Greece's position in N,A.T.O.,
and also restricted potential sa}es of arms to Turkey.
One of the consequences of the embargo was that
Turkey began 1to look around for alternative supplies
of arms and entered into negotiations with the U.S5.S.R.

20 The

for SAM-6 and SAM-7 low altitude missiles.
developing Turkish-Soviet friendship was crucial in
the U.S. decisicn to end the arms embargo and indicaved

shifting hegerwonic interests,

*

Pactors Influencing the Demand for Arms

In 1925 Turkey had signed a Treaty of neutrality

oviet Union which was renewed

(&)}

and friendship with the

4

in 1929 and again in. 1931, and extended for ten years

. '.’ ~ . ]
in 1935.Cl Relations between, Turkey and the 350viet
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Union at this time were good, and wunen in 1936, at
a Conferencé at l‘ontreux, full Turkish sovereignity
over the Straits through the Dardanelles was
restored, the Soviet Unicn signed the Convention
and thus recognised Turkey's right to fortify sand
defend the Straits. After 1936 relations beiween
Turkey and the Soviet Union deteriorated, partly
because of conflict over the establishment of a
Commﬁnist Party in Turkey, but mainly because in 1939
fhe'Soviet Union demanded changes in the Montreux
Convention which would hgve given her participation

in control of the Straits.22

During the Second World
War the U.S.S.R. dropped her demsnds for revision of

. the Hontreux Convention.but in 1945 informed Turkey
that the Treaty of'friendship and non-aggression would
not be renewed When it expired liter that year. The
pericd immediately after the War was one of extrene
uncertainty tor Turkey as gn important paft of her
territdry was lhreatened by Soviet expansionism.

Arms were demanded for security, to defend the nation
state.against vossible Soviet aggression, yet Turkey
was in no position economically to acquire weapons.

4 desire to acquire arms for security reasons is not
sufficient to create demend, since there must also be
the means or reéources to carry through the transaction,
but as Turkey was strategically very important to the
Test, military aid w.s made available by the I.S..A.

which financed the transfer of arms.
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A second factor that may influence the demand for
arms is the‘desire of political leaders to gffi>nm the
national identity, which is often centred on a strong,
modern military institution. The influence of Ataturk
has been 211 pervasive in Turkish politics and =s 2
military man who led the fight for national liberation

against the Greeks he ensured that the army has had
"a special role in Turkish society. With the founding
of the modern Turkish state in the 1920s Atsturk
declared its political objective as "peace at home and
peace in the world", but this peéce, it was understood,
could conly be achieved through strength. This expression
of nationel strength and unity»was adopted by subsequent
- Turkish leaders, and has meant a commitment t¢ a large

well-equipped military establishment.

| A third factor in the demand for arms hss been
the.role of the armed forces in politics in Turkey.
The great power of the military in Turkey where it
has been the final guarantof of economic and socisl
stability and pro—Westérn orientation has ensured

arms requirements have been given priority.

It is possible that these three factors may be
reldted. The demand for arms is increased when war
breaks out or is threatened, yet war may be a product

of nationalist rivalry and disputes over territory.

D

Yoreover, armed conflict mzy be more likely th

greater the stock of.wespons -possessed by a couniry.
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But it is ngt only national rivalry that causes arzs
races, the rapid rate that military hardware becomes
obsolefe means that there must be a continuous re-
investment in'theylatest technology if security and
strategic factors are to mean anything, and the

latest most sophiéticated weapons can only be obtained

through imports for most L.D.C.s.

Supply and Demsnd Factors Related

The arms trade more than any other can be seen
as an expression ofva particular relationship between
the supplier and the recipient. Turkey and the U.S...
hove been members of the same military ailiance in
the post-War period, but it has been thé U.S.A. as
the supplier that has largely determined the form and
size of the flow of arms. Luckﬁam (1978)23 describes
the recipient countries as 'clients' who are dependent
on the superpowers to sell or donate arms and it is
the 'dialectic' of the arms race taking place between
the supplying countrieé that‘determines the kind of
arms that are transferred. This means that t?e
superpowers sell Weapons which are either surplus
to their own needs 5r which flow from existing
production lines.24' The ﬁ.S.A. as one of the two
suverpowers has satisfied Turkey's demand for arms
becausé it hes been in America's interest in its
strugglé for world hegemony. This important determinant

of the transfer of arms does not deny that there has

- 224 -



been & coincidence of aims between Turkish_military
and political leaders gnd U.Z. governments, but the
arms were only supplied as long as Turkey remained

g disciplined and resnonsible member of N.A.7.0.
Turkey was willing to rely almost exclusively on the
U.S.A. for arms supplies, even though this put her

in a position of dependency with America, because

,the weapons were suppiied as grant aid. The
deterioration in U.S.-Turkish relations after 1974,

and the subsequent arms embargo, did not cause Turkey
to reduce its arms imports, on the contrary she began
to look for alternative sources of supply and was
willing to commit vast sums of foreign exchange to
acquire arms in spite of a declining economic position.
The reason was the conflict over Cyprus and the fegean,

and the mounting‘social and political unrest internally,

all* of which required a strong military position.
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The U.S5. Military Assistance Programne

- Turkey hés been a vital member of N.A.T.O.'s
southern flank since 1952. It is the only country
within N.A.T.0., apart from Norway, to éhare a border
with the U.S5.5.R., and Turkey also has a common
border with Bulgaria, another member df the Varsaw
Pact. Tquey?s position at the Eastern end of the
Mediterranean where it controls the crucial Turkish
Sfraité'means that it can regulate the flow of Soviet
nsval forces betweeﬁ the Aegean and Black Seas.

Turkey controls strategically vital airspace and

ﬁntil recent years has provided essential intelligence
facilities. Turkey also stands at the crossroads

" between East and West, and North and South and the
world's gréatest kﬁown 0oil reserves lie near to Turkey.
Thg position of Turkey is so important that it is
virtually a firebresk, a fire wall between the Middle

Dast and the Soviet Union.22?2°

Within N.A.T.O.'s southerh flank the headquarters
of the Allied Landforces Southeastern Europe (LATDIOUTH-
EAST) are situated at Izmir and these forces are
responsible for the Jand defence of Greece and Turkéy.
In the event of war breaking out with the Soviet Union
on the southern flank LANDSOUTHEAST would be the main
N.A.T.O.vdefensive force. Turkey’s contribution to
LATDSOUTITAST is considerable, since the command censists

of three Turkish Armies together with the N.A.T.O.

~
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'Allied Tactical 4ir Forces, both staffeld by Turxish,
British, Italian and American perso nre . STRITTCRSC0TTH,
which is the H.A.T.0. title for the U.S. Sixth Fleet,
has its headquartsrs afloat, but is glso dependent on
27

Tfurkey for rest facilities.

After the Second World Tar Britain had taken
responsibility for suprlying Greece and Turkey with
military and ecoromic gid. The assistance to Turkey
wes to help meaintain the large army that was required‘
to counter Soviet threats, but Turkey was very poor
and the modernisation of the army demanded resources
that neithef Britain nor Turkey possessed. In February
1947 Britain informed the U.S.A. that it could no
longer maintain its support fér Greece and Turkey and
this prompted the U.S. government to step in and fiil
the gap. Greece was, perhaps, seer as the greatest
and most ursent problem, because of the 'danger' of

28 but Turkey too was under threat

Commuhist takeover,
from Soviet expanbion, and even though the Turkish
arny still contained more uhan five hundred thousand
men it"was still (in 1948) horse-drawn, equipped w1tnp
7orld 7ar One weapons, ill-trained, poorly fed and
inadequately clothed." (Lerner and Robinson, 1960).27
Because of the continued Soviet threat, Turkey was
ready to accept assistance from the U.S. under what
becume knovn as the Truman Docfrine. In President

Trumanis Fesssze teo Congress, llarch 12, 1947 the

dangers of Communism were spelt out. It vwee
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made clear that the U.S. on behalf of the West rmust
take imuedizte action to support Greece and Turkey

in their fight against internsl revolution znd

external threat.

"I believe thet we must assist free peoples to vorik
~out their own destinies in their owvn ways... Should
we fail to aid Greece and‘Turkey in this fateful hour
the effect will be far reaching to the West as well as
the East."30

At the same time as President Truman gave his
message to Congress he scked for 400 million for +he
perind ending 30 June 1948 for Greece and Turkey (of
which Z100 million was for Turkey), and for authorisation
to send selected U.S. personnel to those countries, and
to provide Greeﬁ and Turkish persomnel with militery
training. The Bill, which becane known 2s Public Lew
7%, was spproved by the House on 22 Mey 1947 and it
began Yo te implemented immedistely. Between lNay and
July 1947 the Pentagon éompleted a preliminary survey
of Turkey's military needs but before an aid miescion
could be sent to Turkey it was necessary for the
Turkish Assembly to.ratify an aid agreement. There
wa§ some dissent over certein aspecfs"of the agreement
that Washington presented to Turkey. The Americans
wanted to ersure there would be free access for U.3.

0fficials #nd journslists tec obrerve the 8id prorreuine,

the right to supervise it, the right to restrict the

use of U.S. asgistance and "to terminate the programme



if reciplient governments failed to carry out their
31
gssurances." In the face of Turkish opposition the
U.5. government agreed to change some of the details
of the agreement, but the essential content remained

unchanged and ensured U.S. leverage in Turkey.

With the agreement signed the 2id programme got
underway. Thce major short run objective was to
modernise the Turkish army which possessed obsolete
equipment. The U.5. took on the responsibility of
providing =11 the equipment required by the Turkish
army, including vehicles, communications systenms,
értillery, machine guns and smagll arms, much of which
| | 52

was surplus to American needs. Lzter on during the

1950s the Tﬁrkish air force»was equipped with Sabre
jets, F-5s and F-104 supersonic gircraft and helicopters.33
By 1959 Turkey had acquired long range surface to air

. 34
missiles””

and the navy had been loaned submarines and
destroyers.35 However, much of the early equipment
received by the Turkish srmy was misused tecause of

lack of training, and as a consequence was breaking

down. By early 1950 almost a half of the trucks acquired
by the Lurkish army were non-operational and the main

' 36

reason was that they had not been properly maintained.

The American response which was adopted for all
the major wmilitsry aid programmes - Greece, Turkey,
Iren, Pskistan - wes to send a fully staffed :ilitary

Assistance Advisory Group or ission (II.A.A.G.) which
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had the job!of providing escsential instruction in

the use’and maintenance of equipment. One of the
major funcitions of the i.A.A.G. was to adzninister

the American military grant aid programme which was
vital to maintaining U.S. influence and control,
although in later years the Il.A.A.G.s zlso becane

an essential tool in the U.S. military seales drive.37
Although much of the %faining provided by the U.S.
missions wszs of a technical nature they also furnished
Turkish officers with "a rudimentary general education”
which had the "advantage of permitting a maximum
exposure to U.S. and Western values and ways of

think:ng and acting."38

Most of the training provided

. by the Americans was perfcrmed in Turkey by skilled
military and civilian personnel =2ssigned to the military
missions. In October 1948 there were 374 American
military and civilian personnel serving in the military

: ) 3
mission, snd this had increased to 1364 by April 1952,°2
whereafter it declined to reach 602 in 1965.40

By 1951 25,000 officers and men had been.trained
by the U.S. military mission in the use of quipment,41
but a much smaller number than this (2,200 by June 1952)
werg trained in specific skills as drivers, machine
operators and mechanics,42 and even at the peak of the
training programme only 21 Aimerican specialists wer
employed in teaching Turkish workers. A number of
Turks aiso received military training in the U.S.Z.

Up.to June 1952 62 Turks were, or had received such,
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training. Each trainee remainéd in the U.3.4. for six
to twelve ménths but the Turikish government paid the
costs of the training as well as the salaries of the
trainzes and their transportation costs, while the
U.5. government merely paid the trainees' living
expenses in the U.S.A. Although the U.S. continued

to provide instruction for Turkish personnel in the
use and maintenance of equipment throughout the 1950s
and 1960s it was on 2 much smaller scale than in the
early years, and averaged less than a thousand a year

between 1950—69.43“

“Another top ?riority recognised by the U.S.
militery mission was the need to construct a network
of all-weather highﬁays. Thevprime concern of the
Americans was to build roads thgﬁ would facilitate
‘the movement of a mechanised army and help to integrate
nafional security, but the piogramme was also Justified
on ecoﬁomic grounds in that it would oren up to tradé
parts’bf the country that were formerly inaccessible.
It may have been that Turkey.neglected to build all-~
weather roads earlier, especially in tre Eastérn
provinces, because ofvthe fear that they migh; be used
by gther countries és invasion routes, but the U.S.
ﬁilitary mission regarded them as essential to the
defence of the Southern flank of Europe.44 The highway
‘programme was initiated as part of the Military

Assistance Progremme (M.A.P.). An agreement was

reached between the U.S. Public Roads Administration
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and the Turkish General Staff whereby the forrer
would supervise g road building progremme and train
a nunber of Turkish army personnel to operate and

naintain road construction machinery.

The highway prcgramme resulted not onlyvin the
construction of 2 neW‘system of primary roads, on
which thg main effort was concentrated, but also a
network of secondary roads throughout the Turkish
countryside. In 195C there were 15,000 miles of
primary roads which had been increased to 27,000
miles by 1962.45 Although the road building programme
‘had its origins in the M.A.P. it was mainly carried
out by the Turkish ¢ivilian.Highway Administration.
U.S. aid in fhe form of materials, equipment and
supplies provided g32,156,000 towards Turkish road
development between late 1947 and Merch 1953 but
during the same period Turkey had spent the equivalent

of 177,000,000, drawn from domestic rosources . 0

Closely rélated to the road programme was the
naval-programme which resulted in the establishment
of port facilities on the llediterranean ccasts By
1954 four major new .ports were in pperation which were
vital for the operation of the American Sixth Fleet,
although this programme also satisfied economic as well

as military objectives.

) -~ ~ . . . n . : -+
Total U.S. military assistance for Turkey in the

period 1948-60 was substantial and averaged about 67
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per cent éf‘Turkish domestic military expenditure,
with a minimum of 21.9 per cent in 1950 gnd g

naximum of over 110 per cent in 1957 and 1958, which
was the high point in U.S. military aid-to the forward
defence areas. The details of U.S. military sssistarnce
to Turxey are given in Table 6.3, but there must be
some uncertainty over the validity of the figures

presented.47 Lerner and Robinson48

quote a figure
of #2 billion of U,S. military assistance received by
Turkey up to 1959, and other estimates have beern even

higher.49

In the period 1948 to 1960 most of the military
aid that Turkey received from the U.S., through the
Military Assistance Programmé was in the form of g
grant reguiring no Turkish repayments. The U.S.
M.A.P. was designed to meet the needs of the forward
defence areas, and as Table 6.4 shecws, during the
1950s only a rmall proportion, of 211 U.S. arms
transfers were in the form of foreign sales, the vast
; proportion being in the form of grants. By the
Mutual Security Act of 1954 control of U.S. arms sales
lay with the President, and it was he who would
deterizine what conséituted 'implements of war'. Up
to 1961, and the Foreign Assistance Act of that year,
over 90 per cent of U.S. arms itransfers to the rest of

the world were as military grants.
From 1961 to 1968 U.S. military grant aid declined
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TABLZ 6.3

U.5., "Hlitery =2nd BEconomic Assistance to

Turker, 1048-60, in ¥ million st current rrices

ilitary Economic Pilitery ‘3s. %
Assistance tssistence % of Turxish Donm.

Yeor Uilitary Tro©

1948 72.0 50.0 28.3

1949 55,0 5.2 27.9

1950 46 .5 48.7 21.9

1951 58.5 35.2 25.3

1952 145.0 86.3 | 72.6

1953 174.1 54.2 95.8

1954 219.9 41.9 93.1

1955 164.9 86.1 88.6

1956 170.9 115.1 94.0

1957 208.1 ’ - 179.0 110.1

1958 251.1 " 112.6 111.6

1959 125.1 167.1 67.2

1960 86.9 103.3 32.9

Totel 3777.6 1084.'(

Source: I.K.F., Balznce of Pavnments Yearbvook,

rkey Sheets, Qctober 19543 also

gr*nﬁnt of Tefence, [ili*ory fAzzistance
etsy Tashington, 1963, pp. 30- 31.

+ed in F.C. Shorter, op. cit. pp. 38-39.
sency for International Development, U.S.

<o l“j *‘::
3 &)
Q "L 5

e?’

coromic Assistance Programmes, 1948-69,

td

f}

‘ashington, 1970.
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TABLE 6.4

U.5. Armg Trensfer fgreenments, 1950-73, in

¢ million, current prices

1950s 1960s 197073 197475
Grents 2,213,877 1,080,855 3,159,86% 686,529
Sales
F.I6.S.

Agreements 162,371 1,010,749 2,523,730 12,509,100

Commercial
Txports - - 405,029 1,016,552

Total
Current ~ 2,376,248 2,091,604 6,088,622 14,121,101

. Total

Constant

(1978 constant .
dollars) 6,137,887 5,292,785 9,769,081 16,399,333

Source: Report of fhe Comptroller General of the
United States, 1D-79-22 (U.S. Government
rccounting Office, Washington D.C., 21
May 1979), eppendix 1.

Qucted in S.I.P.E.I. 1980 Yearbooui, p.67.

1
n
\ 2§
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repidly and arms sales rose in direct proportion, as
is shown in.Table 6.4. In 1968 there was an Americen
attempt to control the sales of arms through the
Foreign Military Sales (F.I.S.) #ct, which formally
separated sales from grant aid. The immediate reason
for this legislation was to reduce the U.S. defence
burden abroad, for, as Smith (1978)50 explains,
"foreign military sales will allow substituting for
what in meny cases might otherwise be a vastly more
expensive direct military'presence." As the 4. 4A.P.
~declined in importance after 1968 the T.S. introduced
P.M.S. credits which went through the same funding
procedure gs lM.,A.P. and were designed to bridge the
gap with F.M.S5. cash sales. The credits granted by
the U.S5. were guaranteed by the U.S. Department of

- Defence from its appropriated funds, while the finance
~came mainly from the Federal Finéncing Beznk. In order
to control the level of F.M.S. crediis restrictions
were introduced and every purchaser had to enter into
an ggreement which set oﬁt what was to be purchased,

" the terms, the interest rate and the repayment schedule.

nr

In spite of the decline in the 1.4.P, after 1951
Turkey, along with a handful of other countries
(including Greece and Israel) ccnitinued to receive
military grant aid throughout the 1960s right up until
the arms embesrgo that followed the invasion of Cyprus.
Furthermore, the permanent U.S. il.4.A.G. in Turkey

ensured that Turkish militery procurement was consistent

.
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with U.S. policy. It was the responsibility of esach
M.A.A.G.Vto‘"assist the foreign government in making
its decisions, dissuading it from those that constitute
an unwise allocation of resources or that otherwise

do not contribute effectively to the achievement of

U.S. objectives."51

As Table 6.5 shows U.S. militery
assistance after 1961 was considerably less than it
hod been in the 1950s and apart from the immediate
years following the 1960 military coup represented a
declinihg proportion of domestic military expenditure,
but most of the assistance continued to be in the form
of grant aid. Even in 1973 the last 'normzl' year
before the Turkish invasion of Cyprus and the arms
embargo, grant aid dominated U.S. military assistance

to Turkey, =s Table 6.6 indicates.

The d861010n by the U.S. Congress to stop 2ll militery
aﬂd to Turxev nut an end to the M.A.P. but a paztlal
lifting of the ban gave Turkey $125 million of mllltary
credit in 1975-76 and the same in 1976-77, with

#175 miilion in 1977-78. These credit limits were
considerably below the g340 million per year fhat woculd
have been available ffom various scurces if the four-
year defence co—opefation agreement signed in larch
1974 had been approved.by the U.S. Congress. Morgover,
the limit on credit and sales meant that Turkey had
tO pay more for its military equipment than otherwise,
and the credits grented by the U.S. were soon swallowed

up by 40 Phenton - Jet fighter bombers purchased at an
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T/3LZ 6.5

U.S. lilitary snd ILcononmic

A

‘seistance

to Turkey, celected yvemrs, 1961-73,

in J.3. ¥ million at current vprices

ilitery

Assistance
1961 131
1962 172
1963 155
1968 122
1973 149

Econonic vilitary fss. as
Assistance ¢ of Turkisn Zom.
Vilitery Expt®
126 43 .7
188 52.3
237 , 44.5
110 21l.4
71 17.7

Source: 4s for Table 6.3, also U.S. Economic

Assistance Programmes, 1976 4.I.D.,

Washington, D.C.

TABLE 6.6

U.5, "ilitery and Zconomic A

to Turkey in 1973 in U.S. 2 ™1

L]

ilitary Assistance Grants
Foreign "ilitary Credit Sales
Excess Defence frticles

Ship Loans

Total Yilitary
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85.6
15.0
46,0
5.1
148.7



t.1.2. Zconomic issistance 43,0

Narcotics Control 15.0
P. L. 480 13.0
Total Fconomic ‘ -71.0
Totel "ilitary and Econonic 216.7

Scurce: S. Veissman, op. cit., pp. 245-7

estimated cost of F480 million.’?

The'arms embargo hit Turkey very herd because
she was almost totally dependent on the U.S. for her
arms yet was put in the position of having only
restricted access to U.S.'arms and military spares
even on o cash basis. In response to the embarge
Turkey turned to her other N.A.T.O. P:”fners - Britain,
France, W. Germany, Italy and Norway - to obtain
necessary arms. 1In spite of Turkey's serious balance
~of payments problems, which cauced both I.M.Z. and
N.A.T.C. officials to express concern towarde the end
of 1977, *he country was spending more cn defence than
the, econonmy could béar. The estimate for military
expenditure for 1977-78 was g2.63 billicn, which
reprecented nearly 30 per cent of the budget, end
‘Turkey was also paying g500 million each year on
aCQUiriﬁg arms. As the tension over Cyprus and the

degeen dispute increased after 1974 Turkey was
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compelled to continue buying heavily from abroad.

0f the othef N.A.T.0. countries only Test Germany
pfovided any military assistance, about $100 million
g year, partly through its official military aid
programme and partly through guaranteeing credits on
arms exports to Turkey. But the Turkish economy in
the second half of the 1970s was in a serious
condition and guarentees were very difficult to

find so that some of thé arms that Turkey wished +o

import, like 180 Leopard tanks, had to be pos’cponed.53

The U.S. arms embargo was not finally lifted
until August 1978, but the increased military aid
that began to flow from that t;me could not prevent
the Turkish economic and poli%ical situation from
further deteriorating. On 29 March 1980 the U.S.
signed g five year defence agfeement with Turkey which
provided a first instalment of 2250 million assistance.
In addition West Germany was planning in 1980 a
military aid package worth 500 million. The Bonn
~agreement was to transfer to'Turkey a large number
of F~104 fighters and ground attack aircraft Which
would be surplus to Gérmany’s needs when 1ts own
aierorce received ﬁore advanced fighters. Vest
Germeny also pledged to supply over 200 Leopard tanks
to replace some of the ageing American built X-47s
‘and M~48s that were still the basis of the Turkish
armoured forces. Several years of arms embafgo had

left large numbers of the American tanks inoperable
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and the West Germans also pledged spare parts to

restore them. Turkey was also particularly keen to

receive spare pafts from the U.S. to revive 93 F-4

Phantoms which were considered superior to the F=104

Starfighters.54

The Economic Consequences of the Transfer of Arms

Up until 1961 almost the whole of the arms
transfers received by Turkey were through the U.S.
M, A. P, and did not affect the import capacity of the
country directly to any great extent. 1In this period,
ﬁp to 1961, the consequences of the arms transfers
for\the Turkish economy were felt through the conditions
‘»that were attached to the military agreement between
Turkey end the U.S.A. After the Second World War the
U.gf'used its foreignvmilitarj policy tc maintain its
hegemonio position.in the world. Tufkej was encouraged,
indeed requirel, to commit a very large proportion of
its demestie resources 10 the military establishment,
.partly to meet the needs of N.A.T.0. and the Western
Allience, but also to ensure that the country would
develop, both economically snd politically, in
sympathy with the Western world. The military were
assigned a key rolerin the development process in
Turkey =nd other countries, and a general case was
made ou{ by some Western politicians, political
scientists and economists that the military being a

moderr:, rational and bureaucratically organised

-
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ingtitution wus ideally suited to initiate development,

and guide the political system accOrdingly.55

The indirect consequences of the arms transfers
were, therefore, that Turkey committed an enormous
level of scarce domestic resourcés to defence gnd that
vhe pattern of development was structured éuch that
the Turkish economy became integrated into, and
dependent on, the economies of the industrialised
countries. To understand this latter it is necessary'
to show a causal link between the arms transfers and
the flows of economic assistance and private foreign

capital. This is taken up in the next section.

In addition to the indirect effects of arms
transfers on the Tufkish economy, there were after
1961 more direct effects as military grants began
to be replaced by crédit sales. During the 1960s and
particulariy arter 1974, when nearly all ﬁilitary
imports into Turkey had to be purchased and even
credit was difficult to ébtain,-arms transfers began
to plice strains on the balance of payments thus
reducing the capacity of Turkey to import what was

required for the industrislisation effort.

&

The arms trade accounts for no more than 2 per
cent of world commodity trade, yet for Turkey the
share of military imports in total imports was as high
as 32 pér cent in 1969 gnd was over 15.per ceht in 1978

when thne econory was in the midst of its worst crisis

.
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Fd.

in the post-var

o

eriod. The share of rilitary
imports in Turkish trade is presented in Table 5.7,

J

but there is no way of knowing the true level of
56

nilitary imvorts since the recorded volure is only
part of that flow, so that the strains impozed by

them may be even greater than that indicated.

The burden of military imports on the development
effort can better be understood by reference to those
imports which are essential to Turkish industrialisation.
Category number 7 of the Standard International Trade
(lessification consists of machinery and transport
équipment, and these imports represent the contribution

57 For the

of imported technology in total importse
five years considered in Table 6.7 fhe average
proportion of military imports to foreign capital
impprts was over 48 per cent, aﬂd'was marginally above
that figure in the crisis year of 1978. Since military
imports are primarily for military purroses they
cannot_be expected to contribute to an expansion of
.productive capacity,58 nor dao they increase present

or future consumption,‘therefore they represegt a
reduction in the potentiai‘rate 0of indusirialisation.”

Q ) - L3 . L3
In addition to the volume of militery imports it

is also important to consider the form that they take.
During the 1950s most of the erms transferred to
Turkey were in general surplus or obsolele types,

end g large part were second hend and in the process

- 243 ="



The Snare of "ilitzry Inperts

in Turkish Trede, 1965-78

Total

Imnorts CIF SITC no.7

Imnorts o§ ilitary ilitary ilitery

Inports Imports os Imvorts

in U.S.%Znm.

in U.S.%2. in U.S.2m.¢ of total =3 ¢ of

N e
FREC VGO

572
747
1508
2099

4479

214 83 14.5 38.7
301 241 32.5 £0.1
677 327 21.7  48.3
864 205 9.8 23.7

1372 677° 15.1 49.3

SITC no. 7 = lacuinery, Transport
Equipment

1978 data was given by S.I.P.R.I. in

1975, U.S. gm. prices, and an estimate

was obtained for current prices by

assuming an annual inflation rate of

10 per cent

Source: 1965-73, United Nations, Commodity

Trade Statistics, Statisticel Feper:s,
Series D; U.S. Arms Control and
Disarmsment Agency, 7orld Jilitary
Expenditure and Arms Transfers,
1964-73%3, Washington D.C. 1974.
‘Quoted by Lcck and yulf, op. cit.
1978, U.ll. Yearbook of Internzticnal
Trade Statistics, 1979; S.I.P.R.I.,

1980 Yearbooi..



- of being replaced by the U.S.4. On the whole these
arms were single weapons requiring little more in

the way of spares, support equipmént and service.

But the predominsnt pattern of militgrisation in
L.D.C.s hes been based on the structure found in the
nore developed countries. Since the 1970s the armed
forces of Turkey have incfeasingly been based on the
complex technologicaliy sophisticated 'weapon system!'
~ the main battle tenk, the capital ship and the
combat sircraft. These systems could only be imported,
but once the decision had been taken there was a
commitment to a lot more. A squadron of modern
combat aircraff can require the support df-several
hundred diversely skilled people and the availability
of hundreds or even thousends ofvcomponents if it is
to operate at anything like its ‘potential effectiveness.eo
What this has meant isrthat Turkey has been required to
make lerge additiongl investments in the‘fraining and
education of operators, maintenance personnel and
technical staff, and to éall.in outside aid in the
form bf technical and militafy advisors, as well as
providing a special infrastructure, and all of this

to be included on the debit side. In so far as there
are’ civilian spin-offs from military investment

the opportunity cost is reduced, but it is by no means
certain that military skills end capital will have
positive external effects, nor is it necessarily a

cost effective way of promoting development objectives.

N .
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Detail§d information on the chain of supplementary
domestic and import demand set up by arns imports is
"not available, but some of the additional costs can
be illustrated. In the earlj 1970s the Turkish Air
Force possessed mainly F-104, F-100, F-84 and F-86
aircraft,6l and for every hour that one of these
'planes spent flying the mointensnce and operating
costs slone amounted 0 2250, but in addition 30 man-
hours were necessary for repair, and each sircraft
needed four men for operational maintenance. To
provide a field organisation, with all the necessary,
service and support, 50 more men were required per
aircraft. On top of this it took about 3 years to

train esn aircraft mechanic with a good educational
heel-rraund ot n coot of Z50,000, excluding upkeep.62
By the late 1970s the Turkish Air Force included two
squadrons with P-4 Phantoms, and these aircraft require
an inventory of 70,000 spare parts £0 keep a sguadron
operational.63 Given thg rate of technological
development a pfesent generation of fighter aircraft
possescses a life cycle of gbout 15 years, and over

that period.thé cost of ownership, like depot costs,
man.genent personnel, maintensnce and operations,

A s s 64
and training are greater than the acquisition cost.

Most of the ownership costs of imported armaments
are for capitsl-intensive technologies which in the

:o of Turkey need to be imported, and in the 197Us,

0
12
4]

especially after the arms embargo, they beczme a

-
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direct drain on the balance of payments. Although
there is no‘informationAon the sources or composition
of Turkey's external debt and the corresponding debt
gservice pvroblem so as to determine the military
component, what is clear is that after 1975 military
imports had to be purchased; With military credit
difficult to obtain, terms were close to those
available on other coﬁmercial trensactions, which
meant that all military iﬁports began to absorb

import capacity and to exacerbate the debt servicing
problem. ,Makihg a very crude estimate, using the arms
imports details in S.I.P.R.I. Yearbooks,66 it would
appes that military imports of at least £3,300 million

. were absorbed by Turkey between 1975 and 1979.

The enormous level ofvarms_imports after 1975
should be considered in relatioﬁ to the severity of
the crisis facing Turkey in 1979. Unémployment stood
at over 20 per cent, external debt was in excess of |

€15 billion, much of it short-term, and Turkey was
.finding it impossible to ser&ice this debt. Even after
the debt restructuring arrangements thet were.promised
by the I.MN.F. and O.E;C.D. countriesAduring 1579,
Turgey was still faéed by the prospect of needing
perhaps g15 billion of new aid in the following five
years to prevent economic céllapse.67 Furthermore,
Turkey was faced by the fact that the whole of her
export csraings would be required to service its

external debt and pay for oil imports alone. In this
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context the.arms imports after 1974 would appear to
have seriously increaszed Turkey's economic problems,
Not only did the military imports fail to increase
productive capacity or to increase the efficiency of
Turkish industry, but they imposed a future debht
burden on the country. Loreover, the importation of
major arms would be expected to generate imports of
supplementary needs, éb that the military import
 burden would be carried through to future time periods.
Over the loﬁger run it couid be argued that the priority
given to military imports resulted in g distortion.in
the allocatibn of foreign resources and may have
reduced the rate of development. But %he'distortion
does not end there, since, as the U.N. Report of 1971
recognised, military considerations have alsb distorted
the direction of international economic aid, which
tends to follow the pattern of military aid and greatly

influences the form and direction of development.

Economic Assistance

The Truman Doctrine was designed to help Turkey
and Greéce to fesist the Communist thréat, and it was
followed by a progrémme intended to assist Europe to
achieve economic rehabilitation. In a speech delivered
at Harvard on 5 Juns i947 Secretary Marshall described
how vifal it was for the U.S. to provide Europe with
economié aid, which became known as the llarshall Flen.

Nine months later on 3 April 1948 the Economic Recovery
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Lct was passed in the U.S. which provided economic
2id for Turkey, and Greece, as well as for Tectern
Europe. Apart from the short-run objectives of
meinteining the socio-political status quo, of
achieving rights over certain military bases and
installétions, of gaining the support of Turkey in
international organisations like the United Nations,
of supporting leaderswbr governments that have.been
friendly to U.S. interests, there was also the long-
run'objective of promoting‘in Turkey a type of economic
and political development which was harmonious with
capi%élist68

The ecconomic assistance programue for Turkey begsn
in 1948 as part of the European Recovery Programme.
As Table 6.3 shows economic =2id up to 1960 exceeded
g1 billion, and was made up of transfers of merchandice
and technirel 2ssistance services, as well as agricultural

products under Public Law 480,

Hovey (1965)69 hgs stressed that there is a
complementary relationship between economic and military
assistancé. "Tconomic assistance can provide the
wherewithal for militery assistance recirients to pay
troaps, and purchase supplies.” U.S. military assistance,
Hovey eXplains; was given to provide arms and equipment
Suppliéd, of course, by the U.S., but it was not
decigned to pay for troops or food consumed by the
military, since these were regarded as the responsibility

o [

of the recipient government. . The relationship between

.
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economic and military aid is clear. "lilitary
assistance éays fOr the costs of equipment, supplies
end training, and economic aid provides the budgetary
support necessary for local purchases and pay and

allowances of foreign forces."7o

Between 1949 and 1971 the.U.S. gave over 2.5
billion to Turkey in economic assistance,71 with over
three quarters of the funds being administered through
the Agency for International Development (A.I.D.) and
predecessor agencies, and the remainder under P.L. 480. .
The details are given in Table 6.8. Avproximately 82
per cent cof A.I.D. economic aid between 1949 and 1962
was in grant form, but from 1963 loans became more
importent as they replaced grants for general imports.
Under the terms of the grant programme Turkey was
required to deposit into a"Speéial U.S. Counterpart
Fuﬁd' Turkish lira at the official rate of exchange
for each dollar of grant aid provided hy the U.S. for
generélAcommodity imports. Ninety per cent of these
deposits (95 per cent prior fo 1952) were made available
to the Turkish government fcr mutually agreed;projects,
“and ten ver cent to tﬂe U.S. government to meéf

7 Up to

adm}nistrative and 6ther costs .in Turkey.
1962 sbout 80 per cent of the 'Counterpart Funds' were
uséd within the Turkish national defence sector, in
the form of additional militery programmes, although

from 1953 +he funds were on a mucih smeller scale and

were used for genersl budgetary support or to finance
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U

.2. Leconomic Assistance to Turkey,

Year

1949
1950
1651
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967

Al
¢y“u‘8

1960
1570
1971

TOT AL

llotes:

1949-71 in gn.

Total U.S. A.I.D.l and Predecessor > .5L. 480
Econonic Acgencies Arriculturs=l
4id Total Loeans Grents Add
5.2 - 5.2 5.2 - -
48.7 48,7 4C,0 8.7 -
35,2 35.2 20.0 15.2 -
86.3 86.3 15.3 71.0 -
54.2 54.2 4.5 49.7 -
41.9 41.9 - 41.9 -
86.1 59.8 - - 59.8 2€.3
115.4 87.8 20.0 67.8 27.6
17¢.0 109.3 25.0 84.3 69.7
112.,6 63.7 25.0 3.7 42.9
167.1 131.9 . - ~131.9 35.2
103.3 68.7 0.8 67.5 34,6
126.0 10C0.3 1.5 -~ 98.8 25 .7
188.1 104.9 22.8 82.1 83.2 .
23743 155.8 86.2 69.6 81.5
148.8 . 99.0 64.5 345 49.8
152.9 113.3  103.6 9.7 39.6
126.6 112.8 108.1 4.7 13.8
132.2 110.3 106.8 365 21.9
110.2 1C1.6 96.9 .7 8.5
109.5 " 88.6 85.1 3.5 30.3
106.,9 69.2 65.9 3.3 50.7
106.9 77 .6 73.9 37 33 .8
2512.0 1926.1 971.1 955.0 481.2
"1 A.I.D. is the igency for Tnterrational

Tevelopment.
5 U.S. Fiscal Yesrs, ending 30 June of indicated

years.



development projects both in the public and private
sectors. Détails on the utilization of Counterpart
Funds are given in Table 6.9, and confirm that up
until 1962 U.S. economic aid was largely used to
release Turkish domestic resources which could then

be put into defence.

As was pointed out above, after 1963 loans came
to replace grants for general imports. Between 1963-
71 total A.I.D. economic assistance amounted %o
$928.2 million of which g791 million was in loan form,
‘amounting to 85 per cent of the total. Direct U.S.
economic assistance was supplemented by pledges of
over g2 billion between 1963 and 1970,'> and a further
" $1.3 billion between 1970 and 1975'% by the American-

West European Economic Consortium. This level of

economic aid mesnt that Turkey ranked sixth among the
majof recipients of economic assistance during the
1960s, and created a dependency on externagl financing

which continued into the-1970s.

The conditions attached to the U.S. loans
depended on whether they had to be repaid in dollars
or Turkish iira. About 20 per cent of the Jcans were
repayable in Turkish lira and interest rates charged
rénged from 3% to 52 per cent. The remainder of the
loans (80 per cent) were repayable in dollars and
carried a ten year grace period, thirty year .

. 3
arortization thereafter, with interest rates of I to
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TABLE 6.9

Utiligzation of Counternart Funds

As of December 31, 1971 (TL Thousand)

Description

National Defence Sector

1.
2.
5
4.

10.
11.

12.,.

13.

Mechanical & Chemical Industries

Petty COfficer Program

Additiongl NMilitary Ald Prograem
Bquivalent of Certain Military Expenses

of the IFiscal Yesr 1951
Additional Military Program
Additional Military Program

*Additionsl Military Program

Additional Military Progran
Additional Military Program
Aditional Military Program
fdditiongl Military Progranm
Army Ecducation Program

Ad for 1959 Fiscal Year

of
of
of
of
of
oFf
of

1952
1953
1954
1955
1956
1957
1958

Amount of

Agreement

5,500

10,640
72,884

80,000
100,000
111,400
115,920
108,600

91,520

170,000
435,000
110,000

Agreement
No. Date
20 10/18/51
22 12/20/51
23 12/28/51
25 12/28/51
26 8/5/52
3 8/5/53
3% 11/9/54
34 12/29/55
35  8/10/56
38 9/30/57
39  g/25/58
41  1/20/59
42 6/21/59

mount

Disbursed

5,500
10,640
72,884

80, 000
100,000
111,400
115,920
108,00

91,520
104,797
170,000

4%,0C0
110, 000



iT.

14.
15.
16.
17.
18.

19.

Additional Military Programn
Additional Military Program
Additional Military Program
Additional Military Program
Additional Military Program
Budgetary Support (POL)

- Total

Public Sector

1.
2
3.
4.
5.
6.

Te .

8.

9,

10.
11.
12.
13.
14.

Agricultural Bank

Public Roads and Water Works

Technical Co-operation
Acricultural Census |
Tuzla Roads

Immigrants

Etibank

Ministry of Agriculture

inkera Hospital & Nurses Training Centre

Railways

Minerals Rescarch & Exploration Inst,

of
of
of

of
of

1959

1959
1960
1961
1962

Moody Program-Productivity Project

Earthquake Relief
Statistics

240,000
280, 000
500,000
363,300
449,647

68,000

- 3.025,208

15,339

56,997
173,977
1,000
404
30,000
42,352
34,300
1,000
3,864
1,000
2,520

4,000

1,000

42

9/18/59
42 12/19/59
46  7/4/60
54  7/29/61
57  6/30/62
64 5/30/63

1  10/22/50

2,6,28 Various
3,9,37 nnual

8,17

14 7/20/51
15  7/20/51
19 8/10/51
Various
21 12/20/51
24  12/20/51

27  2/27/53
29 ,5/15/53
-  6/25/53

30  7/7/53

31 8/5/53

240,000
230,000
500,000
363,300
449,647

68,000

3,025,208

15,339
56,997
173,977
.1,000
404
30,000
42,352
34,300
1,000
5,864
1,000
2,520
4,006
1,000



15.
16.
17.
18.
19.
20,

21.
22,

ITII.
l.

Q0N U AW N
® ° e . [ “‘_

L S

Trew a T a1 e

S>tate Enterprises

Projects in Support of TC Activities
Genernl Budgetary Support

General Budgetary Support

General Budgetary Support

1963 Development Grant Support Procject
rogram j | _ |

Projects in Support of TC Activities

Technical Assistance |

Tetal.

Private Sector:

Private Enterprise Projects Financed
prior to Establishment of Industrial

- Development Bank
Mershall Plan Private Interprise c¢f IDB

Capital Participation Fund (IDB)
Special Working Capital Fund

Tourism Development

Industrial Development Bank
Indusscrial Investment & Credit Ba:k |

259,866

176,574
120,000

150, 000
388,000

5,569
2,150
40,953

1,510,865

17,867
81,633
65,000
60,00C

40,000

20,000
37,000

43
44
58
60

66
67

Various
18

- 5C
SWCTE

" 68

76

78

L 4

Various
%/26/60
7/13/62
2/21/63
5/30/63

8/17/63
9/6/64
3/5/69

Various
5/15/63
5/6/62

4/18/61.
8/16/67
7/17/67

12/15/67

259,866
176,574
120,000
150,000
388, 000

5569
2,150
40,953

1,510,865

17,867
81,633

5,000
60,000
40,000
20, 200

37,000



2 per cent during the ten year grace period and 2 to

% per cent thereafter.75 On tue surface the terms of

the loans were very generous, but they were a form of
'tied aid' as indeed was the grent aid and it is by

no means obvious that this economic assistance contributed

.vefy much to Turkish development.

L
.

Tied Aid

- U.5. economic and militéry 2id to the less developed
world, including Turkey, was almost completely tied tfo
goods produced in the U.S.A. Snider (1972)76 recognised
this when in discussing ways of relieving the U.S,
‘balance of payments he eliminated two possible measures.
‘"Becguse gid recipients tend fé spend most of their
grant and loaﬁ dollars directly on U.S. exports,
reinforced>by the'government policy of tied aid, only
a fractioﬁ of any reduction in aid would be reflected in

improvement in the U.S. balance of payments."

This viéw is also subported by Ga.ud,(l968)77 who
argues; |

"The'biggest single misconception about the foreign
aid programme, is that we spend money abroad. e don't.
Forelgn =ié consists of American equipment, raw materials,
expert services, and food - all providing for specific
development projects which we ourselves review and
apvrove,.. Ninety-three per cent of A.I.D. funds are

svent directly in the. United States to pay for these
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Cooper (1972)78 comes to a similar conclusion and
nis empiricai results indicate an average additionality
for the entire aid programme of 90 per cent, and for
- many countries the additionelity factor is in excess
of 100 per cent. These results indicate that the
tying of aid is considerzbly more effective than is
generally recognised. There can be little doubt that
the fmerican aid programme has been good for U.S.
business and has created many jobs, nevertheless it
did not prevént é decline in the U.S. share of Turkish
imports. In 1950 the U.S. accounted for over 20 per
cent of Turkish imports but this had declined to 8.5
per ccnt by 1976 as West Germany with 18.4 per cent
:of imports became by far the most important trading

partner.

The tying of aid aléo invariably means that high
'prices are attachéd to the commoditiés involved,
particularly when grants are given, which has led
Myrdal (1971)79 to suggest "an unjustified padding of
the amount of aid.” UuNiC;T.A,D. in its secretariat
progress report of 1967 gave instances of 'tied! aid
costing between 12 and'20‘per cent more.so F&Ba 2id
was*a particular kind of tied aid‘that was provided by
the U.S. under Public Law 480, and this was counted at
the pricés found on the protected home market in the
United States, rather than at the lower prices at which
it could be bought on the international market.5t The

U.S. grain shipments to Turkey and elsewhere were
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influenced by the huge #mericen grain surpluses that
existcd becaﬁse of the agricultural supvort policy.
Furthermore, this expensive food was transported to

- Turkey in high cost American ships which was then
charged to the aid-receiving country. Given the
obvious benefits of food aid to the U.S. itself yrdal
was led to suggest that the cost of the food deliveries
should have been charged as national asgricultural aid
instead of as foreign aid. He went on to question the
value of aid, in particulér food aid, for the receiving

country.

"The most important reason for discounting the
developmént value of the aid was, of course, the fact
" that the motivation for it, and lérgely its direction,
was political, military and strategic. Wben politics
goes into gid whether at home or‘abroad, it is
unavoidable that standards both of morality and of

effectiveness are apt to be radically lowered."

The contribution of.food_aid to economic development
has rebeived some attention and has been criticised for
depressing agricultural prices, which then causes the
domestic supply to be reduced.82 U.S, shipuents of
agri‘cul tural commodities to Turkey under P.L. 480 begen
in 1954. 'Most‘of the food received (over 85 per cent)
was under Title I sagreements, whereby'the U.S. sold
Surplus'agricultural commodities, mainly wheat and
other grains, in exchange for local currency. There

were also shipments under Title II which were co?modltles
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’granted for emergency felief end development purposes,
and under Title IIT which provided for the donation
of surplus foods to U.S. voluntary agencies for
distribution in Turkey. As Table 6.10 shows the first
food aid arrived in 1954 when there was a disastrous
harvest in Turkey due to drought. There was a similar
flow of food 2aid in 1955 when agriculturgl production
was still below the 1953 level, but after that there
wz2s no obvicus link between the level of food aid and
domestic production. Thus in 1964 and 1965 when
agricultural production fell, so did the level of food
aid, and when in 1966 sgricultural production increased
by over 10 per cent, the levél of fcod aid increased
substantially. Then again the bad harvest of 1961 .
resulted in- g large increase in fodd aid, but when
agricultural producfioh recoveréa the following year,

food aid continued at a high level.

Between 1954-59 when wholesale and retail prices
in Turkey doubled, the rise in food prices lagged behind
the general rise in prices. This was in part due to
the substantial imports of food under P.L. 480,83 but
élso due.to government;controls on prices of some basic
foodstuffs, especially grain products. As the prices
recé&ved by Turkish farmers in the period 1954-59
increased et about the same rate as consumer prices of
food, then farm prices as a whole and grain prices in
particular, did not keep up with the rice in the general

price level, which is shown in Teble 6.10. After 1959
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T:2LE 6.10

-
(S

Mow of U.S. Food aid under P.L. 480

and related varigbles, 1955-70

Growth of
Food aid pzrict Prod. holeszle vrice index:
g million at constant  1953= 100
Yeor current prices 19C8 prices General Grains

% change
1954 26'3 =L . 111 n.%.

1955 27 .6 9.8 119 n.z.
1956 69.7 5.0 139 n.a.
1957 48.9 €.5 165 N.a.
1958 35.2 9.2 190 150
1959 34.6 0.3 227 177
1960 25.7 2.3 239 202
11961 8%.2 -4.9 246 242
1962 81l.5 5.0 260 270
1963 49.8 9.0 271 268
1964 29,6 -0.4 269 265
1965  13.8 ~3.9 293 297
1966 2..9 10.7 306 304
1967 8.6 0.1 322 294
1968 3C.3 1.5 n.a. N.8.
1969 40.7 1.2° n.a. N.2.
1970 33%.8 2.3 N.2. Nn.a.

Sources: As for Teble 6.23; Turkey: An zcononilc
° Survey, 1977, op. cit. Table 3Gs 0.Z2.0.D.
Argriculturasl Development in Southern

Europe, Paris, 1969, p. 299.



government policy encured that food prices increased
in line with the genersl price index, bui this chance
in policy did nothing to stimulate grain production,
the main import under P.L. 480, and indeed in the
first ten years of P.L. 480 grain supplies, grain

production in Turkey stagnated, indicating that food

aid discourgged domestic production.

The giving of aid has been criticised from other
viewpoints. Bauer (1971)8-4 has argued that it is
unlikely that aid, whether as a loan or a grant, will
sutomatically generate developnent. Bguer stressed
thet aid mey encourage L.D.C.s to taXe the view that
development can be achieved without effort, when what
;ié really reguired 1is structurél and institutional
reorganisation and an outlook which emphasises self-
_reliance. Griffin (1970)%° has argued that foreign
exchangelflows, including aid, may lower domestic
savings. "Given the level of 1income, the larger the
capital inflow the lower the level of domestic savings",
and the "higher is the ratio éf 21d to income the smaller

will be the raive of domestic savings."

Both of these views need to be considered in =
specific historical context. In the case of Turkey
in the post-war period there is no doﬁbting the
motivation of successive goverﬁments, particularly
sfter 1963 when the series of Five Year Plans bezan,

to achieve rapid industrialisation and economic development.

L]
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Nevertheless it might be =rgued that the underlying
weakniss on the Tufkish external account was
persistently ignored during the 1950s and 1940s,

and indeed up to 1974, since the series of deficits
could be maede up by foreign credits, worker rerxittances,
import cbntrols,'devaluation and U.S5. and other economic
aid. The eese with which Turkey could finance its

trade deficit meant that very little progress was made
on breaking the dependence of industry o6n imported
capital goods and industrial raw materiasls which
aécountedvfor 95 per cent of impofts in the 1970s.

In terms of Bauer's general analysis, there was ﬁo
incentive. for Turkey to increase its self-sufficiency,
partly because of the 'generosity' of gid donors. The
danger of this'dependency was revealed after 1974 when
the invasion of Cyprus led to an -increased military

" burden and the U.S.Varms and aid embargo{-oillprices
quadrupled, and the economic recessios in the West

caused Worker remittances to decline.

Griffin's position has been criticised on
methodological. theoretical and empirical grouhds.86
Kennedy and Thirwall (1971)87 and Papanek (1972)88
have’argued that rather thsn aid causing a decline in
savings, as Griffin found, it may be the reverse.
Papanek gives g hypothetical example of a crop failure
or a derline in export prices lesding to a fall in the

savings rate as consumption levels are maintained,

which is gccompanied by an inflow of aid. Although

<
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Pavenek's example 1is quite plsusible it cannot be taken
as generally accurate without considering the csase of
each country separately, and furthernmore, the causality
of any negative'relationship between the savings rate
and aid or capital flows needs to be established.

What canﬁat be accepted is that aid and capital inflows
will inevitably increase savings and/or investment
directly, since g largé part of the flow of =2id into
Turkey and elsewhere was for military purposes, and
smaller portions for health, medicine and education.
If‘savings and/or investment were to respond positively
to aid flows it would be'the result of rart of the aid
going directly into inveétment projects or through tae
.indirect effect of aid releasing domestic resources

which could then go into saving and invesitment,

As weas pOinted out-previously the Vast proportion
of the 'counterpart' funds were used to increase the |
military effort in the period up to 1962. A.I.D. loans
only sfarted to go into capital projects»in 1960 and
by 1971 had accounted for only about 15 per cent of
total economic assistance. Similarly the local curreacy
rayments made under P.L; 480 between'lQBS snd 1971 were

distributed as follows: o
| per cent ¥ million

Loans to the Government of Turkey 41.1 240.9
Loans to Private Firms in Turkey 11.3 66.3
Grants for Nilitary Budget Support 12.2 71.2
Grants for Economic Development 0.4° 2.5
U.S. Purchases in Turkey - 33.3 195.2
Initial Peyment in g to U.S. 1.7 : 9.8

) 100.0 585.9
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It is not clear that the funds senzrated under

P.L. 480 contributed to increased savings or investment,
although part of them were used to finance the nilitary
effort. 1ilitary aid itself was tied to imports of

U.S. arms =2nd equipment, snd rather than releasing
domestic resources was only advanced on the conrndition
that the Tufkish government committed vast domestic
resources to defence, averaging nearly 2¢ per cent of
central government budget in the post-war period, to

the detriment of investment and the development effort.
The precise relationship between aid and savings can
only ultimetely be determined by reference to the
empirical daﬁa, and this 1s attempted in the next
chapter. One further point on this issue concerns

the importlance of certain kinds of cousumption., like
education and health, which are étimulated by aid flcws,
since these can be regarded as investment in human
capital 90 and may be important in the development

process.

One of the areas of the economy that it is claimed
the economic assistance programme was really syccessful
wes in egriculture. In the period 1949 to 1953 Turkish
agrieuiture was stimulated by a mechanisatidn programmre,
with 40,000 tractors glone imported in.that period,
mainly through the U.S., aid programme. The enormous
growth of acricultural production in Turkey in this
Period 1éd President Trumen to claim it as an example

. 91

of the success of the lutuszl Security Programne.
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_"Turkey,is another exarple where a veritable
agricultural‘revolution is being brought about with
a team of nine Americanlexperts.... In three years
Turkey has raised its grain production by over 50 per

cent and tripled its rice production.”

fmerican claims on what they aschieved in Turkey
were exaggerated. TForty per ceut more land was
pbrought into cultivation in the few years up to 1953,
mainly communal and state land, through an extended
Jand distribution programme, which largely accounted
for the growth in agricultural production. The
ihcreasing mechanisation of agriculture in_the pericd
1048 to 1953 still meant only 15 per cent of all
‘cultivated land was under.the plough in 1955, and the
new level of mechanisation was unable to prevent two
~disastrous years for agriculture: Betweeﬁ 1955 and
1962 the mechanisation rate in Turkiéh agricultufe
remained praotioally unchanged, and it was not until
the Five Year Plans began in 19€3 that mechanisation

was given further impetus.

Politicol Iffects of Economic ond Military ‘ssistesnce

*it is widely recognised today that aid is not given
for altruistic regsons, but it is an important weapon
of foreign policy for donor countries. In 1961 President
Kennedy gxplained: "foreign aid is a method by which
the United States maintains & position of influence and

control eground the world, and sustains a good many
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countries which would definitely collapse or pass into

n92

the Communist bloc. Professor H. B. Chenery, who

was an economist with the U.S. A.I.D., makes g similar
point: teconomic assistance is one of the instruments
of foreign volicy that is used to prevent political
~end economic conditions from deteriorating in countries
where we value the preservation of the present govern-

93

ment."”” 4id programmes grew with the intensification

of the Cold War between the West, led by the U.S..A.,
and the U.S5.5.R., and the different geogrsphnical
patterns of aid at various times reflected the changing
importence of certain countries to the struggle for

hegemony.94

One of the ways that polifical influence can be
maintained is for ald to promote economic development.
. The U.3. A.I.D. specificglly recognises this point
when it states: "Ald as an instrument of foreign policy
is best adapted to promoting economic development.
Development is not an end in itself; but it is“a
criticel element in U.S. poliéy, for in most countries
some progress in economic welfare is essentiai to the

A : s as
" reintensrce and growth of free, non-Communist societies."-

‘The role of aid in developmen®t has been critically
anélysed by Hayter (1972)96 who argues that an essential
element in the giving of aid is the concept of
'conditionality' or '1everage',97 wherety the.donor

countries try to comtrol recipients' volicies. The
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U.5. A.I.D, has veen fairly open shout its volicies on

'leveragze', mainly beczuse it lias neede

o
ct

0 Jjusitify
to the U.S. Congress why the aid it gives should be
continued. Thus, for example, the U.S. 2.I.D. tries
to encourage ald recipients to liberalise trade or to
press the interests of United States firms. Furniss
(1957)98 has argued that because of the XM.A.P. =
"slightly more favourable investment climate has been
structured" in Turkey which "paved the way for eccnomic
aid and consequential U.S. influence over economic
policy making." However, when security conditions
demand the U.5. support a particular government, then

the 4.T.D. is less concerned with evaluating the

99

verformnance of the &id given, and as existing aid

is allocated according to security and political

considerations it is hardly such -as to encourage good

: . ' 100
economic performance,

Hayter points out that the major instrument for
exercising leverage is the system of conditionzal

'programme loans', which are tied to the purchase of

101

goods in the United States. These programme loans

<

accounted for elmost 30 per cent of total 1.I.D.
economic assistance to Turkey up to the early 1970s.

2
As Turkey was in receipt of programme loans it had to
negotiate loan agreements with the A.I.D. which needed
to be approved in Washington. One consequence, 1is that
ihe govermnment of Turkey would discuss its policies

A

with the A.I.D., and the existence of a permanent A.I.D.
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5% a{gw*{g i B d T Wy i
m1331on in Turkey could be expecited to 1ncrepsv U.s.

leverage. Hayter stresses that because the A.I.D. is
under the direct control of the U S, government it is
more flexible 1n negectiation than other ald giving

institutions lee the World Bank and the I.I'.F., This
flexibility may work to hold back development when the
U.S. government has reasons for supporting particular

governments as it has done in lurkey.

There is another very important role of the A.I.D.,
gs part of the U.S. military assistance programme,
through the contribution it makes towards training and
education. The official Justification for training
Turkish sbldiers was that it was necessary for them tec
.be able to handle the mllltary equipment provided by the
U <., but there wes aﬁo+her vitel non-technicel aspect
of the M.A.P. training, as Wolpiﬁ has stressed, "asAa
source of optimally Americsan end secondarily Western

group identification by officers from Third World

countries."102

Wolpin argues that "political indoctrin-~
ation and socialkinteraction"-have become integral
concomitents of the training experience and were
intended by U.S. policy makers to "develop a propensity

~ to solicit and acquiesce in American policy suggestions”

' to "Structure a definition of national interest which
precludes non-slignment" and to "inculcate an ideology
of development Which Stresses subsidies =nd hospitality
to transnational corperations." Furthermore, olvin

argues - that the U.S. government is fully aware of the
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active political roles that military men can play in
developing a'country's political systems and thet this
is a "key Jjustification for assigning training a higher
priority than the provision of nilitary equipment.”

He concludes that the "psychological dimensions of
H.4.P. training have been moderately effective in both
making foreigh military elites more responsive to the
U.S. definition of‘mutﬁal interest and more disposed.
to accept the advice of American military personnel

and diplomats.”

Applying Wolpin's general analysis to Turkey it
woﬁld be necessary to show that her military contribution
to N.A.T.0. has béen less importént than her anti-
Communism and Western orientation domestically. Neither
. of these propositions can be 'prqvén' but_thére is |

. indirect evidence which can be used to suggest an answer.
The official U.S. view is that the II.A.P. is seen, and
was conceived, as a means of increasing the potential.
military forces available to the N.A.T.0. alliance for
the fﬁlfillment of its securify objectives. 7hile there
is little doubt that Turkey is a vital member of N.A.T.O.,
beczuse of i'ts geograpﬁical'iooation, its intelligence
facilities, and not least because of its very large
army, it is aglso true that Turkey's military equipment

is and has been maiﬁly 0ld and obsolete.

By the mid 1960s meny of the ships provided by the

U.S. were rapidly becoming obsolete and although the
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airforce had'some F-104s and F-5s its aircraft rainly
consisted of F-84s and F-86s which had been produced
during or before the Korean V7ar. Most of the transport,
training, liaison and utility aircraft were also old
and obsolete.lo3 The poor level of military equipment
possessed by Turkey led Secretary of Defence, llclamara,
to testiry: 04

"Except for missiié units, gll major compconents of
- the Turkish ground forces are short of a substential
part of their major mission equipment. luch of the
Turkish army equipment'is below minimum N,A.T.O.
standards. luch of it is World War Two or earlier, for
which ropair parts are no longer available or on which

.maintenance costs have become prohibitive to continued

Anoratione N

Ten years later, in 1975, tﬁe Turkish army was still
using mainly old equipment. The biggest component_of.
the Turkish military forces was the arm: which consisted
of twelve infantry, two mechanised infantry and one
armoured division, with thirteen independent brigades.
Within the armoured division the major equipme?t
consisted of 1500 1-47 and L~48 tnonks which were irericzn
surplus from the Koréan war period,AeXpensive to maintain
end possecgsed én outdated 90 millimetre cannon.. The
navy had 13 destroyers, 15 submarines, 5 escort vessels,
70 patrol boats snd = number of support vessels, but
nost of %hese were /merican or British hand-me-downs.

The airforce consisted of 13 fighter squadrons, three
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of which possesszed eitner F-4Z or P-104S gircra<t
but the remainder were using F-104G, ¥-10C2, -5 or

F-84F aircraft which were regarded as being inferior

or even obesolete.,

It must be concluded that Turkish militsry eguipment
consisted of o great many tools of war that vere

several years out of date, and that this situaticn w

25
a permanent feature of the post~war period. Yet apart
from defending the cocuntry and deterring attack by an
extremely powerful neighbour, the Turkish military
programme has 1o be viewed in terms of its complementery
relationship with other N.A.,T.0. countries, and it is

in this gspect that the Americans hsave on the whole

‘been satisfied. More importantly, it is impossible %o
treat external defence in isolagtion from internal security,

)

end Turkey's procurement policy, under the advice of the
0.5, M.A.A.G., nNas been to diversify its-weapons stock
and to place a great deal of emphasis on its ground
forces; which are highly mobile and possess the means
to supress and control political and industrial unrest.
Furthermore, the existence of large para-military forces,
vhich in 1975 consisted of 75,000 Gendgrmerie inc]uiing
threg mobile brigadeé, has meant that Turkey has had a
permanent force concerned with civilian disturbance
control., The heavy armour that the army and para-
military forces have at their disposal - tenks, armoured
- A

versonnel carriers, helicopters, transport alrcraft =nd

even ground-attack aircraft - are suitable for controliing
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demonstrations or carrying out g military cougp.

It hes been pointed out previously that the U.S.
W.A.A.G. and the U.5. A.I.D. are required to work out a
joint military and economic assistance programme.lo5
There have been many instances when A.I.D. funds have
been used for military purposes znd M.A.P, funds made
available for development prOJects.106 A very important
role for the A.-.D “has been to train Turkish army
recruits, but it has also been used to organise a police
érogramme designed to promote internal security. The
U.S.yPublic Safety Training and Advisory Programmes began
in 1954 and were desighed to increase the strength and
capability of civil peace and para-militery forces to
enforce law and maintain publlc order, Stein and Clare
(1974)107 in thelr study of U.s. .police aid emphasise
" that local police forces "receive training not only in
routine polic.: matters, but alsc in parg-military and.
counterlncur"en=y techniques developed in response to
the threat of civil unrest." In the period 1961-71
41 Turkish personnel were trained in the United States
under the Public Safety Programme, at a cost to the U.S.

of KS 000 per head.lo8

*

While it would be wrong to underestimate the
nilitary contribution of Turkey, and the importance of
her .S, supplied equipment in particular, to N.A.T.O.,

it ic clear that a maior objective of the U.S. goverrment

=

25 been to maintain its influence in Turkey, which has

.
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required the U.S. to support the military as an ins%titution
and to use the training vrograrme =s an instrument of
leverage. On the whole the U.S. II,A.P. has been successful
in fulfilling “imerican objectives in TurkeyAénd on three
occasions the Turkish military have stepved in to keep

the country on a pro-Western course of development.,
However, U.S. leverage in Turkey, and particularly over
the Turkish military, is not a constant. Dunn (1961)107
has argued that the U.S. training programme generally

has had an influence which has varied from time to time
and from issue to issue, "yet there can be no doudbt
concerning its existence." He also acknowledges that
anti-Communist officers may be incapable of distinguishing
.non-Communist progressives from Cemmunists, which may

well satisfy American objectives }n most countries.

Yét in Turkey, although the miliﬁéry has been committed

to the West, .it has also been very nationzlistic and
capable of independent action. Furthermofé, there are
inevitably cleavages within any milivary organisation,
which arise because of the structure of society, or are
inherent in organisational structure, or result from the

. . 110
interaction of the two.

Nevertheless the influence

~of Ataturk is still dominant in the Turkish army and the
Aguid%—lines he establiched for its rdle in politics have
been acceptable to the U.S. and made it much easier for

Merica to maintain its sphere of influence.
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“Private Foreisn Capitsal

One of the stated objectives of U.S. policy in
Turkey was to promote private enterprise and an open
economy, which led to Turkish sttempts to encourage an
inflow of private foreign capital. The Law to Encourage
Foreign Capital Investment wes introduced in 1950, then
emended and made more liberal in 1951, but it was not
successful in encoursging foreign capital on a scsle
nécessary te have any great impact. During 1953 the
Imericans took the initiative to convince Turkey that
it was necessary to go to greater lengths to attract
foreign capital. On 26 August 1953 Clarence Randall,
Chairmen of the U.S. House of Representatives Commission
‘on Foreign Trade Policy, who Wés also President of the
Chicago Inland Steel Company, arrived in inkara for
talks with the Turkish government. Randall worked hard
to convince the Turkish government unc ofher influential
groupsvthat there should be no restrictions on the
activify of foreign cepital nor on the trsnsfer of foreign
exchange. In order %o encourage foreign investment
Randgll argued that Turklsh stocks should be available
‘on foreirn stock exc;anoes ahd 1nveotme nt opportunlulew
in Turkey shoﬁld be publicised abroad. Domestically
Randall and his party suggested that state involvement
in industry should be 1imifed and 2ll firms whether state,
foreign or local should operate under equal conditions

' ‘s 111
based on the principle cf free competifion.

The Turkish government responded in a positive way,



end the Low to Encouresge Foreign Investment was smended
once szain in January 1954 (Law 6224) =nd an 0il et
passed in Ilerch. It was hoped that an influx of

foreign capital would speed up the rsis of growth and
help overcome the scarcity of foreign exchansze, but the
new concessions had avdisappointing effect. shmagd
(1977)112 has argued that the new laws provided neither
the cap'ual necessary to develop and exp¢01u hel
resources, nor did it create jobs to ezse the incresz asing
unemployment. Krueger (1974)113 also argues that in
spite of officigl policy to encourage and attract private
foreign capitsl flows they were much less importent than
bilateral capitél fransférs thrbughout the 19503 and
.1960s. The problem of unemployment will be considered
later, Tut first it is impertont te coteblish that
although the foreign investment‘&as on g felatively
small scale, foreign capital came to have z very big
impact on Turkish development. Most of the foreign
investmeht was in partnership with local capital, but

it was an unequal relationship with the external capital
being donminant. The process of egternally controlled
dependent'industrialisation was expanded‘after 1663

when many of the state economic enterprises were
tran;ferred back to private firms, both local and
foreign, but very often in the form of joint ventures.
Berberoglu (1981)1%% has pointed out that these joint
ventures meant theot "a large section of the national
industrial bourgecisie was integrated into the devendent

economy. .. thus becoming... e .dependent -industrial
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capitalist cleass with direct ties to metroroliten

transnetional monopolies,

The Pattern of Poreign Invesiment

fAmost 911 foreign investment in Turkey comes under
Law 6224, which is extremely liberal and permits an
unlimited transfer of profits gbroad. Foreign investmeut
is permitted in any field except state monopolies and
there 1s separate legislation to control investments in
0il end mining. Between 1950-~70 foreign capital
entering Turkey averaged only sbout 19 million a yeer,
as Table 6.11 shows, yet after the massive devaluations
of 1958-~60 foreign exchange was able to buy a bigger
‘share in Turkish industry and there was a significant
increase in foreign holdings. In terms of Turkish lira
foreipgn investment was T.L. 12 million a year in the
1650s, but zbout six times higher thsn this per yeer in

the 1960s.,11?

The influence of foreign-capitel was increased
beczuse it was concentréted in the menufacturing sector.
At the end of 1974 there were 109 firms operating under
Law €224, with 93 in.manufacturing, two in mining, one

16

; P . : 1 s s S
in agriculture and 13 in services. 7ithin manufacturing

25 firms were in chemicals, 16 in electrical appliances
end electronics, 11 in metal goods, nine in food,

hah]

. 5 . K +
alcoholic beverages =znd tobacco, =znd eight in 0wOT

. 11°
vehicles. L7
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The et Flow of Frivate Zoreicn Capitgl

snto Turkey, 1950-70, irn U.3, & million

Year 2. Yesr gm. Year gm.
1950 9 1957 ~61 1964 58
1951 -30 1958 73 1965 -1
1952 43 1959 14 1966 -8
1953 141 1960 25 1967 o
1954 76 1961 ~34 1968 11
1955 12 1962 56 1969 -10
1956 ~29 1963 -7 1970 78

9]

ource: TI.M,P, Balance of P=yments Yearbook,

Washington, various. issues. -

Overegll foreign cepital accounted for 11.7 per cent of

cross sales in manufacturing (1974) and 6.3 per cent of

employmenf.ll8

In five sectors, however, firms with
foreign prrinership accounted for nore than 30 nper cent

of sales:
4

Stone =nd Earthware Industry 375
Eleotricai Machinery and Equipment 40%
Yotor Vehicles 445
Chemicels 469
Rubber and Tyres' 594
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- capital.

The power of Fforeign capital is a2lso indicated by the
fact thst in the 1970s 70 out of the largest 144 Turkish

compahies were partnerships of domestic and foreign "
119 |

Unbalanced Growth

During the 1960s the construction and service sectors

performed well both in terms of profitability and rate
of growth, but'whilé these sectors exceeded targets the
agriculturalland‘industrial sectors grew less rapidly
than planned, and as a consequence G.N.P. grew somewhat
- more slowly than envisegged. The fegilure of agricultural

production to increase as planned was largely because no
‘lana reform scheme was achieved, and investment and the
spfead of new technology was slbWér than expected;lzo
"~ In the industriel sector there Wés considerable progress
and by 1973 the sector accounted for sbout 22 per cent
of G.N.P., yet the full achievement of the planned
manufaéturing capacity was impeded by insufficient
amounts of Well orgasnised investment projects, foreign
121

exchange end domestic savings.

o

With the start of the first Five Year Plan in 1963
it ﬁ;s expected that the state would play a subsidiary
role in development, and thét the private sécfor would
lead the struggle‘for growth. Only if the private
sector failed to achieve the planned torgets would the

state step in to carry out investment in neglected areas,

or to provide public funds or.foreign exchange when
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privete szvings were too low. In effect the government

expressed its confidence in private enterprise and its

ability to overcome Turkey's economic problems.

In the manufactufing sector foreign investors in
partnershlp with local firms set about produ01ng goods
for the domestic market. 1In *he firms with forel"n
partnership the domestic partner put up most of the

allga and the foreign investor provided the patents

ot

capi
and trade marks, most of the components of the products,
most of the machinery, and some of the managerial know-
how. The foreign capital determined therkind of
prOducts that would be produced, but while the avail-
ability of local raw materials and relatively chesp
‘lsbour mesnt high profits for—éhe investors, the
investments made virtually no coqtribution to export
ezrnings and increased Turkey's dependency on a few

industriaglised countries. -

Aspects of Dependency

Ffom the earliest yéars of the post-war period
Turkey has suffered from a foreign exchange gap,.and
it has been a.bermanént aim of successive governments
to réduce and eventually remove the need for foreign
capitel and economic assistance. In order to consider
‘Whether foréign inveétment-and economic assistance has
had = positiVe or negestive effect on the foreign exchange

gap in Turkey it is necessary to analyse the effects

_279— i Iy



of the inflow of the foreign resources on import regquire-

ments, the growth of exrorts, profit trsnsfers and

debt servicing.

Foreign invesiment and economic assistence may act
to rzise import requirements in two ways. Firstly, they
mey, through the employment of predominantly skilled
snd expatriate labour, cause the distribution of income
to be tilted towards those with a high propensity to
consume imported foodstuffs and luxury goods. Secondly,
they may result in investment and production processes
which have & high initial imported capital ccntent and
a continuing dependence on imported intermediate goods

and replacement capital .t

In the cnse of Turkey there pas»been 2N enormous
demand feor luxury consumer goods ‘particularly since‘the
1960s when a large middle class set its sights on the
commodities availeble in Western consumer<§ocieties, but
all consumer goods imported into Turkey have been subject
to licenses, which have been very restrictive, and many
goods have been excluded from the permitted imports list.
- In addition teriffs and other charges on imports_have
been very high; and still averaged about 50 per cent of
the ¢.i.f. value of imports in the mid 1970s. These
policies have restricted the importation of consumer
goods, sO thaf while they accounted for about 20 per
cent of impofts in 1950, this had been reduced tc 9.6
per cent in 1960, 5 per cent in 1970 and 3 per cent in

1976, Instead Turkey began to, produce her own consumer
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goods which was consistent with the emphasis on

industrialisation after 1963 and provided the incentive

for foreign capital to seek investment opportunities.

But if the inflow of foreign cepital was successful
in establishing a whole range of new consumer goods
industries it was nbt 80 successful in stemming the
flow of imports. The reason was that the new units of
production were engaged in 'screw driver' activities,
“assembling mainly imported components, employing
relatively few workers. The highly protected market
encouraged inefficiency but it did generate high profits
for investors. This kind of structure hes been aptly
described as the 'Trpjan Horse' of Turkish industry
'serving'both foreign and local investors.l24 In the
short-run fhe profit motive ensured a rapid rate of
industrialisstion after 1963 but'it would have been
impossible without a protected home market and by the
early 1970s, when the home market was nn longer large
“enoughAto provide sufficient demand for continued
expsnsion, the new industries.found they could not

compete in foreign markets.
. Q3

Theliurkish govefnmeﬁt must bear the responsibility
for the distorted market structure that enmerged. The
policy of adopting high import duties, an over-valued
exchange raté and of providing substantial investment

incentives, which hesvily subsidised capital cocts

>y

relative to labour costs, meant that the signaling
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mechanism prgviaed by the price system was no longer
fﬁnctional. Rationing ih goods and capital markets

" 9lso meant that market prices no longer reflected
relative sdarcities. A3 a consequence the industrisl
sector grew in response to market incentives thsat
bore little relation to the social value of producing

different goods.125

The textile industry has been one of the most
successful of the new industries established in Turkey,
end unlike other branches of manufacturing its production
has been almost comp1etely geared to export masrkets.

In 1978 raw cotton made up a quarter of Turkey's total
and a third of her agricultura% exports, making Turkey
-the foufth largest cotton eprrter in the world.126
Furthermore, textile exports accqﬁntedvfor about 20 per
- cent of total and oVef 50 per oeﬁt of industrial exports.
There were ohly threé firms with foreign partnership
operaﬁing in the textile industry in 1875 and these
accounfed for a mere i per cent of sales, so that the
achiévéments of the industry have been 1argely‘due to
Turkish efforts. Yet the industry has failed fo produce
domestically the machinery rejuired, aﬁd in spite of
blang having been dréwh up to begin domestic production,

neither local nor foreign capital has been forthcoming.

The dependence on imported capitel gonds hes
continued throughout the post-war period. By euncouraiing
Torei;n capital into certain key sectors (leading

sectors) it was hoped that backward and forward linkages

+
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would integrgte the rest of the economy into the
nodern sector. Instead the unbzlanced growth heas
pervetuated the dependence of the Turkish econony on
the industrialised world, particulerly for investient
goods end industrial raw materi=ls. The encoursgenent
of foreign capital failed to bring about the creation

- of an independent capltal goods 1ndustry so that Turkcv

continued to rely on 1mpo ts for machinery and technology.

Table 6.12 shows that in 1976 52.3 per cent of
industrigl production was either in intermediate or
investment goods, whereas in 1962 the figure had been
37.7 per cent. However, this figure for 1976 is
misleading since the investment goods include electronics,
.of which 8l.6 per cent of thevoutput is in consumer
equlpment 1et and road vehicles, and these two sectors
should reglly be regarded as consumer durables, After
allowing for electronics and road vebivles, the investment
goods ratio fa]ls to 11.2 per cent which is not a great
improvément on 1962, Furthermofe, the investment and
intefmediate goods sectors are largely dependent on
foreign technoiogy and;components for their survival
“and barely make any contribution to the foreign exchange
problem. Table 6.13.gives s bregkdowvn of production in

the manufacturing 1ndhotry for 1976 and clear;y indicates

the emph331s on consumer goods productlon.

The second element in the foreign exchange equation

is the export performance after the inflow of foreign
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TAELD 6,12

The Composition of Irndustrial Production

1962-76, percentares

Sector Yeer

1962 1967 1973 1976
Consumer Goods 62.3 2.9 53.5 47.7
Intermediate Goods 27.8 35.4 32.5 3642
Investment Goods1 9.9 11.7 14.0 16.1

- 1. .
Note: includes consumer durables.

Source: Turkey: An Economic Survey, op. cit.
Table 50.

TABLE 6.13

Production in Manufacturing Industry

1976, percentages

Congumer Goods Industry Intermediate Goods Industry
Food 28.3 Forest Products 3.0
Beverazes 1.4 Pulp & Paper 0.2
Tobacco 3.8 Printing . 0.6
Textile & Clothing 13.8 Yides & Leather 2¢8 .
P Rubber 0.8
. 477 ]
Plastics 1l.1
Investment Gds. Industry Chemicals 4.4
letal Products 3.0 Petrochenicals 1.9
Machinery 3.6 Petroleum Products 8.1
Tric” Ngchinery 1.4 Tertilisers 1.S
Electl Inchirnery 2.1 Cement 1.3
Flectronics 1.0 Claj Products 1.2



Ro=zd Vehicles 4.0 Glass 0.6
Reilwey Vehicles Q.4 Ceranics 0.3
Ship Building 0.5 Iron & Steel 5.4
16.1 Non-Ferrous fetals 1.9

36,2

Source: Derived from State Planning 0ffice
Publications.

cgpital. Turkish exports failed in the post-war period
to keep in line with the enormous growth of imports.
Table 6.14 shows thaf the trade balance has grown
considerably since the 1950s, with exports'financing

.8 declining share of imports. By the 1970s the financing
requirement hnd reached astronomiec nrorortions, Even
in 1976 primary products (agriculture, mining and
quarrying) still agccounted for 69.6 per cent of exports
(1950 = 81.9) and although industrial expéfts were 30.4
per cent of the %otal in 1976 (1950 = 18.1), 5 per cent
of the total were agriculture based processed products
and another 13.5 per cenf were textiles, which is shown

in Table 6.15. B : S _ A -

. The whole of thé improvement in the ratio of
‘industrial product exports was due tc the growth of
textile exports, which had been non-existent in 1950
and accounted for only 0.8 per cent of total exports
even in i960. Yet foreign partnership firms only accounted

for 1 per cent of sales in textiles, so that the
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Turkish Telavnce of Pzyuments 1950-7

U.S. ¥ million

TImports

Txports

Balance of Trade
Invisible Trznsactions
Current Account Balance
External Debt Repeayment

Finencing Requirement

Pinencing Requirement as
‘percentage of Exports +

Tnviaibhle Bolaoance

Financing Reqguirement as
percentage of Imports +
Debt Repayment

Exports as percentage
of Imports

1950
-286
263
-23
..27
=50
_15
~-65

275

21.6

°1.9

-
\O
(O}
(-

~4568
321
~147
-159
-65

-204

73 .6

3843

68.6

3

"Source: Turkey! An Economic Survey,

s

Table 86.

~-948

588
~360
+121
~-171

173
-344

44,7

62.0

op. cit.

~5128
1560
-3168
4000

~2224
-119

=-2373

82.9

45,2



Tr21LE ©.15

The Pattern of Turkish Zxports 1950-76,

percentaces
Year
Sector ‘ _ 1950 1950 1370 1975 1976
sgriculture - 751 70.8  75.2  56.6 64.0
Mining and Quarrying 6.8 4,1 7.3 7.5 5.6
Industrial Products 18.1 25.2 17.5 35.9 50.4
of which Textiles - 0.8 4.4 9.5 13.5

Source: Derived from Turkey: An Economic Survey,
op. cit. Table 87. |

-
e

- contribution of textiles to expofts was entirely duz to
the efforts of domestic capital. In conclusion, th

only did the fapid industrialisation fail to generate 2
growth'in exports in line with the growth of imports, but
apart from textiles, the pattérn of exports remained
essentially the same, displaying a high dependence on a
narrow’ range of prinary products which were =ainly

dest}ned for the industrislised countries of the Vest.

The third factor to consider is the relationship
between the inflow of private foreign capitsl and profit
transfers and related payments., It was the inadequacy
of saving mobilisation efforts in financing investment

that led to the heavy reliance on Toreign sources.
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Turkish dependence on foreign capital and economic
essistance hes been suck that when the flow from
Wesvern sources slowed down the economy was forced
into crisis. TFurtherunore, foreign capital flows
subsequently caused = large external deficit through
~the interest peyments and profits transfers that were
the counterpart of the inveétment. Between 1947 and
1964 Turkey received 3953.1 million in foreign capital
“flows snd paid Z287.3 million in interest. 3Setween
196%5-70 loans to the vzlue of $918.8 million were
received and £1197 million was paid as repayments and
interest. Turning to profit transfers, these too have
been very high, amounting to 25 per cent of actuai
.investment in 1964, 68 per cent in 1966, 218 per cent
’in 1067 and 194 per cent in 1968. RBetween 1967-70
£133 million was invested and $122 million was transferred

- . 2
to parent companles.1 S

By 1976 the position on the
external capital account was guite serioué»as is shown
in Teble 6.16. Profit transfers were 217 per cent of
the inflow‘of private foreign capital, although in 1975
the ratio was a mere 12 per cent. Taking the three years
(l974~76) together the inflow on capital{aqcouht was
$1540.6 million compared with an outflow of $1020.9

L )
million which clearly emphasises the enormous cost of

servicing and repaying foreign debt.

Another measure of the scale of indebtedness is the

debt service ratio,129 which stood at 17 per cent in 1970,

) . 130
33 per cent in 1977 and 41 per cent in 1978. 5 The very

(3
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TABLE 6,16

Foreign Capital Flows 1974-~76

- U.S. g million

1974 1975 1976
Private Foreign Capital 88.1 304.8 27.4
Project Credits a 268.5 286.8 365.0
Interest Psyments 102.4 124.0 217.0
Profit Trensfers | 71.1 3643 - 59.6
Pgyments for Services ,
from Project Credits 17.0 15.0 15.8
Debt Repayments 126.1 117.5 119.1

Source: State Planning Organisation publications.

high debt service ratio is one of the reasons why Turkey
has sought, and the developed countries have been willing

to advance, further foreign credits.

The growth of foreign indettedness is not uecessarily
a serious problem; since the foreign cgpital may generate’
an.increése in prodﬁcﬁion.which more than covérs the
cost of servicingvthe debt. However, in the case of
Turkey it has been shown that the foreign investment,
althovgh it contributed to a repid rise in industrial
production, did very little to expand exports.and resulted

in g steep rise in imports of capital goods and raw
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materials. Zven in the period 1974-76 nesriy 70 per
cent of the capital inflow was in the form of project
credits, (Table 6.16), which were a form of 'tied!

aid, and could not be expected to reduce the fcreicn
exchangé deficit.A By the second half of the 1970s when
exports were stagnating, when the cost of oil imports
was crippling and military imports were £500 million

2 year, then the debt'éérvicing problem was adding to
the balance of payments crisis. Yet as the crisis
deepened in the late 1970s Turkey found it very difficult
to obtain further foreign capital or credit and it was
this that fOrced the government to go to the I.M.F. for
finance, which was only given subject to stringent

~domestic economic policy.

Unfortunately for Turkey du;ing'the second hzlf of

. the 1970s there was little hope of solving the foreign
exchange problem in the short-run. ZIZIxports were mainly

of primary products, and agricultural production could

not be increased without land reform and substantial
injections of capital. The tfaditional short-run macro-
economic solution to external deficit is to devalue or

- deflate, but neither of'these'policies are witnhout side-
effects, Deflation is particularly hard on poor countries,
like Turkey, where the per capita income is low and
uneﬁployment already high, since the burden is likely to

be onn the less privileged members of society. Devzluation,
on the other hsnd, may not increace equrt reéeipts,

because of supply consiraints in the case of primary



products and.barriers to trade in the case of industrial
goods like textiles. INor are imnorts li%=ely to respond
te devaluation when, 25 in the case of Turkey, imports
are essentisl =nd there is no domestic substitute
industry, but there is always the danger that devsluation
will exacerbate domestic inflation. Nevertheless Turkey
was forced to deflate and devalue the lira in the late
1970s, yet the foreign”exchange position had become so
seriousithat itlwas impoeeible to manage without further

foreign credit in the short-run.

External Economic Relations and Unemployment

Two of the major issues that have occupied the United
Nations in discussions on the problems facing L.D.C.s

131 These

have been employment and income'Qistribution.
two‘geals'are,closely connected since, for the vast
majority of the populafion of L.D;Ces, income is deriyed
solelj_from emrloyment, and rising unemployment inevitably '
means that there is unequal participation in the benefits
of development. In the case of Turkey the labour force

has been growing more rapidly than employment opportunities
~in the post-war period, with the result'that-unemploymeﬁt
and under~employment.have been rising. Ota%istics on
unemployment prior to 1962 are unreliable'but the grewth

in it since then is shown in Table 6.17. The unenmploy-
ment preblem is actuslly more critical then indicated in
Tokle 6.i7, firstly because egriculturcl under—-employment

is probably greater;than that recorded132 and secondly
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Turkey:
Teble 129,

Source:

.- 292 -

T::_Bll‘: 6 017
Unemvloyment 1822-76 in 000's
1962 1967
L=bour Force Supply 12197 13442
Labour Force Demand 11951 12732
tericulture 9216 9073
Industry 995 1175
Censtruction 305 369
Transportation 258 324
Services aznd Other 1177 1719
Ton-sgricultursl Surplus 235 530
Disguised Unerployment
“in Agriculture 750 910
Total Liabour Force _
Surplus 1085 1440
Unemplovment Rete () 8.1 10.7

An Economic Survey,

14320

13210
8760
1500

440
460
2350

725

1575

11.0

1977, op. ci



because there is also under-enmployment in urban aress.
Furthermore, many Turkish workers h.ve been oblized

- to go abroad to find work. In the mid 19605 there were
gbout 150,000 Turkish workers abrosd, and +his hsad
risen to almost 700,000 by 1976, Although this export
of workers involved economic gnd socisl costs to Turkey,
it did result in substantial remittances, and without

it open unemployment would have been higher.

A major cause of the rising unemployment has been
the very rapid rate of population growth which has been
over 2.5 per cent per annum since 1950. The rising
poptlation hes been accombanied by an even more rapid
growth of urban rpovulation, due‘to both rural 'push'
‘and urban 'pull' factors, particularly after 1962 when
the introduction of planning resg}ted in greater emphgsis
. on industrialisétion. In spite of industry increasing
its absorption of the economicglly acti ve pcrulation
from 8.3 per cent in 1962 tec 13.0 per cent in 1976, the
rate of urbanisation was even more rapid, so that urban

unemployment rose rapidly after 1963.

Unemblofment is = nroblen which is not unlque to
Tarkey, vet it is 1mDortant to consider in wnat ways the
particular path of industrialisation taken in that country
.affected the level of employment. In particular it is
necessary to consider how the flow of economic essistance
through the U.S. A.I.D. and its predecessor egencies

and the flow of foreign capital affected employment creztion.



The A.I1.D. programme for Turkey went some way
towaras meeting the shortage of capital experienced
by the country but the impact on employment waes adverse
becsuse of the kind of technology transferred. Turkey
possessed =zbundant supplies of labour but capital was
scarce, yet the technology imported through 4.I.D.
1oans and grants was mainly capitel intensive. There
are several reasons Why'the L.I1.D. funds resulted in
capital intensive technology being imported:133
1. U.S. A.T.D. officials who provide sdvice to their
Turkish counterparts are only aware of technology which
is produced in the United States. These officials do
not have access to alfernative technologies nof are
they aware of the-possibilities of adepting existin
technologies to meet the conditions in Turkey. It must
also be recognised that it is in -the interest of the
‘U.S; to sell its own technology and one of the stated
objectives of the 4A.I.D. is to extend /merican influence.
2. The Torm that A.I.D. economic assigctance took did
not refléct economic scaréity.but rather it had the
effect'of shaping the pattern of investment and, therefore,
developmnent. Becsuse of the A.I.D. pqlicy of li@iting
aid fihanCihg t0 forQién‘eXchange costs, the Turkish
government and private firms were encouraged to over-
emphasise those projects which called for large sums
of foreign exchange and which were inevitably capital
intensive and used more elsborate capitezl. Furthernore,
the emphasis of 4.I.D. on project lendiag had the
effect of restricting the choice of Turkéy because of
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the 'tying' of aid. It would have been better for
Turkey if she had been given greater choice tc select

the best technology, but this was impossible under the
terms of the aid. In soue cases the economic =ssistance
was given under the condition that U.S. contracting

firms would be employed, which in the case of construction
meant using machine intensive methods.

%, The rates of interest charged by the 4.I.D. on loans
to Turkey were low, which measnt that ‘capitel was being
subsidised. ZFurthermore, Turkish policy on trade and
exchange also encouraged the importation of capital
equipment at favourable exchange rates, and by offering
‘low interest rates, tax allowances on investment,
preferential tariffs on imported capital goods and
fovourable import licensing srrangements, coni*al was
made artlflclally cheap. lcCabe "and Michalopoulos
(L9'7l)194 have shown thst *these domestic policies and

the relative ease with which foreign credif was available
have had a significant impact on the composition of

investment and the capital stock.

However, what is profitable in terms of individual

hal
-~

(@]

calculetion mgy 207 be brcfitabie m thz neint of view

T

of the country as a Jhole. The artificially 1nauced
capitel intensive technology llmlted the employment
opportunities in the modern industrial sector and made

it impoesible for industry to absorb the labour released

©
1

from traditions]l sectors. In the neo-clessical tredition,

. 135
Little, Scitovsky and Scott (1972)7°° have argued that,
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attempis to speed up industrialisation throuzh zovernment
(or foreign) ntervention in the economies of L.D3.C.s

by subsidising capital, causes inefficient resource
sllocation, rising unemdloyment, senerates inflation

end leads to continued under-development. It might be
argued that Turkey has suffered from gll of these
consequences; moreover, there were long term adverse
effects of under-pricing imported capital goods, in that
the establishment of capital goods  industries in Turkey
Was'inhibited in spite of plans to c¢reate them. Even

at the end of the T.F.Y.P. (1977) the process of import
substituting industrislisation had not gone significantly
beyond the manufacture of consmer goods, and the
production of intermediate goods, domestic raw materials
and capitel goods was still larsely undeveloped.t>°

This has been unfortunate in the case of Turkey since
these lattef industries could produce equipment Which is
more labour inpensive and better adapted tb the factor
endownents of the country.137
4. TLoans and grants made'by the 4.I.D. invariably go
to large public institutions snd the larger firms and
businesses, which furtﬁer induces the adoption of
capital ihténsivé.methods. A.I.D. technical assistance
has &lso been geared to the economic and social

institutions meeting the needs of large operators,

while the needs of small firms have been ignored.

A11 of these factors have lad to the substitution

of capital for labour and hsve reduced the growth of



employment opportunities. Turkish sovernments rus: share
the blame since they hszve encouraged the adoption cf
projects which incorporate the latest vechnology and

are, therefore, -capitsl intensive. Furthefmore, the
encouragement of foreign private capital has glso led

to. the employment of the same capital intensive methods
used in the developed world. MNcCabe and Lichalopoulost’S
have shown that industries usingz imported equipment are
more capital.intensive than industries with a low
componént of iuported equipment. This means that the
employment—capitél ratié is considerably'higher in a
sector using only domestically produced equipment than

it is in one using only impor{nd equipment. Significantly
they conclude that a shift in the composition of
investment to sectors with a high component of domestic

capital goods would not only have beneficial effects on

.empIOyment but also on value added.

By 1973 it was also noticegble that those firms in
foreign partnership were employing relatively.less
labéur~than their domestic coﬁnterparts, reflecting the
greater capital intensity of their production.' This
was not only bereuse fofeign firms were concentraved in
the nanufecturing indﬁstry, becouse even within |
manufacturing Table 6.18 shows that those firms in
foreign partnership'accounted for a larger share of
~sales than employment, apart from in the clothing and
beverase industries. Oversil in the manufactu}ing

industry the firms with foreign capitzl accounted for

.
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11.7 per cent of sales but only 6.3 per cent of

employment.

In conclusion it is quite clear that if employment
had been made a mgjor priority in post-war Turkey it
would have been necessary to control the direction and
form of foreign involvement in the economy by raising
the user cost of imported capital. Furthermore, it muss
be stressed .that the growth of manufacturing industry
~with the help of foreign capital led to a higher
propensity to import rsw materials and capital goods
and created a longer-term dependency on those imports,
‘yet the foreign capital failed to generate higher
exports or to break the dependence on a narfow range of
‘primary products for»sale to a small number of industrialised
countries, These aspects of dependency were not
. inevitable and might have been prevented if the Turkish
government had pursued an interventionist policy which
encouraged the substitution of domestic resources for'
impgrted ones. However, there must be a big question
mark over whether foreign capital flows and economic
assistance would have been fcrthcoming if Turkish
economic policy had inéisted on new investméntogoing
into'import—substitufing industries like capital goods,
and into projects which utilised domestic or domestically
produced inputs. The United States certainly had a
grest influence in post-war Turkey in pushing her towards
a free unregulated economy and it is questionable whether

foreign exchange flows would have beexn on the scale they
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Irntroduction

The object of this chapter is to estimats the
relationsnip beitween defence expernditure =nd economic
crowth using econometrié teohniquesel Economic theory
camnot tell us whether higher defence spending «ill
reduce or increase the growth of output, but it cen help
ue to understsnd the mechanisms through which defence
influences output. Yet many cf the eariier studies on
the subject failed to specify the precise linkages
hetween defence pnd output, so that muck of the evidence

myst he viewad w1tn cagution,
1 4

One of vhe simplest aop éches to the relationchinp
between defencc expenditure and economic growth isvfognd
in Lennedy (19 75) He uses twe indicators of economic
performance, *he srowth razte of G.D.P. and the growth
rote of G.D.P. per capita, and using cross cection data

<

for 38 Third World cocuniries estimates the effect of
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that, the countrics with the-highes

~

efence burdens

d—
Q.

(nilitary expenditure as g proportion of Z.I.P.) differed
widely in terms of growth of G.D.P., By arbitrarily

breaxing up the countries into groups according to whether

°
L4

they were hish oy low growth =and high or low in wterms oI

the defence burden, he fcound that more couniries with

~ 500 -



high defence burdens experienced high growth rates, but
overall concluded that there waes no obvious relationshio
between growth rates and the pércentage allocated to

3 S hd

defence.

Kennedy also looked at the growth of per capita
.product in relation to the defence burden for three
regional groupings of the 38 countries, Africa, Asia and
Latin America. For each of these groups there seemed to
be some eVidence to SuppOrt the view that the higher
growth L.D.C.s¢ had a lower than average defence burden,
nevertheless, Kennedy dismissed the 'crude! relationship
and argued that it'might be due to varying rates of
population‘grbwth as much gs, or more than, any
‘differences in military spending.4 Unfortunately
Kennedy does not extend his snalysis to consider the effect
of population growth on G.D.P. pér capita, which, |
presumably, could be either positive or negative. _He_

concludes that the statistical evidence is not unambigucus.

The same procedure that Kennedy used for his znalysis
can glso be used on time series data for Turkey. Table 7.1
shows the growth of G.D,P. and G.D.P. per co=pita against
the defence burden for the period 1952 o 1976. The
averége defence burden for fhe five years with the highest
growth of G.D.P. was 4.9 per cent, while for the five
vears with the lowest growth of G.D.P. it wes 5.3 per cent..
4 eimilor differentisl is obtained if the best five ye=rs

¢ worst five years in terms of G.D.P. der capita are
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T+BLD 7.1

s ry 1 nl T ’ —"\
Growth of G.D.P., G.D.P, per cozito

snd the pnercentase of G,D.P, =2lloczted

to defence in Turkey, 1952-7¢

Rate of Growth  Tate of Srowvth Y114
of .D.D. (i) EEQGDP ner capita Burdeg_?ﬁ)
1652 12.0 5.7 5.4
1955 11.2 | 8.2 5.3
1954 ~-2.9 ~5.6 5.9
1955 | 8.1 5.1 5.6
1956 3.3 0.8 5.0
1957 7.9 4.4 4.3
1958 4.6 1.5 4.2
1959 4.6 1.2 4.9
1960 2.9 0.7 5.1
1903 1.7 ~0.7 5.5
1962 6.1 345 5.1
1963 9.4 6.6 4.7
1964 4.1 1.6 - 4.8
1965 2.6 -0.9 5.0
1966 11.7 9.4 Lob
1967 4.5 2.5 4.5
1968 6.7 3.8 4.6
1949 5.3 3¢5 443
1970 4.9 2.4 4.3
1971 9.1 6.3 4.5
1972, 6.6 4.6 4.3
1973 4.4 1.5 4.1
1974 8.8 544 3.9
1975 7.8 5.8 6.4
1976 8.1 6.8 7.0

Sources: S.T.P.R.I. Yearbooks; Turxey: .2 Tecononic

Survey, 1977.
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compared Witn the defence burden, which indicates, if
athhinu, that the defence burden has neduced the growth
rate. However, the results must be interpreted as being
inConclusive;"bartly because ‘the procedure cannot
distinguish between cause and effect. To observe g
correlation between two sets of variables tells us nothing
about causality, and it is quite possible that a spurious
relationship may exist:' Yoreover, Kennedy does not

fully analyse the relationship between growth gnd the
military burden. He argues that milimary eXpenditure is
genereliy rerafqed-as wasteful and might divert resources
away from productive activity, which implies thet the
military‘bnrden may reduce savings and/or investment, and
. throug h this, therefore, reduoe economic growth. Kennedy
does not, however, try to establish these links in any
formal way, nor does he try to tést them. Clearly this
proeedure cannot help in eny way to determine the influence
of the military burden on economic growth:

Whynes (1979)5 found a positive correlation between

efence expenditure growth ana per capita income growth,
with a ccefficlient of (0.649 for develoved countries and
0.46 for T.D.C.s. The correlztion coefficient etieen
the defence burden and per capitas incoze was found to Te
0.224 for L.D.C.s, but negative (-0.355) for the developed
country sample. These results must be discounted,
however; since Whynes uses data expressed in current
rrices, so that part of the correlsticn is due to the

inflationary trends w1tbin each series, .loreover, there
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ct
)

iz no analysics of the siztistical sicnificsnce of 4

]

results,.

The Ovportunitr Cost c¢f Deferice Tupenditure

in intefesting approacn to the question of the cost
of military expenditure is presented by Benocit and
Tubell (1967)6 who derive some estimates for the net
oppertunity cost of military expenditure, which they then
express as a percentage of G.N.P?. Imphasising that their
resﬁlts were suggestivé rather than conclusive, they
found thét.for Turkey the net opportunity cost or burden
of military expenditufé was about 2.8 per cent of G.N.P,
There are sevéral regsons why Benoit and Lubell's
‘estimate for the burden is tod4low, so it is worthwhile

going through their figures and correcting as appropriate

. to derive a more accurate estimate.

Using data for 1964 Benoit and Lubell present the

breakdown of military expenditure in Turkey as follows:

(in T.L., million, colummn 1)

(1) (2)

Total Defence Expenditure‘ 2911 : 34453
ilitary Personnel 1443 3 1707
Major Procurement : 326 3 386
+Reseerch and Development ‘ 1l : 1
Construction 264 : 312
Operation and Maintenance (0 & I 848 : 1003
Transfers: Internal 4 : 5
External 25 30
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The first under-estimate is found in the
total defence expenditure, which is teien from +he
Turizish Nationél Accounts. The N,A.T.0. estimate of
nilitary expenditure for 1964 was 3443 7.7, million,
whiéh is shown slongside the nstional estimate. The
7.,..T.0. estimate is likely to be more accurate since it
takes into account military expenditure which is disguised
by being financed by other Ministries. As the N.A.T.O.

ctinate 1s 18 per cent above the Benoit-Lubell figure
all the components of defénce expenditare hgve been
increased by the same proportion, and the adjusted figures

are shown in the second column.

Benoit end Lubell argue quite correctly that the
‘totgl level of militéry‘expenditure does not give the
trﬁé’opportunity cost, which represents the amount of
, nonfdefence goods and services that cre sacrificed in
order to mske possible the defence activities. In
particular the amount that is paid for the military uée
of resources nay not correctly reflect what would have
been paid for the same resources in the market. Thus
military conscripts are paid lzss than tae avefage Wage,
but the opprortunity coct is what those men would have
contributed to production if they had been employed in

*
civilian activities. The opportunity cost of military
- . ,
personnel can be estimated by multiplying the number of
men in the armed forces by the average civilian wage.
Denoit ahd Lubell give a fisure of 480,000 for mi

versonnel but this does not include para-nilitery forces,
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vhich incresses the number to 563%,000. The next guestion

is what the armed forces would have earred in civilian
productive activity, but Benoit and Lubell give no

details on how ther srrived at o fizure for tlie averase

L <
-

wage in the civiliagn sector. It is known that the averaze
daily wage for male workers covered by social insurance
wes 20.01 T.L. in 1964, which, sssuming a working year

of 250 days, gives an éverage annual civilisn male wage

of 5002.5 T.L. The opportunity cost of military personnel
can now be estimated ss 563,000 times 5002.5 T.L., which

-~

gives 2816 T.L. million,' and is shown in Table 7.2.

i

TABLE 7.2

The Opvortunity Cost of Military

Exvenditure, in T.L. million

Military Personnel 2816
Major Trcourement | - 386
Research and Developrment -
Constructicn L 265
0 &M : G607
Trensfers Abroad 30
Total Gross Opportunity Cost ZZEZ

&
For procurement, like Benoit and Lubell, it will be

assumed that purchases are specialised wezpons and weapons

systems without civilisn capability, and, therefore, all

r

of" it is' a burden. Resesrch snd developient 18

ingiznificent and can be ignored in the estinmate. With
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military construction it is not immediately clear
whether it is a burden or not, since if it has =2
ciyilian use, or would have been provided by the civilian
suthorities in any case, then it should not be regarded
s a burden. Like.Benoit and Lubell it is assumed that
15 per cent of military construction has civilian use,
and the remsinder (265 T.L. million) is taken as the
opportunity cost, which is also shown in Table 7.2.

For O. & IlI. once egain there may be some civilien use,
e.g. mediceal services, hoﬁsing, uvkeey of communications
and transpbrt systems, but in ﬁﬁe absence of detailed
information on Turkey it will be aSsumed, like Benoit

and Lubell, that the opportunity cost is 90.4 per cent
~of the expenditure. »Transfers,abroad are taken as a

burden at the full cost. The total gross opportunity

cost can now be determined, and Is presented in Table 7.2.

To esrrive at the net burden of nationzl defence,
Benoit and Lubell sssume that instead of each country.
keeping its own defence system, there is a unified world-
wide peaee—keeping operation,‘then the cost of this would
be the minimum cost of preserving international seourity.'
They use an estimste méde by the U.5. 4.C.D.*., on the
cost of such an international secufity orzenisation and

2
this cost is allocated»to each country in proportion to
its contribution to the U.N. This cost needs to be
deducte? from the gross opporturnity cost, and is shown
in Table‘?.?. It would also be necescary to mazintain

a military force for internsl security so the expenditure

- 307 -



by the Gendormerie in 1964 is used to =zroroximate

o

this cost. The net oprortunity cost iz es*inmated

pde

[
+

- Table 7.3 2nd it cen be seen that =25 a percentaze of

G.:.P. it amounts to 5.3 per cent.

TABLE 7.3

The Net Military Burden for 1964,

in T.L,., million

G.N.P. 67,397

Gross Opportunity Cost ' 4,404
Contribution to International Security
Orgenisation 5873
Minimum Defence Programme for Internal
Security | 275
et Opportunity Cost : 3,546

-

Jet Opportunity Cost as percentage of G.N.P. = 5.3

<

This estimate of 5.3 per cent is aimost twice as
hizh as that of Benroit and Lubeli anéd g more accurate
reflection of the opportunity cost of military expenditure.
The main limitation of this estimate as a measure of lost
civilien production is that it takes no eccount of any
pesitive effects thet militery expenditure may have on

economic srowth, and this cannot be ignored. Tevertheless

the. results do- point to a serious .end heavy cost of

-
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alternatives forgone in maintzining a large militery

presence in Turkey.

Another spproach %o thq'bpportunityvcost issue is
to try to detéfmine empirically which zectors of the
econony experience & smaller share of the 'cgke! when
military expendituré rises. This exercise should help
to establish if there is any systematic transfer of
resources.to military expenditure from the main components
of aggregate demand. Iloreover, the results may help us
to do a cost-benefit gnslysis of militery activity, and
to identify those components of aggregate demand that
suffer disproportionstely from e military build-up. The
opportunity cost of military expenditure could be in the
"form of current'welfére (consuﬁption, health, ete.) or
if investment is reduced, then future gengrations may

,suffef through lower economic growth.

Pryor (1968)9 and Russett (1969)10 both looked at

the rélationship between the defence burden and other
components of G.N.P. Prybr found no evidence of g
systemétic relationship between defence expenditure and
other agspects of civilian spending, based on cross section
englysis of 0.E.C.D. countries between 1956-62 and time
serids regression analysis over the same period. Russett
was mainly concerned with the U.S.A. between 1939 and
1969 and found that consumption declined most in absolute
terms an@ investment in relstive terms, so thet future

-~

producture capacity was hit most. He also found that
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within social investment educztion gnd research suffered
at the expenée of defence eﬁpenditure. Por Cénada.
Russett found a positive relationship between defence
expenditure and inveztment, although for. the U.Z. and
Frence there was a negative correlation. The main
criticism of Russett's resulis is that they are unduly
influenced by the effect of the Second World War, but
they also take no account of the statistical significance

of the correlations.

There are two pcssible ways o%‘looking at the costs
of military expenditure. One way would be to determine
the distribution of the burden of extra taxation that
would be reqﬁired to finance military expansion slso
‘taking account of any'resultiné inflation. This particular
approach would require very deta@led information not only
. on phé structure of taxstion and its impact at the margin,
but also on the sbility of different ircome groups to
resisf pressure on real incomes. Unfortunately this |
detailed information is not available for Turkey. The
other way, which is the“approéch adopted here, is to
break down the G.N.P. into its main components.to see

which of then bears the main brunt of military expenditure.

*Using data for Turkey over the period 1952-76 the
various components of aggfegate demand are expressed as
percentages of G.N.P. and then regressed against the

4

percentage of G.N.P. accounted for by defence. It 1s

assumed that the first priority out of G.I.P. is defence,

L ]
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so this is teken as the independent varigble, =2nd all
other componénts treated as dependenrnt on it. Chenges

in the defence burden cause or perzit changes in the
other components of aggregate demsnd. “n increase in

the defence burden must come at the expense of some other
component of demand since in g formal sense the
'proportions must add to 100, but also in a country with
scarce resources there is an opportunity cost of military
spending. This does not deny that there may be some
positive spin-cffs from defence expenditure, which is

considered later in the chapfer;

The mein components of G.N.P. sre taken tc be
coensumption, investment, government expenditure and net
“foreign trade. Consﬁmption»ané investment can be broken
‘down.into public and private components, foreign trade
. into imports and exports, and government expenditure
intb education., health and social welfare and pubiic
works; Table 7.4 gives the Rz (the proportion of Variance
in thé;dependent variables accounted for by defence)
and the regression coefficients. In each case the
devendent varisble has been regressed on the defence
burden, dbut included iﬂ eanch equrtion wos o constent ond
a trend, =8 well as o dummy varisble to pick up the effects

*
of the invasion of Cyprus after 1974. The government
expenditure categories Health, Public Works and Education

2

| - L3 - &
ere ziven a second set of R s and regression coefficien<s

vwhich were estimated after esch of the coxponents was

expressed as a proportion of the Total Budget end then
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"he Effect

3urdcen on Yerious

Components of ‘Lu-renste T

ol

. )
o lal
C.LOrnc

Hotes: T = Imports—Exports
* I3

= ‘3 @ proportion

RZ= squared partial

t-value in brackets

of the Zudget

correlaticn

in Turkey, 1952-7%
Regression
»° Soefficiont
Txports 0.109 - 0.419 (1.56)
Inports , 0.45C 1.549 (4.0)
Bslance of Trade™ 0.471 1.181 (4.2)
Total Investnent 0.432 0.877 (3.9)
Public Investment 0.189 C.333 (2.2)
Private Investment 0.%09 0.535 (3.0)
Health 0.000 0.000 (0.C)
Public Vorks 0.058 -0.063% (1.1)
. Bducation | 0.034 0,086 (0.8)
Total Consumption 0.004 -0.089 (0.3)
Public Consumption 0.151 - 0.357 (1.9)
~ Private Consumption C.050 -0.447 (1.0)
Health 0.084 -0.021 (1.4)
Public Works 0.182 ~0.099 (2.1)
Tducation 0.024 ~0.042 (0.7)



regressed on defence expenditure as = wroporiion of
total government spending. This second set of
calculations was designed to determine the cpportunity

cost of defence within government expenditure.

The results Show’that the cost of defence
expenditure is borne by a rising levél_of irmports,
which is glso reflected in an increasing balance of
trade deficit, by & cut in public works and by a
decline in consumption, which is concentrated on the
private seetor. Within the total budget there is a
negétive relationship between defence and the other
major components. Turning to the significance of these

results it appears that defencg expenditure occurs
Amainly at the expense of risiné‘imports, a deteriorating
balance of trade and g smaller share of public works

in governmeni spending, with 45 per cent, 47 per cent
and 18 per cent of the varistion in these variables
being accounted for by changes in the defence burden.
For the other components that have a negative regression

coefficient the t-values are low so that it apvears

that defence spending has no systematic effect on theuw.

0}

On the other hand it doec appear that defence spendin

¢

has g positive and significant inpact on investment
and public consumption, although, perheps surprisingly,
it seems the effect on private investment is more

pronounced than on public investment.

These resuits are not particularly surprising and
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tell us very little about the influence of defence
spending on growth. 4s it is the results presented in
Table 7.4 do indicate some regularity in the pattern of
resource novements between défence and certain components
of aggregate demand, but causality is not established.
What is required is an economic model which can pick

up the dyramic links in an economic system between

such variables as defeﬁée, savings/investment, imports,

infletion and growth.

The Contribution of Benoit

A much more rigorous agnd interesting study of the
relationship between military gxpenditure and economilc
‘growth is found in Benoit (197%).11 For developed
countries Benoit estimated that defence burdens were
inverselyvcorrelated with growth'rates (-0.2557),
élfhough this was found to be insignificant at the
0.05 ievel. He also found a negative relationship
between defence and investment (40.5114, with a t-
value of 2.454) which led him'to conclude that"in
developed countries defence programmes competéomore

actively for rescurces with investment programmes, as
1

S

would be expected siﬂce they are more capital intensive."
Benoit also argued that the manpower training benefits

of military activity were less for developed countries
Since civilian education and training wes better for

acquiring civilian-appliceble skills.
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In hislgtudy of L.D.C.s, using data for 44 countries,
between 1950-65, Benoit found the opposite natbern held.
His main finding was that countries with g heavy defence
burden had the most rapid rate of zrowth and vice-verss.
He considered whether the relationship might have been
due to defects in the data, but rejected this explanation
even tnough he accepted that the validity of the data was
in doubt. He also conéidered the possibility of a
spurious relationship, but éfter further and more detailed

analysis he believed it was unlikely.

Benoit stressed ghat there was a good probability
that the ;nteraotion between the defence burden and
growth rates wes strgng enough’to maXke one a significant
‘determinant of the other. On the question of the direction
of the relationship Benoit found no significant correlation
. between inéome per capita and defence burdens, nor "were
tax revenues, total governnment expenditufe; or the ratio
of defence to ﬁvfal government expenditures closely
linked to the rate of economic:growth."l3 Furthernore,
when he used multiple regreSsibn analysis, economic
growth did not eppear to be a significent determinant

of the defence burden, rather it scexed o be prirwerily

ra

detexmined by military strategy reguirements particularly
with reference to nationsl security. Benoit concluded
that the chain of causation was such that the defence
burden wés a significant determinant of the growth rate

al M ~ 7 ~ f +
and not vice-verss. IF there were sny ~dvarsc effects

: ) o0 a2l +
of a higher defence burden on growth these were more “han
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offset by the positive effects. The rewson 2eroit zeve
for this was that only 3 small pesrt of Z.2.C. nen-

defence expenditure went into highly productive investment,
rost of it went into consurmption =snd the reét into

socinal investment and the welfare state.

The main variables considered by Benoit were:

I =-gross capital formation as a percentage of
G.D.P.
R = inflow of externsl resources, of which

R, = bilaterel economic resources is the most
important, as a percentage of G.N.P.

¢l = civilian growth, tsken to be growth of
(6.D.P. minus defence expenditures)
B = defence burden -

The pattern of causal relations among the main

. ‘ 14
variasbles was assumed to be as follows:

Ry

Benoit hypothesised that a feciprocal influence
exists between R, and B, and G' and I, and ‘that a positive
but wéqk(influence of B on I exists. It is also
hypotiicsised that a sirong positive influence of B on

. . . o . . - '1‘1
o éxicts, a2s well as an indirect influence through R,
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and I, =lthough Benoit admits that he hos not been atle

to prove the direct influence of B on G.

In the multiple regression anslysic carriei out
by Benoit the growth of civilian output ﬁas made g
funct;on of three independent varigbles - B, R2 gand I -
and he obtained positive correlations with each. Ther
the sameequationis applied to annual data for Turkey

between 1952-~76 the following result is obtained:

6t = 15.66 - 12.484 I - 0.064 R,

(0.25)" (0.65)
- 10399 B
C(1.4)
R® = 0.116 DY = 2.7
-— J el i — L s

The‘equation is not well specified, since the R2 iz
low,‘and none of the coefficients sra significant, although,
unlike Benoit, it is found that the coefficients are all
negati#e. Nevertheless the result for Turkey may
indicate that Benoit's findings, based on cross sectiqn analysis,

do not apply to individual countries over time.

There are several ériticisms»of Benoit's study. 15,16
Firs% of all, he omits certain variables from the growth
‘.equation which might conceivably be important, such as
the rate of inflation, the level of development, populaticn

growth, and. the balence of paymcuts deficit/surplus.



Secunqu, Deger (1981,17 argues that the results that Beno’t achieved
are sensitive to the specification of the data and the variables

used and when a different sample of countries is +aken sha finds

a negative relationship between the defence burden ard the growth
rate of income per capita. She concludes that not too zuch weight
should be attached to Benoit's results since the relationship
between defence spending and growth at the cross section level
could he negative, Finglly, althoﬁgh Benoit allows for a
reciprocal influence between R2 and B, and I and G1 in the pattern

of causal relations, he does not incorporate this into his

regression analysis. In effect he is implicitly assuming that

A

the independent variables (1, B, R?/

in the regression analysis
are exogenous, whereas he has previously admitted that there is
a reciprocal relationship between I and Gl. It is apparent
in this case that the dependent variable'G1 is also an
explanatory variable in the investment equation, but Benoit
nowhere allows for this. What is required is that the growth
equation be treated as being part of a larger model, for which
there are as many eguations as there are endogenous variables.
The specification of the causal links between defence
spending and econcmic growth is the subject of the next section,
It is not possible to develop a full model of the Turkish economy here

b . .
but the msin causal interconnections between growth and defence

will be estimated by single equations.
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t

'Defence spending can influernce the +o%e of Croth
through five main channels:
1. the nultinlier effect
2. through a diversion of scsrce economic rescurces
3. secondary econocwic effects

4. the ypolitical role of the militery

5. through internation=zl economic relsiions

The theoretical links between dsfence, growth and
these five chennels are examined in the following sections
equations
and a series of are DProposed whichare used to estimate

the effect of defence spending on economic growth.

l. The "™altivlier Effect

Let us ascsume initially that the government of 2

o

~

itar:

[

<

hypothetical country intrcduces non-productive mi

]

.-
€nTiCl.

expenditure whicli is financed through rToney ¢
This can be shown in terms of the sinmple Keynesian
income-expenditure identity

\

Y=0+1I+0D : (1)

where Y, C and I have their conventiongl mesnings, and
D is military spending. It is assumed for the uzoment that
there is no foreign trade and non-militsary rublic

eXpenditure is zero.

Furthermore, it dis assumed thet:
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C = cY | (2)
S =Y - C = sY (3)

where s = 1 - ¢ o (4)

Solving (1) through (4) gives the reduced form for

output
Y = (I +D)/s (5)

Any increase in the autonomous components of

aggrecate demand (I and D) will have a multiplier

-t

effect (1/s) on income. JAssuming initial excess capacity,
output snd employment will rise in a series of diminishing

increments, until a new equilibrium income is achieved.

This basic Keynesian model needs to be extended to

telzo into oo 't the elacticity of surp

bl
NN J -y - -

*on

¢
13

productive sector, foreign trade, the responsiveness of

investment to output and the effects of financing defence

spending through taxation.

The introduction of 'a non-productive military sector
which is financed through money creation mey cause
inflation to occur, although this will depend on the

I SR - I R
rip ~ r : !
crlies "_J.‘.\)\_._u.LuA_, i L

clowvicity of suprly of the induc

invuts. In the extreme case of output being Tixed an

!

¢

incre=se in military demand will cause prices to rise,

which will go on until ex-ante savings and investment

arc cqual, TIn practice it is more likely that only some

. . * 4 o~ e
neric of the cconomy will have inelsstic supply, with

-

) - At - o] =
agriculture being the most likely. Ialecki (1555)
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hes argued that i1t may be an uphill struzzle for wany

S
L.D.C.s to increase the production of food. The feulal
and semi-feudel relatiohs in land tenure may require
institutional change but this may be opposed by the
privileged clésses. Military activity is likely to

draw labour =zwsy from the countryside but even if

egricultural production does not falll? there may still

o'

e a shortage of goods if the food consumption of the
renailning peasants rises or if soldiers consume more
food. Therefore increased defence spending may cause
prices of agricul%ural goods to rise even though

production of industrial consumer goods can increase

in line with demand.

Kglecki also argued that higher food prices may
resuit in higner profits for landlords, merchants or
money lenders who may notfexpand;their demand for
industrisl cdnsumptidn goods;-whereas if higher food
prices result in higher peasant incomes then the demaﬁd

for industrial consumption goods may rise, thus creating

a larger market.

If foreign trade is introduced into the income-
expenditure identity (1) beccmes

. _
Y=C+I+G+E-M+D (6)

where E = exports, I = imports and G = non-military
covernment expenditure. It will be sssumed thet

1

inveetment responds to chenges in output (profits may
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alzo rise =s output incresses) as follows:

I :yk + 8k | (7)
K=vY | (8)
K=vY o (o)
therefore I = v Y + §vy - (10)

where Y = dY/dt, K = dK/dt, v = capital output ratio and

$ - depreciation factor.

Exports are assumed to be autonomous and imports

are given as folléWs:
M=mC + n,I + m3D | (11)

from (é) andl(lo)

R mlcY + mQVY + m2s vy + m-jDv (12)

- solving through (6), (10) snd (12)

x] .

Y =cY + vY +6vY + G + E - m oY

m
1
~.m2yY - mZSvY - m3D + D (13)

which can be rewritten as
Y =(1-m)v¥/a + (G + E)/a + (1—m3)D/a (14)
wmmgaz:s-§v-+mfz+m25v

Bquation (14) shows that output (Y) will respond
positively to an incregse in defence spending as long as
is.excess capacity. The expansionary effects of

increased defence spending will be greater the smaller
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is myy My, Mg and s, and the larger is 5”end V. There
will also be an indirect effect of military expenditure
on the growth rate throﬁgh the influence of increased
output on investment. Whether investment can be
stimulated from the demand side for L.D.C.s also depends
on the existence of essential inputs of skilled labour,

cegpitel and foreign exchange.

The influence of increased defence spending on
investment can be analysed in terms of two effects. On
the one hand demand stimulation will increase the rate

of capacity utilisation
.x. .
u = Y/Y . - (15)

‘where Y = capacity output from existing capital stock.

_ « A
4s the ratio Y/Y rises there is an incentive to
" invest, however, investment is consirained by absorptive

0 . . - .
In order to implement invcstment projects

capacity.2
there needs to he skilled labour, managerial expertise,
key items of equipment ana other vitel inputs. As
output'expénds and vital scarce inputs become even more
scarce then capital formation is made more difficult
calthough this may be partly offset by the availability
of fércign exchange and the productivity effects of
military spending in earlier periods. It is impossible
to say theoreticslly whether the net effect of defence
spending on investnent_is likely to be positive or

negative, althouzh it seems more likely that 'ebsorbtive



y drss' will be stronger in L.D.C.=.

Pinally it is necessary to consider the nultinlier
effects of financing defence spending tarousrh texation.
It seemé likeiy that at least some of defence cpending
will be financed through texation, which can impose a
large financisl burden on L.D.C.s at a time when there
are pressures to spend”more on other government sctivities.
Militery heeds mey lead tc higher taxation which cen
affect incentives, resource allocetion and equity,
“although these are difficult to quantify. It will be
assumed that defence spending is financed completely out
of taxetion, end that there is no other non-military
public expenditure. Furthermore, for simplicity, it
‘'will be sssumed theré is no foreign frade sector. The

income~expenditure identity can then be written:

»

Y=C+I+0D (16)

'he impact of an-increase in defence spending on

income can be shown to be:
Y = D/s (17)

The tax multivlier depends on whether revenue 1is
reised through a direct tax or an indirect (ssles or
L]
expenditure) tex. If an indirect tax is imposed then

the effect on income can be shown to be:

(18)

e
H
&
™~
0

The balanced budget multiplier can now be de;ived

- 324 -



as follows:

. 'f‘{ = (].) -”..Ui)/s = 0 | (19)

since D = T1i -~

It is not unusual for the governments of L.D.2.s
to collect revenue through indirect taxation,21 so (19)
may seem an appropriate formulation of the balanced
budget multiplier. There are two reasons, however, why
the expenditure multiplier'may be smaller than is shown
in (17). PFirstly, part of -government defence spending
goes to militery personnel as wages egnd salaries, and if
soldiers have a lower prcpensity to consume than other
menbers of society then the multiplier will be reduced.
ASecondly, in so far as part of militery needs are mef
through imported arms then there is an additional leakage

ffom the systen which reduces the impact of defence

spending on incone. -

In conclusion it must be stressed that there can
be no presumption of a positive multiplier effect of
defence gspending on cutput and growth in L.D2.C.s. In

particular the existence of market imperfections, a low

el

o)

sticity of supply .in food, a shortage of key inputs

~

and & foreign exchange constraint may mean thst militery

. . ) 22
demand stimulation leads to inflation.

N

« Diversion of Scarce Tcenomie NSCCUTCES

Economic models of growth generally eumphasice tre

.
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relzstionship between cutput (income) =snd innute. The

role of inputs and techrology in the zrowth process is

given a theoretical basis in the Cobb-Dougles production

function:

Q=s8"1°%

where X = capital
L = lebour ..
4 = technical progress23

v » function
Since the Cobb-Douglas production,is linear in

~

1o

G\

s 1t is easily applied to studies of the rate of

growth of output over time.24

The importesnce of savings as a determinant of

-

economic growth is recognised in the early attempts to
theorise ebout growth by Harrod,gnd Domar,25 They were
concerned with establishing the éonditions for stable
economic growth, but thelir growth equation does give
some insight into the determinants of growth. They
agsume that investment (It) in any time period is equal
to the capital-output ratio (&) times the change in
output (Y, - Y, y = ¥), end thet for equilibrium to

o

hold e¥—ante sovings (St) must eguel ex-onte investnent.
This, gives the following result:

T, = SJC = V(Yt - Y.b__l) = vY ‘ (l)

If both sides are now divided by Y., then S./¥; =

. .r b . - x k -~ +1
the saviage rate, and 1/Yt = the growth rate (5), then
s = vg | T (2)
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g = s/v (3)

This equation defines the equilibrium conditions for steady
economic growth. Nevertheless, this 'warrented' rate of growth
need not be a full employment rate. The 'natural' rate of growth
is determined by population growth and technical progress which
may impose constraints on economic growth. In the case of LDCs,
however, it is generglly assumed that the maximum rste of growth
is lower than the natural rate. Turkey is no exception (as is
suggested in the estimations reported later), owing to the
relatively rapid growth of population and the inability to raise
savings to a sufficiently high level. Consequently in Turkey
employment opportunities have not kept pace with the increase in
the labour supply, not because of a lack of demand, but because
investment (not merely in fixed capital but in all goods that may
be necessary to increasing output) has not been sufficient,

Rostow (1964}26 and Lewis (1954)27 81so recognise the importance
of raising the savings rate to generate economic growth. As Lewis
puts it:28

"The central problem in the theory of economic development
is to understand the process whereby a community which was previously
saving and investing 4 or 5 per cent of its national income or less,
con&erts itself into an economy where voluntary saving is running
at about 12 %o 15 per cent of national income or more."

Rostow too puts great emphasis on increasing the rate of
saving:

"During the take-off the rate of effective investment and
savings may rise from, say, 5 per cent of the national income to
10 per cent or more."29 |

The important question for this study is how defence

£3
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spending wil} affect the flow of savings and hence the
mobilisation of resources into v»roductive investment.

It is possible to approach this problenm through an
extended Harrod-Domar model. The basic model, as»
expressed in (3) has been criticised for its assumptionsBO
~and has undergone many refinements and extensions. It

is proposed here that the basic model is extended to
include 2 defence sectéf, aAforeign trade sector and an
investmsgt function. Ve start with the basic incone-

expenditure identity:

Y=C+I+D+E-M (4)

-y

where 7, C, I, & and I are as conventionally defined, and

.D = defence spending. - L
It is assumed that consumption is a simple function
of income

LY

C = cY (5)
‘The investment function is of the accelerator type,

I = vY + $ vy (6)

o

and immorts are a function of the level of consunption,

invegtment and defence spending
M =mC + myI + mgD (7)
solving for (4) through (5), (6) and (7) gives the

reduced form for output
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al = (1 - my)vY + (l,f m3)D + I (8)
whereazs-gv+mlc+m5v
. 2
Therefore
(1 - my)vy =aY - (1 - m3)D -3 (9)

Y= a¥/(1 - mp)v - (1 - m)D/(1 - my)v
-EB/(1 -~ my)v - (10)

The rate of growth cen now be written as:

/Y = a/(1 - my)v - (1 - mg)a/(1 - my)v
- E/(1 - m2)v Y (11)

where 4 = D/Y = defence burden.

It follows that with givén V, S, My, My, My, 'Y
and E an increase in the defence ‘burden will reduce the
“rate of growth. It also follows from (11) that the higher
is the propensity to import consumpitiown and investment
goods and the lower is the level of exports then the
greater is‘the inflow of éavings on the external account
(M - E), and the more ravid is the increase in income.
Any receipts of foreign exchange through private capital
flows, économic and military sssistance would also be
expedted to increase total savings. Vithout going into
this refinement any further, it should be pointed out
that the two-gap theory argues that domestic savings
and foreign exchange are not nerfect substitutes, =nd

this is not apparent in the extended Harrod-Domar model.



v

Al

liorsover, it is by no weans certzin that domestiec
savinss will remain unaffected by inflows of ecororic

and military =3id.

The inverse reletionship between growth of output

end the defence burden in (11) is due to the implicit

Qo

ssumption of full employment or a supply constraint.
IncreasLngﬂdefpnce expenditure absorbs resources which
are then denied to investment, éonsumption, education,
hes1th or urban development. Scarce labour, materials
and capital are absorbed by the military which reduces
the supply of other goods and services. This burden

of military expenditure is recognised by several writers.
Tewis (1970)31 hzs argued that the decline of the Ottoman
Impire was caused at least partly by the increasing
burden of the military and bureaucratic machine on state
. finsnces. One of thg consequences was that higher taxes
were impose& on aggriculture which had deleterious effects
on output end contributed to the decline of the Empire.
Cipolla (1970)32 in "The Ecdnomic Decline of Empires”
also stressed the negative effécts of the nilitary burden

on econcmic growth. He arzued that defence spending was

s forii of non-productive puxlic expenditure, which
throush higher texation reduced incertives, increased
pessimism and discouraged investment. A similer argument

is made by Bernardi (1970)°° end Finley (1970)°% who

~

ex

s1zin the decline of the Roman Znpire in terms of

i
RN

inconazed militorisn end the higher burdens this imroced

ot

.

on the ctate.
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Yet this opportunity cost of defence is not alw-

recocnised perticularly in writing which emnhasices “he

role of the military oz developers. Shorter (1967)35

kl‘

hes ergued tinst much writing on the nilitery is
chorzcterised by a habit of thought which stresses only
the benefits of those things which have hajpened,

without discussing other benefits which have been forgone
to achieve the former fésults. Yet is is valuable to
‘speculate what mizght have happened because the habit of
critical review may uncover alternatives which merit

more genercl sdoption.

On the positive side it has often been argusd that
military tensicn has 1ed some countries to mobilise
economic reéources and speed up the rate of production;
Rose Luzemburg in the final chapt?r of 'The Accumulation
of Capital' was concerned with anélysing the ways thet
militarism may help the accumulation of capital. Firstly,
she srgued that military expenditure crrates a need to
raise ﬁaxes, which will partly be imposed on the peasantry.
The peasants are thereby'forced to sell some of their
produce and in this way are iiicorporated into the sphere

°
of copitalist production. Pre-czpitelist moces of
prodgction'are furthe} undermined by the restructuring
of final demsnd that occurs with militarism, as military
inputs are produced with new technology in large-scale

enterprises. Ililitarism also ensures a secure and

Froving ﬁar;et for armc producers, and the new industries
can both help to stabilise the level of activity and act

- 331 -



es an engine of growth. Tinally, militarisn may lead
to a redistribution of income towards nrofits ss
capitalists are allowed to depress wages and increase

the rate of exploitation,

Benoit36 cites the example of Israel where the
»psychological impact of externsl threot leﬁrthe nation
to co-ope?ate more effectively and work harder. Kennedy
(1975)37 stressed the unique role of arms production
in generating backward linkages to the menufacturing
sector., It is also conceivable thet in times bf national
crisis people may be willing to save more or to accept
forced saving, with positive effects on growth. However,
in the long run, outside a situstion of war cor military
"government, there 1is no réasoﬁAto believe that either

savings or hard work are determined by the level of

military expenditure.

The extent to which military e;pendifﬁre leads to
increased employment and higher levels of economic activity
depends partly on the strength of the backward linkages.
Militafy demsnds for food will create few backward linkages
since there sre limited inputs required for primary
industries. The straongest backward linkages might be
expected to stem from military demands for manufaqtgred
.goods, although the more specialised military needs -
vehicles, aircraft, erms and electironic equipment - are
nmore likely to create linkéges abrozd, particularly in

the case of L.D.C.s, including Turkey.
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38
Benoit’" found some evidence to show t 1zt inflavion,

»

caused by a military build-up, can result in a substartisl
rise in the level of economic activity. He argued that
unless the inflagtion is extrerme it can succeed in rulling
into economic use unused or under-utilised resources

which contribute to real growth. Furthernore, he s*tressed
that inflation can also stimulate growth through s
redistribution of income towards profits, which might
increase savings and investment. Nevertheless it is not
at all clegr that the long-run influence of infletion on
savings and ‘the mobilisation of resources will always be
positive., Empirical evidence on the effects of inflation

39 ' s
although very high levels

on growth is inconclusive,
.of inflation gzppear to have g harmful effect on economic
.growth, perhaps-bécanse it mey leéd to speculation,

discourage voluntary saving or cduse a2 mis-direction of

capital formation.t?

Furthermore, when inflation occurs
simultaneously with unemployment and neavj—balance'of-
payments deficits, as in Turkey in the 1970s, military
expenditure cen hinder economic policies designed to
lead ont of the recession. Militsry expenditure creates
demand but does not increase the volume of saleable or
exportable goods and .therefore adds to infliationszry
presSures and balance of payments problems, which may
reéuire the government to contract other elemenus of
public expénditnre, thus causing a deeper recession and
hicher unemployment.4l In Turkef cacuzl otservation

would sugzest that inflation, and the subsidisation of
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cepital, 2lso led to an zxcesszive =llocsticn 0% recource

]

into consumer goods industries with consequent lon~ +epm

~adverse effects on growth and development,

There is another possible lirk between defence
spending =nd economic crowth relsting to thecoercive
power of the military, which may be used either directly
or indirectly to support the state to increase the rate
of exploitation of available resources. Deger znd Smith
give sever=l examples of how this may be achieved.
"Surplus labour may be mobilised, reaw meterial production
developed in the facé of opposition, agrarian surplus |
transferred to industry, consumption restricted, industrial

disputes suppressed and the rate of work increased."42

-
R

In conclusion it must be:stressed that defence
gpendlng ngy bhe an important chéﬁiel through which
" resources are mobilised, yet this has %o be posed 25ainsyg
the long run diversion of resources, sway from savings
and productive investment, which occurs with military
expenditure. Theoretical'analysis cannot resolve the
issue e&s to which is fhe moét important influence, but
theory can give some insight intc the links between mililarj
spending and resouroev‘1verojon/“001l*ovt on. Seversal
inflaential models of growth and development have
emphasised the role of savings in economic expansion and
it seens importanf, therefore, to look at the empiricel

relationship between zrowth, savings and the defence

burden in the case of Turkey.
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3. Secondery Tconomic Zffects of Defence Zneniins

Defence spending may coniritute to the civilian
economy in several indirect ways that need to be

considered. Benoit%?

argued that defence progrsmnes

megke tangible coniributions to civilisn economies by

(1) feeding, clothing‘and housing = number of pecple

who woﬁld'otherwiée have to be fed, housed =nd clothed

by the civilian economy; (2) providing education and
nedical care as well as vocational snd technical training
(e.g. in the operation and repair of cars, planeé and
radios; in hygiene and medical care; in construction
methods ) that may have high civilian utility; (3) engeging
in a variety of public works - roads, dams, river improve-
.ments, alirports, communicatioﬁ networks - some of which
may have civilian uses; (4) engaging in scientific and
technical specialities, as well és certein gquasi-civilian
activities such as coast guard, lighthouse-operation,_
customs work, border guard, and disaste~ relief which
would otherwise have %o be performed by civilian personnel.
Military procurement may make possible the production of
certain mgnufactured items for combined civili?n and

s

militsry use (e.g. batteries =nd tyres) which mizht not

be egonomically produced solely for civilian demand.

Phe military establishment may also be en important

force for modernisation in L.D.C.s. It is cften the

and

)]

vehicle for importing and edediing zstern lde=
technolozy, and because it is utiliterian and efficiency

. : - 3 q o \ : 43
oriented it helps implant nodern attituces towards time
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keeping and celf-discipline, Furtherrore, nmilitary
training is often very importsnt in breskins down
custon end tradition, and replacing local interest with

2 nabionsl consciousness.

Unfortunately it is very difficult to obtain direct
evidence of the effectiveness of military ectivity in
providaing these civilign spin-cffs and even more difficult
to measure their contribution to growth. Robinson (1967)44
gives detailsvof the Turkish army engaging in basic
education %o deal with the céses of illiterate conscripts,
but this did nothing for female illiteracy and the problem
of secondary schooling remained. The military training
programme.in'Turkey begah in 1948 with.the start of
American militery aid, and in addition to learning
technical skills, conscripts also acquired.a,new outleok

»

~on life. However, there is the dangecr of exaggerating
the contribution of thélmilitary in the field of education.
Many new skills learnt in the army mey be inappropriafe

for civilian employment. -Shorter45.has pointed out that
the contribution of the militéry in teckling iliiteracy
was <nmall and declining relative to the importénce of

othher educationsl institutions. Cnly abou’t 3 per cent

of rural males wvho became literate during the decade

ended 1962 learnt their skill in the army. Furthermore,
militery education in Turkey largely failed to enhance

the socisl and economic mobility of the poor znd minority

Erouns.
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Closely related to nllltarJ investment in education

is military research and,development. Scientific effort
designed to develop new military tools has led to rapigd
achievements in the production of certain civilisn goods.46
In thé U.S.4. two thirds of 2ll research =nd development
work is financed by the Department or Defence, N.2.S.A.

and the Atomic Energy Commission, but although the
resulting spillover effécts ‘may be important for the U.S.
they are not particularly 1mnortJnt in the case of Turkey,
where only 0.03 per cent of military expenditure goes to

r. and 4.

Miliﬁary expenditure on public works is more likely
to have spillover effects in developlnﬁ bountrles. It
was argued in chapter 6 that the military in Turkey has
helped tb build public works sucq as roads, ports and
airfields which are valuable for civilian asctivities,
The hlghway prograrme was a case When on 'nteﬁrated
transport system was beneflclal to both the military and
the general development of thg cQuntry. Once again,
however, it is easy to magnify tne contribution of the
military who financed less than 1 per cent of fhe highway'

SN - R
Z=0U _ul-‘ 4 uq....d

prosramme in Turkey over the ycr od 15

-~

> 4
V)

needs con;ﬂnced the U S. and Tur trish sovernnents that 1
was necessary to develop the highway system, but the
economicﬁresources were.absorbed and the task of road
construction was perfornm d by the civilian highway
administration. It migh® even te ergued that the highvay
provided

Progremme was a Ccase when the civilian developers

.
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Benolt does, that a military progcremze contributes to

the civilian economy by "feeding, clothing and housing
- ~) --o

a number of people", since there is an opportunity cost

involved which hgs not been specified.

4+ The Political Role of the liilitery

,Therg nay be g unique role for the military in
L.D.C.s, not only in the independence struggle, but also
in the early years ofvindependence in order to ensure the
necessary stability and pre-con&ifions.for economic
development to take place. In times of great turbulence
the military has access to power and can provide the
political 1eadership_to maintain internal stability and
overoome~pluralistic conflict. Some writers51 hagve
stressed that the military is thg‘one institution in
. L.D.C.s that is 1ikely to be Wesfernised and able to

introduce modern politicsl and social structures.

In Turkey in the early 1920s Kemal, the soldier-
cum-Presideht, created a regime that was Republican,
secular and non-imperislist. The emphasis on nationalisn
and the rejéction of the monarcy and religion-after 1923
were essential elements in the plan for development,

but it was a controlled development which gave a leading

role to the state and its bureaucracy, including the
military. It is important, however, to distinguish
botween 'military men' and the military organisation'.

In twentieth century Turkey several military men have
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become prominent politicans (Kemal Ltaturk, Ismet

Inonu, Cemal Gursel), yet it was these same men “hat
insisted that control should lie with civilian government
end that the military organisation be concerned with its

owrnn. areas of operations.

There can be ho denying that the military in Turkey
have been‘the last linéAof defence within the state
apparatus, managing to keep a precarious balance between
the extreme right and the labour movement only through
direct intervention on three occasions since 1950.
Furthermore, 1t must be recognised that the military in
Turkey is not 1de0¢oglcallj neutral, but is concerned
with maintaining the status quo, which may héve prevented
it from encoursging a mbre prdéressive economic and

social transformation of society.

5. International Economic Relations )

The links between domestic military expenditure,
military and econcmic aid, private foreign capital flows,
foreigh trade, and development are extremely complex and
were the suﬁject of the last chapter. It was argued in
chapter 6 t1at military and economic aid are complementary
and,’in the case of Turkey, were only given on the
cdndition‘that she committed substantial domestic resources
to defence, High levels of military expenditure mey have
been instrumental in maintaining security from exterrc.

threat and achieving internal stability, both essential

.
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conditions for.the encourzzement of private inveztment.

\gainst this it was argued that U.C. rilitary ani

. Cam &

econonic

essistance to Turkey was in a 'tied! form, very often

expensive, primarily desisned to meet American foreign
policy objectives, and not always sppronriaste to
development gdals. U.S. politic=l influence in Turkey
also ensured that the economy was opened un to inter-.

national flows of private capital,

Under certain conditions the flows of =2id and pri#ate
foreign capital may help to overcome a shortage of domestic
resources end facilitate the transfer of technology,
and thereby stimulate development. But there are dongers
too -~ the technology.may not be‘appropriate for L.D.C.s
.ahd oreéte few jobs; éid.flowsﬂmay discourage domestic
savings; private foreign investment may do 1little to
stlmuluue eyboruU or to bresk the dependence on imp orts
of capital goodsy and the repatriation of -profits snd the
debt~servicing burden may create serious balance of

payments problens. Furthermore, nilitery assistance.

and set up a chain of supplementary impor?d demands whic

. - . _ . B | > — 4~
2l30 eheorh sceorce foreim cuchenge 2nd inpoce conctiraints

e —

on t?e'directior of domestlc econonic policy.

Econometric Teculss

ections have considered the five

¢

The preceding

-

67}

" 4 . ; . . < 1S +q1 3 e 3 1-~ -
chammels through which military expendiiure 1S likcly to
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influence economic growth. It has been argued that nilitary expendiiure
will have a direct influence on growth through demand stimulation,
although the strength of the multiplier-accelerator effect will depend
on absorptive capacity and how the expenditure is financed. Military
expenditure may also have a direct effect on growth turough resource
mobilisation, through new ideas and technology, and via the nilitary as
an institution breaking down tra&itions and peing a force for stability
and modernisation. Military expenditure would =lso be expected to have
certain indirect effects on economic growth through the diversion of
resources away from savings (investment) both directly and via intflation-~
ary pressures, balance of payments constraints and the flow of economic

aid.

The main objective of the regression estimates is to test the
relationship between the military ratio ( or burden )  and economic
growthe The military ratio is taken as the share of military
expenditure in gross domestic product and the growth of the economy is
measured by the annual real growth of gross national product. There is
a question that arises about the appropriatness of these two measures.
The military ratio could be taken as the share of military expenditure
in GNP rather than GDP. The difference between GNP and GDP is the net
earnings and payments on property from abroad, and the issve that concerns
us in this study is the domestic burden of military expenditure, so it
is appropriate to take the ratio of military expenditure to GDP. The
measure of economic growth on the other hand is based on GNP since it
is hypothesised that military activity might generate flows of trade,
aid and capital, the consequences of which are more acc rately picked
up by the growth of GNP. As it turns out it makes very little difference
to the results whether GDP or GNP is used to measure either the burden

or economic growth, since the two series move SO close together. It
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was also decided to measure economic growth by Benoit's civilien GDP, thut

is the growth of GDP after subtracting defence expenditure, but this toc

pade little difference to the results and is nct reported.

Initially it was decided to test the growth rate as a function of
the defence burden using ordinary least squares. Two equations were
estimated in order to evaluate the magnitude of the main direct and indirect
responses of growth to the defence proportion. The first equation treats
growth as a function of the savings ratio, which is taken as the prime
engine of growth, (or could be taken as a proxy for investment); the
defence proportion, which is used to pick up the dewand stimulation and
resource mobilisation effects, and is also a proxy for the modernisation
effect; gross domestic product per capita, which is used as an index of
development and reflects the ability of a country, as it develops, to
apply the available technology generated in the more developed countries;
the growth of population, which picks up the effect of the changing
nunber of dependents or may be s (crude) proxy for labour supply; and
the flow of US economic aid as a proportion of GNP, which picks up the
effect of foreign aid flows on domestic growth., In the second equation
the savings ratio is made a function of the defence proportion, which
picks up the resource diversion effect; the growth of national product;
.gross domestic product per capita, again as a measure of development;

US economic aid as a proportion of GNP; and the rate of inflation.

Using annual data for Turkey between 1952 and 1976 the following

results were obtained:

(1) oNP = 22.8  =1,255 s -0,185 X/GDP  +0.004 GDPC  -0,932 gPOP

(2.2) (1.8) (2.5) (0.5)
~0.101 AINP
(1.0)
R°=0,336 §=3.012 ME=5 ., 988 DW=2.9
(2)  s= 1%3.4 =0.104 X/GDP  -0.165 glP  +0.002 GDEC

(3.2) - (2.1) (5.7)

~0.094 AINP +0.007 P
(2.8) (0.2)
7)

where: gNP = the real growth rate of national product
’ s = the savings rate (S/GDP)
X = Turkish military expenditure
GDP = gross domestic product
GDPC = gross domestic product per capita

"'34‘3" ~



gPOP = annual growth rate of population
AINP = US economic aid as a proporticn of national product

P = rgte of inflation

with t-values in brackets.

The growth equation is not well defined and there is cvidenre of
negative serial correlation. There is surprisingly, a negative relationship
between growth and the savings ratio, which is significant, but, as
equation (2) makes clear, cagsality is not established. The coefficient
on the defence proportion is negative and szignificant and suggests that
military expenditure depresses growth. Gross domesitic product per capita
is positively related to growth, although, once again, causality has not
been established, and the positive coefficient may simply reflect the
common link with GDP. On the other hand the coefficient on US economic
aid is not significant, nor does it appear that the growth of population
influences economic growth in any systematic way. If the growth of
population is taken as a proxy for the growth of the labour force, albeit
a barely adequate one, then the coefficient nay simply refiect a surplus

labour economy.

The savings equation (2) is well defined with a high R°, and the

coefficient on military expendifure is negative and significent. Th

[0)

growth of national product and US economic aid as a propertion of GNP are
both negatively related to the saving ratio; with both coefficients
significant. Gross domestic product per capita has a positive effect on

savings but inflation does not appear to influewnce ine savings ratio.

Overall the results are inconclusive, and the growth equation in
particular needs to be modified. Part of the problem is that the dependent
7ariables need to be estimated within a model which treats them as a
Zunction of both exogenous and endogeuous variables in a dynamic sinmul-
taneous system, in which case ordinary least squares would no longer be

legitimate.52

However, given the present limited availability of economic
znd social statistics on Turkey it is not possible here to develop a full
lacro~ecofiomic model of the Turkish economy, which could be used to
leasure the magnitude of the causal links between the defence ratio and
economic growth, If the links between the defence ratio and the growth

of GNP were not directly related to the remainder of the Turkish economy
then the defence sector could be treated as a separate self-contained

segment and estimated in a small scale model. t is quite obvious,
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however, in the context of a Keynesian type model, that the defence sector
does not form a separate compartment of the Turkish economy, so that it

would be inappropriate te treat it as sucl.. Given these difficulties all

that can be done here is to select the most important causal interconnectior,

and then ory to estimate the size of the responses. In effect this amounts
to estimating a series of single equations which should ideally be treated

as part of a much larger model of the Turkish economy.

In order to overcome the b;as and lack of consistency in ordinary
least squares the causal interconnections are estimated by two-stage
least squares using a first order autoregressive scheme to allow for
any autocorrelation of the error term. In macro-economic models & dis-
tinction is normally made between those variables that are given
exogenously and those which are taken to be endogenous. In practice the
distinction is inevitably blurred and the classificaiion is a relative
one depending upon the system being studied and the purpose for which
the model is being built. This raises particular problems when single
equations only are being estimated (rather than the complete model)
since within those equations certain variables may need to be treated as
if they were exogenous when within a full scale model they would be
regarded as endogenous. There were special difficulties in the
‘estimations carried out here because the annual data used between 1952
and 1976 generated only 23 usable observations which limited both the
number of variables that could be treated as endogenous and the number
of instrumental variables. Nevertheless, although some of the bias
and inconsistency caused by the correlation of the disturbance term
with some of the explanatory variables can be overcome by treating
some of them as endogenous and using two-stage leas®t squares the results
have tc be interpretted with great care and cannot be regarded ss providing

conclusive evidence on the impact of delence spending on economic growth,

The pattern of causal relations cmong the main variables considered
is assumed to be as presented in Figure 7.1. The growth of national
product Es made a function of the savings ratio and the defence ratio
as in equation (1) but instead of using gross domestic product per
capita as an index of development it was decided to use the percentage
of the labour force engages in agriculture (A), which also picks up the
‘productivity effect as labour moves from (inefficient ) agriculture

to the efficient (industrial) sector. The balance of trade deficit
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FIGURE 7.1

Flow Chart of tihe Causal Interconnections between Growth and the

Military Burden
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Note: The arrows indicate causal links.

The shaded boxes contain endogenous variables,
Symbols as defined in the text
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(BOT) is also used as an explanatory variable ninvce il genernles foreign
savings but may on the other hand impose certnin conibrainlt:n on domestic
economic policy and, through that, on economic ;rowlhe 'The orewth of
national product, the savings ratio and the defonce ralio o taken as
the endogenous variables. It is normal in macro-oconombe moinls to
treat public authorities' current expenditure and [Ifxod invesitment as
exogenous, in the sense that these demands arc not crplainod within the
model. However, in this case, because of the conlwnl tmportance of
defence spending, one of the equations (7) thal Ii cubimled nbtempts to
quantify the determinants of the defence ratio. whict mrikod it an endogenous
variable. There can be no theoretical justificalion for Lroating either
A or BOT as exogenous to the Turkish domestic ccunomy hul ihey limited
nunber of observatiors made it necessary, althonh Ll oid not appear
to distort the results.

Lronlod as an

The savings ratic, as was pointed out, fu nhio

e dosenoo ralbioy which

endogenous variable and is made a function of hLho

picks up the resource diversion effect; tho wvule of tnrintion (P); the

a monsnire of the level

ant (AINP), which

gross domestic product per capita (GDPC), which 1

of development; and US economic aid as a propovlion of

is included to pick up the effect of foreign «alid [lown on domestic savings.

'The variables P and AINP are taken as endogénow i1ince thoy are both

channels through which the defence ratio may inthionso navingo and

hence growth. There cza be no theoretical Fustirieation for lreating

@GDPC as exogenous, particularly given the clocw gonneatton ot this variable
with growth of GNP, but the limited number of obporvations

necessary for estimation purposes and this did not anune nny bias or

nnde it

inconsistency in the results.
A - L

The rate of inflation is assumed to bu runotion of the defence

olt nupply v

aluntion, which,

L . - i;ridities;
proportion or ratio, which reflects the effecl lpidities;

a dummy variable (DB) to pick up the influence of dov
3

whon dovatuation occurred

i sl W) and
and zerc in all other years; the level of wnie Pngroanol (IW), and
el,l‘.i.':l'-lt\;‘- DB, Dw

limited

in the eslimation, takes a value of 1 in years

changes in the level of productivity (PROD). The ¥
and PROD are all assumed to be exogenous, Hodn Ly boose e
mmber of observations made it necessary for ontimation puIposes, but
in any caze they differ from P in that they are noi apnuwod o be
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channels through which the defence ratio influences Savings.

US economic aid as a proportion of GNP is gssumed 4o be a
function of the defence ratio, the balance of trade deficit and & dummy
variable to pick up the arms embargo of 1975 and 1976, The dummy
variable can legitimately be regarded as exogenous but as was pointed

out previously this is not entirely satisfactory for the BOT variable.

The defence ratio is treated as a function of the gross aumestic
product per capita; the reciprocal of the gross national product, (RGNP)
which reflects the influence of scale economies on military needs; the
level of population; and a dummy variable to pick up the effects of the
Cyprus invasion of 1974, As the defence ratio is assumed to be the
last link in the chain of variables explaining growth the explanatory
variables (of defence) are assumed to be exogenous and the equation was

estimated by ordinary least squares.

Using annual data for Turkey between 1952 and 1976 the assumed

‘endogenous variables were estimated with the following results:

(3) gNP = -10,57 +0.335 s -0.47372 X/GDP

. (0.4) (2.7)
+ 0.392 A+ 2,085 BOT
(0.9) (2.1)
Chi (7) = 14.35426 DW = 1.7

(4) s = 7.25 =0.4549 X/GDP + 0.007 P + 0,003 GDPC
| (1.2) (0.1) (6.9)

chi (8) = 13,23907 DW = 1.3

(4') s =15.69 ~0.15 AINP -0.91 X/GDP + 0.0017 GDEC
(3.7) (2.9) (3.7)

Chi (7) = 4,7863 . DW = 2.3

(5) P= -0.279 + 0.70924 X/GDP + 7.067 DB + 0.4 DW -0.511 PROD
(0.6) (3.7) (3.3)  (1.4)

Chi (8) = 13.17825 DW = 1.9
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(6) AP = =15.71 + 00695 X/GDP + 0.42 gNP  -1.72 BOT -p1.2] DA

(1.4) (0.4) (0.8) (1.4)
chi (7) = 15.47712 DW = 0,7
(7) X/GDP = -0.184 ~0.00001 GDPC + 7.6 RGNP
+ 0.0067 POP + 0.025 DA
(3.7) (7.2)
R°= 0,883 §=0.0029  IE = 0,049  Di = i.4

The results are interesting and provide some support for the
0.L.S. results, although they leave much to be answered. One general
point that needs to be made is that the enforced exogenisation of the
BOT, A, DW, PROD, RGNP and GDPC variables did not lead to any undue
distortion in the results as is indicated by the Chi-square statistics.
In the growth equation (%) the Chi-square statisticSB’ o4 confirms the
validity of the specification and the Durbin-Watson statistic indicates
ingignificant serial correlation, but it is clear that the equation
has by no means adequately determined the complex process of growth. The
coefficient on the defence ratio is negative and significant at the
1% level, which once again points to a depressing effect on growth. In
the 'unrestricted estimates' (not reported) the coefficient on the
defence burden lagged one year was positive but not significant at
the 5% level, so that there is no evidence to indicate that any demand
stimulation effects manifest themselves within a year, although it is
possible that a year is too short a time lag, in which case equation
(3) may be incorrectly specified. The coefficient on savings is positive
as one would expect (unlike the 0.L.S. estimate), but it is not signifi-
cant at the 5% level, while in the 'unrestricted estimates' the
coefficient on saving lagged one year is actually negative, although
once again not significant. In view of the theoretical importance of
the savings ratio in the growth process this result must be interpretted
vith care. It is possible that domestic saving is not a good proxy for
investment or that a longer lag needs to be allowed for. There is
also a positive coefficient on the balance of trade deficit which is
significant at the 5% level and suggests that any indirect negative
effects on growth through domestic economic policy constraints are
more than outweighed bty the direct contribution of imports to growth.
In the 'unrestricted estimates'(not reported) the coefficient on the

belance of trade deficit lagged one year was also positive, but not

N . . £+ )]
Significant, and in view of the level of worker remittances after the



pid=1960s it must be concluded that there iz
position constraining growth up to 1976. Fir
A (the percentage of the labour force engaged in agriculture) is
positive, which suggests it is not a good proxy for the level of
development, nor does it indicate any productivity gain as labour shifts

from agriculture to industry.

The savings equation (4) is well specified and indicgtes a
negative effect of the militery ratic on savings, although unlil:~ the
0.L.S. estimates the coeificient is not significant at the 5% level.
Savings also increase with the level of gross domestic product per
capita, and the coefficient is highly significant. The coefficient con
the rate of inflation is also positive, but not significent, so that it
appears that inflation has had no systematic influence on the saving
ragtio in the period 1952~76. This result makes the inflation equation
(5) redundant, since it is hypothesised that there is an indirect effect
of the military ratio on savings through inflatiocn, but this has not
been established, The inflation equation is well specified and does
indicate a positive influence of the military ratio' on the price level
but the coefficient is not significant. It appears that the main
determinants of the inflation rate are changes in wages, the growth in

productivity and the external value of uhe currency.

A second version of the savings equation (4?) proved to be very
well specified. In this version the coefficient on the defence ratio
is once again negative . but significant at the 1% level, indicating
a depressing effect on the domestic savings ratio. The coefficient on
AINP i3 negative and also signifieant, thus indicating a harmful
effect on domestic savings. Gross domestic product per capita has a

positive coefficient and is highly significant as in the other version.

In equation (6) AINP is positively related to the dercnce ravio
althouch -the coefficient is not quite signif;canﬁ‘aﬁ‘the 5%;level. The
coefficients on the balance of tr@de deficit and the_invasion dummy
varizble are both negative, but they too are notrsignificant. It also
Seews that the growth of national;product has no systematic impsct on
the flow of US economic aid. Glearly AINP appears to be determined
by factors outside the Turkish domestic economy, and must therefore be

regarded as exogenous.



The defence ratio equation (7) is well specified and irdicstes
a positive influence of RGNP, pcpulation and the invasion dummy variable,
while the coefficient on gross domestic product per capita is negative
and also significant. Apart from the influence of GDPC this equation
nay be interpretted as confirming that the defence ratio is determined
mainly by exogenous variables, although the influence of strategic

factors is not specifically allowed for.

In order to determine whether military expenditure has haa the
game impact on different sectors of the economy it was decided to
disaggregate the growth equation into the growth of agriculture,

industry and constructicn. The results are as follows:55

(8) gAGR = 43,9 =-0,144 s =5.414 X/GDP + 0,708 A

(0.1) (2.3) (1.3)
+ 14.696 M/E -0.015 AINP
(3.0) (0.7)

R® = 0,385 S = 6,02 ME = 3.1 Dw = 2.2

(9) gIND = 88,27 =2.004 s =-0.703 X/GDP -0.481 A

(2.5) (0.5) (1.4)
~2.828 M/E -0.4%6 AINP
(0.9) (3.2)
| RZ = 0.382 S = 3.792 ME = 9.296 DW = 2.7

(10)  gCON = 69.77 -2.18 s =-1.819 X/GDP ~0.149 A
(1.5)  (0.7) (0.3)
-0.759 M/E -0.676 AINP
(0.1) (2.8)
R2 = 0,313 S = 6.795 ME = 6,792 DW = 2.9
where gAGR = the annual growth rate of agricultural output in real
terms
gIND = the annual growth rate of industrial output in real
. terms
gCON = annual growth rate of construction in real terms

M/E the ratio of imports to exports

The coefficient on the defence ratio is negative in all three

equations but is only significant in the growth of agriculture. A
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possibvle exzplenation for this ic that agricultural output ic deterrir

rzinly by supply and climatic factors and tne expansion of defen

[

diverts resouvrces away from that seotor5 wvhich slows down the rate at
vhich new technology is introduced, but more detailed evidence on thig
is required. The coefficient on AIIF is also negative in ail three
equations and is significent in the growth of industry and consi~uction.
This result may be related toc the kind of technology imported 4 th
US economic assistance and may be taken as tentative evidence in
support of the findings of McCabe and Michalopoulos (1971)?7 The
only other coefficient which is statistically significert is that on
. savings in the growth of industry equation., The negative coefficient
on the savings ratio may be due to the dependence of industry on the
growth and level of domestic consumption which would give an inverse
relationship with savings. The specification of ecuations (8) (9)
and (lO) is not, however, satisfacltory and the R2 is Jow and the
S/ME high in each case. UCUlearly the growth of components of national
product cannot be adequately explained in terms of macroeconomic
variables alone and the results as a consequence are not very

meaningful.,

Conclusion

The results presented here must be viewed with caution. Data,
time and resource limitations have meant that the lines of causal
interconnections have had to be estimated by single ecuations rather
than within a full macrooeconomic model of the Turkisnh economy.
Furthermore, the relatively short cbservation period (1952-76)
limited the number of variables that could be treated as endogenous
within the single equations (3) to (6) estimated, which meant that
several explanatory variables had to be treated as exogenous even
though this could not be justified on theoretical grounds within the
context of a full model. The growth equation in particular turned
out to be inadequately specified and was unable to capture the couplexity
of the underlying growth process, which may have accounted for the

: . . + . . s~ + e 2
peculiar coefficient on the savings ratio. Economic theory would



Liuauave  weav o LLULUUUULLULL 0L 1ags 1n the grovth equation night
wigh
improve the coefficient of determination, but this could onlv ve done

st a price since tie number of usable observations would have heen

reduced further.

These qualifications notwithstanding, the results msy be
interpretted as showing that the defence ratio has had s negative
impact on the growth of national product so that it is appropriate
to talk of the defence burden, The estimations indicate a strong
negative direct influcnce of the defence ratic on zrowth which
implies that the demand stimulation and resource mobilisation channels
had a net drag effect on the economy. Increases in the militzry ratio
or burden were more likely to lead to grester imports, higher prices,
increased taxes and cuvs in public works, rather than expanded output.
Chenges in the military ratio also seem to have had a negative
indirect impact through the savings chsunel due to resource diversion
and also possibly via the flow of US economic aid, although there is

no evidence of inflation having caused & decline in savings.
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CHAPTZR 8

CONCLUSIOUS

2.

The importance of defence spending in the allocation
of resources in Turkey in the post—war period has been
almost totally ignored. Yet Turkey has ccmmitted abou*
five per cent of her gross domestic product and over
20 per cent of total government spending tc defence since
1950, which represents considerszble scarce resources for
a country whose'per capita income in 1978 was only abtout
one seventh of that for the“industrialised world and
whose people have suffered from serious long term economic

and social deprivation.

s
L

This study hes érgﬁed that the level ond form of
military resource consum?t;on in Turkey can only te partly
.understood in terms of internal and external security
objectives., The military as an institusion also perforns
an ideological fuﬁctian which is closely connected with

N C
the integrastion of the military intco the industrialisstion
process. The Turkish army through the Armed Forces Iutusl
Assistance Fund (OY4K) hes become one of the largest
conglomerates in the country so that the military concerxn
for industrialisation is one of self-interest which is
consistent with the interests of the capitalist class,
Furthermore, the leveél of militery spending needs to be
wiAne

understoqd in relation to U.S. forelzn solicy. (mericen

military gnd economic .aid to Turkey was only given on
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the conditiog she allocated vast domestic resources to
Gefence, because the Turlkish military 2s ezn orgerised
force was gziven a major role in the struggle ggainst
Comnunism end in ensuring that the conditions that

allowed cepitalist expansion to take place were catisfied.
By creating and maintsining the conditions under which
international cepital could operate the militery
facilitated the transféf of resources towards the
'metropolis' wnd indirectly influenced the form of
industrialisstion. The Turkish economy became highly
dependent on the economies of the industrialicsed countrieé,
which ultimately imposed enormous constraints on further

growth in the mid 1970s.

After the U.S. arms embaféo in 1975 had brought a
temporary halt to military aid Turkey was forced to
- *purchese! hef arms on the world ﬁarket, and this begzn
to'exacérbate the already serious foreign eichange_
problem. One of the consequences of the eﬁbargo was that
Turkey ugyeiled a new defence policy designed to make her
self-sufficient in arms producfion. It has been argued
in this study that arms prcoduction woula be unlikely %o

>
reduce the need for foreign exchange in the sunort-run,
would, do little to reéuce unemvloyment, end would alizost
certainly replace one form of dependency by another.
Norebver, arms production has an uncertain and limited
market ahd it wbuld absorb scarce resources which would,
thereforé, hwe denied to other civilian productive activities.

.
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e mozt importent issue for thic s

t

Ul concerns

v

the resource allocational consequences o

Hh

mil

e

tory

[

expenditure for economic progress. it ore level it hes
been argued that Turkey hzs feiled to resolve *he nany
deep rooted structual snd institutional problems snd
economic and soclal imbalances thut faced the country
in 1950 which can partly be exrlained by the role of
the military in Turkey. The consequences of military
expenditure for economic growth is a very complex issue
for which there is no genersl answer. It has been
argued that it is essential 4o go beyond establishing
statistical correlgtions between growth =and the defence
burden, which could»be spurious, but rather it is
necessary to formulate the various links between the
military burden énd the growth roate =t the theoreticsl
level and then try to estimate tHem in the context of a

theorised
nodel of growth. The causal links in chapter seven

£o some way owards meeting these requirements since

the impact of defence spending cn growth is estimated

hoth directly end indirectly through the savings ratio, the
rate of inflation, the bglance of trode and the flow of
economic»gnd militsry aid. Yet beczuse of the peucity of

dats aveilsble on tha Turkish econony =2nd the internation=l

are
L] ; . . "
arms trade the equations that estimated in chapter seven

are only partial and much of the underlying transmission

mechanism is concealed, which makes it difficult to
senarate *he verious mechenicts throush wrich.tefence
m %

spending affects the economic structure and impossible %o

- 356 -



test the vslidity of the results. Jevertheless, until
more detsiled data becomes availsble decizions heve to
be based on existing information and the resyl+s
reported in chspter seven do point to 2 4radz o0ff between
suns and growth.,.

Q

The Cyprus Invasion

The econcmétric results reported in chapter seven
suggest that the invasion of Cyprus and the dispute over
the Asgean in 1974, when Greece and Turkey almost cgme
to war, would have serious consequences for the Turkish
economy. In 1974 the total armed forces of Turkey
(453,000) were almost three times as large as the Greek
forces (161,200), but in terms‘of the quantity end
sophistication of the weapons pos sessed ty the two;sides
.the_gap was not so prohounced. In terms of air power,

. for exsmple, Turkey had one FP-4EZ Phantom squadron, *wo
P-104G Sterfigh*ter squadrons, four F-100D squadrons, twc
F—5ﬁ_squadrons, two F-1048S squadrons and two F-84F
squadrons ggainst Greece's tno F-4E, four F-84F, two
F-1044% and two F-S5A squadrons. Purtheriore, dﬁring 1974
Turkey hed committed t"o divisions %to Cyornz ond lnad mors
of =n internal security problen thsn Grsece, ond nseded
to .guard her frontiers with the U.S5.S.R., Iran and Irag.
Turkey was certzinly not satisfied with the military

balance and in 1975 a Fourth Airmy (the Army of the

lesean) wes created.
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In the short-run the invszion of Crprus cost
Turkey over Z500 million in mountinz the nilitery
offensive, but there were elso temporary indirect costs
as the fear of war with Greece caused inveztrent to
fall, foreign capital flows to dry up end tourism to
decline. There was, however, = much more serious =nd
long term effect of the Cyprus invasion, nsmely that the
arms race between the two countries gccelerated. The
invasion and the threat of war made Turkey realise that
much of its militery equipment wes antiquated =nd needed
~replacement. During August 1974 it was reported that
the Turkish generals had presented the goverﬁment with
a long 1ist of military requirements, and two submarir.cs
and 260 armoured personnel carriers were ordered from
two unspeccified Eﬁropean countries. The srme embargo
meant that the economic impact of the arms btuild-up was
made more serious as scarce fbreign exchange was

absorbed in buying arms from abroad.

‘Between 1970 and 1974 Turkish military expenditure
increased.by almost 40 per ceﬁt while Greex militery
expenditure rose by only eight per cent and in bot
countries the military burden declined. . fter tae con

of 1974 there was. an enormous increase in military

expenditure, the details bf which are given in Table 8.1.

In 1975 military spending increased by nearly
70 per cent in Turkey =nd about €C per cent in Greccce,

to stand at £1563 million end 1043 millicn recpectively.
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Turl-ish and

T.ELE 8.1

™ 1,_T-ﬁ-
sreeir "1litary

_rznenditure,

Yenr

1870
1971
1972
1973
1974

’.__l
O
-3
1

1976

1977
1978

rilitory Ero.

1970-78

IR 25 ¢
n V.S Z2m. of 4DP
st 1673 prices
o ex. rates
T G T G
675 603 4.3 4,8
821 680 4.3 4,6
862 679 4.1 2.1
945 650 3.9 4.7
1563 1043 6.1 6.
1916 1022 6.8 6.
1606 1230 5.9 6.
1127 1230 5.5 6.
Notes: T=Turkey; G=Greece
Jource:
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M

20.1
20.3
20.8
21.7
25,2
28.5
26.0
20.2
18.3

Tctel ‘ried

Zcress

CCa's
T G
450 160
450 160
455 160
4573 161
453 16l
453 161
460 199
468 200
485 190

Srl—o.«. .-L.I 1Q79’ IoIagoSl 1974’ 1979'
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In 1976 therc was a further incresse in *he dzfence

RTER N . .
4 '1:1_C:l .IES

gllocation in Turkey of over 22 per cent
followed by two years of contraction in real *ernms,
although the military burden was still 1.
higher in 1978 than it had been in 1974. 1In Greece
nilitary expenditure fell slightly in 1976 2nd wes
meintained in 1978. Over the period 1570-74 =n average
of 4.2 per cent and 4.5 per cent of G.D.D. was committed
to defence in Turkey and Greece respectively, and this
rose to 6.1 ari 6;5 per cent during 1975-78. The'aris
race was not noticeable in the military budgets of other
N.A.T.0. countries where the effects of detente had led
to declining militsry burdens, and in fact N.,4.T.0.
military expenditure was lower in 1978 in real terms
than it had been in 1970 and 1974 (see Figure 8.1).

The rising military burdens in Greece and Turkey were

alsc reflected in the proportion of government expenditure
allocated tu dcfence which rose to a peak of 29.4 per.
cent in Turkey in 1976 and 28.5 per cent in’Greece in
1975.v It‘tcokylonger for.military manpower to respond

but by.1978 the totel srmed forces in Turkey were 30,000
gbove the 1974 figure, while in Greece by(1977 an exira
40,000 military personnel had been drefiled irto the

arme8 forces.

Ignorine the significance of the results and

alloﬁing for the arms embargo, the equations estimated in

TS teryr
v

chepter seven would predict thst the Tizing Ni.it

burden in Turkey efter 1974 would czuse the gzrowth rate
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mobilisation drag' and indirectly through resocurce diversion,

but the period 1975-77 does nnt appear toAconform

bl

to this pattern. he savinzs raltio remoi

N
noed oonetendt
EASGLEEN [ NP R

pu

[

v»ip 974 and 1975 oh 18207 ooy cent of el P crAd ther

declined in the followinz iwo yesrs +0 17.5 rmd 15.5 Do
cent, but the growth rste did not bezin to slow dcwm
until 1977 when it fell to four per ceat. In snite of
the evparent strength of the Turlkish ecorozy, however,
the underlying situation was not so herslths endg the

[} B et

rising defence burden did have o considersble effect on

d"

the zrowth rate. Industrinl production exoended come-

O]

whet more slowly in 1975 than in previous yeesrs but
becoucz agricultural production rosc substantizlly, dus
to climatic factors, the overzll growth in G.L.2. wos

gbout eight per cent. But there were signc of problens

in 1975 and 1976, particulariy in industry where copscity
utilisation wes falling 2nd cstocliz of unsold zooos were

L

ricins , due to a decline in exports. Furthermore, these two
years saw consumption rising more rapidly, and private investment®

less rapidly than planned.

The growth rate wes nainteined during 1975 ond 1576

» ) ’ - . - - - <.~'~r— . }1,
becsuse econromic policy mave priority to keeping uvd ine

nmomertum of- coxzestic demand rether than to adjucting vic
* -
Turlzish econowry to changing external condltions. -:ie

. £ 41,
centrzl governient budget avsorbed 18.8 per cent ol ihe

3 hS el 5 NaE~E e “1";
G.D.P. in 1974 which then increused each year to reoch

2 3 b 1 H {, ""l
26.7 per cent in 1977, with a rising proporuion of ih

o L Ty yerr
& S0V

(
¥

q o~ ~ - m. ~
budet belns account ed for by cefence, s Toble

<

(@A
i
o



T/ZLE 2.2

The Growth of Government Tucenditure

dlee

and Qlelated Voriables, 1974-78

Centrsl Government Defence Txz. Grovth of
Budget as ¢ of g8 & of he
G.D.P, . Budget .oney Suvprly
Yegr %
1974 18.8 20.5 27.6
1976 23.4 - 26.4 28.0
1977 - 26.7 21.7 39.0
1978 25 .6 20.2 . 37.0

v

.
Ed

Sources: International Financial Statistics,

Vol. 34, No. 5, May 1981; S.I.Z.R.I. 1973.

As a result of the rising governuent expenciture there

was o big increase in the size of the public sector

ct

1
U

deficit ofter 1975 which reached 6.1 per cent of uae

¢.D.P., in 1977, =end wes financed by domestic vorrowlng
Q .

mginly from the Central Bank.

The expansion oi the Turkish economy in 1975 and 1976
wos accompenied by serious econorii

sccelersting inflation caused by the aonetary
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end. uncmployment aleo increazsed, but the nz;0r vrotlen

M

was ihe srowing imbalange on the externszl account.
Between 1974-77 it was possible for Turkey to finance
the foreign exchange deficit through worker remittances
and by short-term borrowing on the Euromarket, but when
this source begen to dry up in 1977 the couniry was
eventually forced to suspend foreign psyments snd
introduce deflationary policies.. In the period 1952-76
thére was no evidence that the foreign exchange position
had:bonstrained growth buthafter 1974 the joint impact
of the energy shortage and the rising defence burden
finally created such a severe externsl deficit that
growth was brought to an end. After 1977 both internal
and external security objectives demanded high levels of
military expenditure, yet in the context of a stagnating
economy and a éerious foreign exchange ﬁositidn this
inevitably meént fhat desirgble civil expenditure was
crowded out with adverse effects on growth—and socis

justice.
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APPEIDIX 1

irticle 141 states:

Wnoever attempts to esteblish or establishes, or

arranges or conducts and sduinisters the activities of

‘societies in =ny way and under sny name, or furnishes

guidence in these resypects, with the purrose of
estavlisning deminagtion of a socisl clszes over other

£

social clssses or exterminating = certain social closs

bosic economic
be punisned b»y

heavy imorisonment of from eight to 15 yesrs. Thoever

connducts and edainigters nore thern one or gll such

irticle 142 s

w 1+ T2 RS o TS £
Troever me¥%es propagandz with toe purpose orf

oy

o g e x - - FaR o~ 4 K -
overthrowing =ny of the ostablishe
3 3 - S 544 q
socinl orders of the country, or the political or

- - LI S h] -
lersl ovetem of the stste, =hell te punicghed by heawy

'{6
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APPENDIX 2

Estimation of allocations'to defence by Nlﬁ.T.O.
countries for 1953, 1958 end 1977 using the British
tnet tax rate' after ailowing for benefits =2nd taxes
to determine the required'share of the defence bﬁrden.
The following tables oorréspond'to Tebles 4.2 to 4.6
pp. 117-123.

-~
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Per Capita Incomes of

T/ BLE

4.2t

J.0.7.0,

Zountries

s

in ¢ for

1953

Per Canits

Income
Country (1)
U.S. A 2080
Canads 1521
U.K. 810
Belgiun 852
Norway 794
Frence 866
Dennark 791
Germany 619
Netherlonds 570
Itsly 353
- Greece 160
Portugeal 176
Turkey 159
*

lversge 749

Tote: unweighted

N ‘Source: U.ll.

Per Caovni

1.
va

Income o

£ N
O_L R r.—‘v

PR

avern-re

(2)

277.70
20%.07
108.14
113.75
106.01
115.62
105.61
82.64
70.76
47.1%
25.37
. 23%.50
21.23

Yearbook of Totionagl Accounts

gtetistics, New York, 1964.



T ABLE 4.3l

British Tamily Income Distribution

and allowing for RBenefits end Toxes,

Rance of /‘verage

- 368 —

tverace Tay og % [Teroce Den e Mat Moy
Income  Incom Mox of Inc. Benefit % of Inc.2ate
Top 1% - 5009 1597 %1.9 118 2.3 29.5
1-5% 2291 642 28.0 126 545 2245
5-10% 1623 484 29.8 g8 6.0 23.8
10-20% 1289 352  27.3 117 9.0 18.3
20-50% G956 246 25.7 126 2.2 12.5
50-75% 667 169 25,3 134  20.1 5.2
75-1004 - 314 94 29.9 190 60.5 -3C.6
Note: Average Family Incone 1643
Sonrne: CO. Clsrk =nd G.H. Peters, Income Chaks
mealth: Series X, derived from Tebles
V and VIII..
L ]



The Percentere of G.17.2P., t0 he snent on

~

Defence using the a2djusted tnx r=te

as the determnin-nt of the burden ch

rinm

ond using the U, K., defence burden =25 = standard

1953 1958 1977

Ldjusted Reguired ﬂdjd Req? ~r3? Req§
Tax Defence Tex Def. T o ~el

Rate Burden Rote Burden DR-ote Purden
Countr (1) (2) (3)  (4) (5)  (6)
U.S. . ' 29.1 1%.4 28,6 8.8 26.8 7.8
Cennda 27.8 12.8 27.6 8.5  25.7 7.8
U.K. T 24.5 11.3 25.3 7.8 17.1 5.0
Belgium 24.8 11.4 24 .6 7.6 25.8 7.5
Norway - 24.3 11.2 24,5 7.6 26,8 7.8
Prance 25.0 11.5 24.3 7.5 25.5 Te5
Dennark 04,3  11.2  24.2 7.5 26.4 1.7
' Gernany 19.4 8.9 24,4 7.5 26.5 7.7
Netherlands 16.1 T.4 18.2 5.2 22.3 7.4
Italy 7.9 3.6 11.9 3.7 12.3 3.0
Greece -20.1  =9.3 -1.6 -C.5 7.9 2.3
Portugal -23.2 -10.7 ~23.4 =72 -9.5 -2.2
Turkey _26.9 - =12.4 =3C.0 -9.2 -31.4 -9.2

1 and 4.51

Derived from Tables 4.2

*



m
P

2R
Py

= 4;51

Mlocations to Defence by N, .0, 0, Countries

using the U.X. defence burden

Country

Norway
U.5: A,
Canada
Germany
Denmark
Belgium
Prence
Netherlands
- U.XK.
Italy
Grecce
Portugal
Turkey

Source:

g8 o stenderd, 1
Required fcotusl GUP  Defence DReog' Def
Defence Defence U3 b, Tupend, IZvaend
Burden Burden US Z=. ;
(1) (2) (3) (4) (5)
11.2 5.6 2.7 149 299
1%.4 14.8 33%.2 49321 44655
12.8 9.0 22.6 2032 2890
8.9 4.9  30.4 1490 2706
11.2 3.7 3.5 128 387
11.4 53 Te5 396 852
11.5  11.0 36.9 1064 1228
7.4 6.2 . 5.6 - %45 411
11.3 11.3 41.2 4656 4555
3.6 4.6 16.8 773 605
-9.3 6.1 1.5 91 -138
10.7 4.6 1.5 69 ~161
~12.4 5.4 3.6 196 ~449
Cols. ( 3. (1965)

) end (2), I.I.
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?iPIT 4,61

Mlocations to Defence by N.'1.T7.0. Couniries

using the U.X. defence dburden

as a stgndard, 1958

Required Actual GITP Deferce Reqd Tell.
Defence  Defence US gb. Zx.end. Ixrpend.

Burden  Burden US Zm.  in UT 7o,
Country (1) (2) (3) (4) (5)
Norway 7.6 4.0 4.0 160 305
J.5.4. 8.8 10.9 455,0 48591 20037
Canada 8.5 6.0 3.9 1356 2881
Germany 7.5 3.4 57.9 1968 4371
Denmark 7.5 3.3 5.0 164 3773
Belgiun 7.6 3.9 10.5 408 795
France 7.5 7.9 49.6 3916 37153
Netherlands 5.8 5.0 . 9.5 - 473 548
. U.K, 7.8 7.8 64.3 5053 5053
Ttaly 3.7 4.3 25,3 1262 1086
Greece -0.5 5.8 5.1 122 ~106
Portugal ~T7.2 4.5 2.1 96 ~154
Turkey -9.2 4.5 5.3 239 -4188

Sources: Cols. (2) and (4), I.I.%.5. (1965);
Col. (3) U.i. Statistical Yezrboolk, 19¢9.
L ]
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plocstions to Defence by

TABLE 4

.611

hd

4’10T-C“.

Countries

Country

Norwey
U.S5. 4.
Canada
Germany
Denmark
Belgium
France

Tetherlands

- U.K.
Italy

Greece

Portugal

Turkey

Source:

as 2

using the U.X. defence burden

stendard, 1977

Required fctugl

I.T.S

.S, (1978)

|
N
-3
™

GUx Defence Rac™ Ded
Defence Defence 5 Zt. Exrzend, E;;e“d.
‘Burden  Burden Us gb. T3 Zn.
(1) (2) (3) (4) (5)
T.8 5.1 34,2 1.1 2.7
1.8 6.0 1874 .4 104.3 146.2
7.8 1.8 187.1 343 15.4
T.7 3.4 501.0 17.1 38.6
17 245 41,0 1.1 3.2
7.5 3.4 144 2.5 5.6
7.5 3.6 387.1 1%.7 29.0
7.4 3.6 99.4 3.7 T4
5.0 5.0 247.1 12.4 12.4
3.6 2.4 194 .4 4.7 7.0
2.3 5.0 25 .9 1.3 C.6
-2.8 3.3 18.1 0.5 -0.5
~-9.2 5.7 46.5 2.6 -4.3
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