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Production and Environment

The Ottoman legacy to the Turkish Republic in 1923 was an Anatolian economy battered by
war, depopulated of most of its business and artisan class, and laden with the debts of the fallen
Empire.* A small number of public and privately run textile manufacturing facilities remained
in operation. Textiles were a major import itent due to the 1923 Treaty of Lausanne, which did
not alow duties or tariffs on imports until 1929. Exports were minimal and included only raw
fibers, madder root used to make the famous Turkish red dye and a small volume of wool hand-
knotted carpets. Raw cotton output was small, 51,240 Metric Tons (MT) in 1930°, and yields
were low but adequate for both home-based and factory yarn production. Roughly half of
domestic wool production was absorbed into carpet yarn.

The Great Depression and the collapse of commodity prices made it unsustainableto
rely on exchanging raw materials for imported manufactured goods. The Turkish government,
with domestic tax revenues and partial funding from the Soviet Union,* put together a5 Y ear
Economic Plan. The focus of the plan, under the homegrown ideological banner dubbed etatism
was to build industrial capacity to produce consumer goods, especially textiles, and to expand
irrigated agriculture including cotton.

The state established the Simerbank in 1933 as a holding company to oversee industria
production; it took over the Ottoman textile plants and built state-owned spinning and weaving
enterprises throughout the new nation. Traditional handicrafts produced in small urn-mechanized
workshops continuedto provide up to 60% of manufacturing value added until the end of the
1930's.” Private enterprises in 1939 produced 65% of cotton yarn and cloth, 40% of wool yarn
and cloth, and 38% of leather goods.® A small number of apparel firms came into being in
response to the new Republic’s “clothing revolution” which required men to wear Western suits
and hats. For example, Vakko, today a leading ready-to-wear producer, was founded as a hat
and scarf manufacturer in 1934.

After abrief period in the 1940s and early 50s in which the state took the lead in textile
production, private manufacturers regained their dominance. State produced cotton cloth output
dropped from 75% of total production in 1950 to 28% in 1967. The acceleration of private
production was due to post-World War |1 investment incentives including: (1) the 1954 removal
of a production tax based on the number of looms in a shop; (2) increased tariffs on textile imports;
(3) increased import quotas for textile machinery; and (4) the 1950 establishment of the Turkish
Industrial Development Bank (Tirkiye Sanayi Kalkinma Bankasi) with a program of foreign
exchange credits to help manufacturers buy equipment. These policies were complemented by
plentiful cotton growing on land irrigated by the new Seyhan dam.’

The impact of these incentives is reflected in araad increase in weaving capacity and in
the proportion of motorized looms after 1953 (76.95% by 1960).% Investment in spinning and
weaving capacity was so rapid that by the late 1950s there was overcapacity in cotton textiles.®
Apparel, on the other hand, with few exceptions was still produced by tailors and in private
homes up to the 1960s. Industria production of ready-to-wear clothing began to expand in the
1960s with mass production of suits and outerwear.
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By 1960 roughly athird of all industrial establishments were producing textiles for
domestic markets. However, the economy still heavily depended on imports (except for
processed food, textiles, iron, and steel).® An import substitution (1S) policy was adopted to
further develop domestic industry. IS increased the state’ s burden of foreign exchange payments
for imported industrial inputs. Remittances from 910,000 Turkish guest workers in Europe,
which peaked at $1.4 billion in 1974, formed the main source of foreign exchange revenues
during this period.*

The trap of government commitments both to large outlays of foreign exchange and a
large public sector wage hill tightened into the 1970's. The government planned for a $1 billion
expansion of state spinning and weaving enterprises between 19721977 but it was not
implemented due to lack of funds. The oil shocks crises of the 1970's put Turkey’s economy
into a deep decline. As worldwide recession reduced demand for Turkish labor in Europe,
Turkey lost its main source of foreign exchange.'? In 1979, a $1.8 hillion loan from the World
Bank and IMF was tied to a radical reform program designed to create an export-oriented
economy, improve the balance of payments, and combat inflation. On January 24, 1980 the
stabilization program was launched.

The second phase included: (1) the maturation of older apparel firmsinto the
development of their own branded products (an on-going process); (2) the movement of original
equipment manufacturing (OEM) and generic production to the southeastern region of Turkey
where labor is less expensive; and (3) the development of a large home textiles segment which
is extending the growth horizon of the sector as it matures.

The beginning of the first phase of textile export expansion was characterized by
tremendous growth in generic knit and woven apparel exports with supporting growth in cotton
yarns and fabrics. In 1980, exports of apparel (valued at US$106 mil or 3.6% of total exports)
were much smaller than textiles and yarn (3US671 mil or 23.1% of total exports). Carpets were
amore important export than apparel with 3.8% of the total export earnings and 13.9% of the
manufacturing export earnings in 1982. 13

After six years apparel had caught up with textiles with each valued at $USL billion and
making up 14% of exports. The maximum gap between apparel and textiles was reached in
1995 with apparel values at $US6.2 billion or 29% of exports versus textiles at $US2.1 billion
and 10%.* Germany supplied Turkey with an easy customer base building on connections
between Turks abroad and at home. Export sales soon expanded into the rest of Europe and
finally extended to the United States as well as tens of other countries around the world. In
addition to formal trade, a large volume of undocumented “ suitcase trade” with Russia and
Eastern Europe grew quickly.

During the decade of the 1990's, there was a threefold increase in domestic private
investment in the textile and apparel industry. Turkey controlled 3.5 to 4 percent of the global
clothing market, held the rank of sixth largest clothing exporter in the world, and joined the top
ten nations in terms of its capacity in spinning and weaving. *° Turkey’s experienced textile
entrepreneurs, many in business since the 1950s, aggressively upgraded technology in both
production and marketing during the 90s.®

Diversification has been the hallmark of the second phase of export growth. According
to ITKIB, in 2000, the value of apparel exports reached $US7.2 bil., textiles were $US2.80
Home textile exports hit the $USL billion mark in 2001. Turkey’s 2000 apparel output was
composed of knits (51%), woven apparel (34.6%), and other made-up articles (14%). Within
apparel, basic cotton knit t-shirts and other underwear were still the largest category in 2000
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($US 1.3 miil) followed by woven women's wear ($US1.06).1” However, Turkey is increasingly
manufacturing clothing for major international labels that require high quality, consistency, and
speed in production that can only be achieved with sophisticated textile machinery and
equipment. The relatively capital-intensive sub-sectors of branded apparel, as well as home
textiles, are important growth areas in the face of low wage competition.

Turkey joined the EU Customs Union (CU) in 1996. The expected expansion of sales
did not materialize in 1996/97 and on the downside new restrictions were placed on input
purchases from countries not party to the EU CU. Turkey’s Free Trade Zones, started in 1985
with 19 open by 2000, have played an important role in keeping input costs down while
expanding exports. The biggest single country buyers of Turkish textiles and apparel in 2000
were: Germany (36.6%); USA (16.6%); UK (11.9%); France (6.8%); and Holland (5.3%).
Exports to the US are expanding rapidly and markets with Russia are being formalized. A key
current focus of Turkish textile and apparel firmsisto establish asolid U.S. customer base
before no-holds barred competition begins in 2005 when all quotas are nullified under the
GATT.

Labor Force Overview

The population of the early Republic was predominantly rural with only 16.4% of the total 13.6
million people living in urban areas.*® Based on the 1927 Industrial Census, textile enterprises
made up 14.3% of the total 65,245 formal manufacturing enterprises. Manufacturing employed
256,855 people with 48,025 (18.7%) working in textiles - not including home-based artisan
production. Among formal textile establishments, only 4.6% had 11 workers or more and, even
fewer, 2.6%, had motorized equipment.?°

The 1927 Industrial Census shows that despite the withdrawal of non-Muslim women
from the labor market, urban women held a high proportion (52%) of the small number of
manufacturing jobs (in enterprises with at least 4 workers) during this period. Thiswas due in
part to the estimated 1 million widows left by the wars preceding independence. Textiles
represented 42% of al 38,000 forma manufacturing jobs done by women in 1927 versus 14%
of the 108,154 men's jobs in the sector.?! Despite the high percentage of women within the
sector, out of the total population of urban ever-married women, few worked in formal
manufacturing (at most 6.4%) or specifically in textile manufacturing (2.7%).

Due to labor shortages in the first two decades of the Republic, most new entrants to the
labor force were needed in an agriculture sector still dominated by manua labor. In fact, Census
data show a drop in industrial employment from 8.3% in 1935 to 7.4% in 1950.%% Work in the
new State Economic Enterprises (SEEs) of the 1940s and 50s, however, was a welcome source
of cash for rural households. They approached such jobs as temporary work for the agricultural
off-season and as a result factories found it difficult to remain fully staffed.?*

To prepare for World War 11, the state shifted men from factory work to the army which
exacerbated labor shortages. In addition, a punitive tax (varlik vergisi) was imposed on non-
Muslim citizens. The government also forced privately owned textile factories to sell their
output to the Simerbank, which then resold it at high prices driven up by the lack of imports
during the war.? After the war, textile entrepreneurs expressed frustration with etatist meddling,
especidly the crowding out of private capita. By 1947, the government began to shift its
investments toward heavy industry.

Prior to World War |1 the majority of textile factory owners were either Jewish or donme. 2°
However, the varlik vergis had a chilling effect on non-Mudim textile start- ups after the war. The
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new textile manufacturing firms that formed, many with only one or two looms, were started
primarily by Mudims. The early Istanbul textile manufacturers tended to be from amerchant or
artisan background (weavers, bakers etc.) with a minority from the military and/or landed elite
(ulema). In contrast, Anatolian manufacturers generally moved into textiles from a pre-World War
Il background in industrial processing of raw materials for export.?’

The urban labor force grew rapidly during the 1950s as mechanization led to adeclinein
the demand for farm labor and urban industria jobs sprang up. Istanbul was inundated with atide
of people; in 1940 the population of Istanbul was less than 800,000 and by 1975 there were 3.9
million people living in the city including theillegal housing ringing its outskirts.?® One niche of
rural textile employment, hand-knotted carpet production, grew substantially from the 1960s to the
1980s. I ncreased demand for carpets led to three-fold increases in employment in carpet
weaving from 147,693 in 1958 to 577,800 in 1981. This activity accountedfor 3.5 to 3.9% of
the total female labor force, or between 8 and 9% of economically active women in 1981.%°

By 1999, according to Ministry of Labor statistics, 505,152 employees worked in the
formal textile and apparel sector. Union estimates of both unregistered and registered workers
claim that there are 2 million in the sector or roughly 10% of the total labor force.®° It islikely
that alarge proportion of the unregistered workers are in the apparel rather than the textile
subsector.

Unions

Increased numbers of urban workers in the 1950s, although still by far in the minority®*, began
to create pressure for unionization. Trade unions began forming when finally made legal in the
post-war liberal atmosphere of 1946 and textile unions played a central role. The main trade
union federation, TURK-IS, was conceived at the 1952 congress of the Textile and Knitting
Workers Federation (TEKSIF). TURK -1S was formed as a “bread and butter” style union
because: (1) the workers of the 1950's were politically and culturally conservative; and (2) the
state generally suppressed class-based union organizing. A fully developed system of |abor
industria relations laws was put into place in 1963 after the coup of 1960. In 1960, 23,380
members of TURK-IS (20%), were associated with TEK SIF and distributed among 17 regional
textile unions focusing on different types of cloth and yarn production. The more radical DISK
came about as a 1967 breakoff from TURK-I1S. HAK-IS was created with an Islamic focus in
1976.32 All three federations contain their own textile unions.

Textile workers made up alarge portion of manufacturing labor during the 1970s (33%
in 1973) with many working for private firms.®® The mgjority of these workers were not
unionized and earned lower wages. Due to union pressure, real wages for workers in the modern
industrial sector were increased rapidly and union coverage was extended somewhat. The
unions reacted against the 1980 stabilization plan (discussed above) with factory occupations,
strikes, and protests. The chaotic period of the 1970s ended with a military coup in September
1980.% Srrict laws dictating union conduct were put into place in 1983 and the power of unions
declined until the 1990s. After the 1980 coup, all trade unions, aside from TURK-IS, were
suspended (HAK-1Suntil 1981 and DISK until 1991). In 1999, the union federations threatened
a strike involving 70,000 textile workers. The unions, bargaining with the textile employers
association®, demanded higher wages and complained that “the employers want to deprive the
workers of their existing ri%hts and to tell workers ‘If there is something to do, you work,
otherwise you go home'”.*® Strike action was avoided with pay increases after 4 months of
tense negotiations.>’
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Wages

Mingi]mum wage law has been implemented throughout Turkey since 1974. 38 Wages for textile
workers are difficult to assess due to the large numbers of undocumented workers and the lack
of official wage data broken down by occupation. Roughly spesking Turkey’s manufacturing
wages are in the mid-range according to global standards. For example, in 1974 average (skilled
or unskilled not specified) manufacturing wages equaled $US0.63 per hour for Turkey
compared to wages for skilled workers of $US0.61 in Thailand, $US0.72 in Singapore, $US0.56
in Indonesia, and $US0.31 in India>*

The textile research group, Werner International, reports Tur kish wages for 1998 at
$US2.48 per hour for textiles (spinning and weaving) and $US1.84 for apparel compared to
$0.43 for China, $US0.39 for India, or $US1.36 for Morocco. Other estimates provide similar
figures.*® The Istanbul Textile and Apparel Association (ITKIB) claims that recent reformsin
social security are increasing costs to the extent that company financed workers benefits and
taxes are amost equal to the cost of salaries.

The Werner estimate starkly contrasts with claims made by TEKSIF during the 1999
strike threat that a union textile employee with 20 years experience earns US$153 per month or
$US0.80 an hour (less than the 1999 minimum wage). Further, it should be emphasized that
workers not covered by collective bargaining agreements earn approximately 53% of covered
workers wages.*! Therefore arange of textile wages is the most appropriate estimate; in
1998/99, 500,000 textile workers earned between $US0.80-2.48 per hour; and 1.5 million
received between $US0.42-1.31 per hour. Males are likely to receive a gender premium,
estimated in 1988 as 15%.%

Child Workers

Working children in Turkey include both unpaid family labor and wage earners. In 1994
children between the ages of 6 and 14 made up 19% of the population. Y oung children (6-11)
are unlikely to work in Turkey.*® SIS reports a 1.3% employment rate for 611 year olds in
1994.44 Older children are more likely to participate. Research on 12-17 year olds indicates that
35% of Turkish teenage girls who work outside the family home and/or farm choose textile-
manufacturing employment compared to 14% of boys.* The reported proportion of children in
the work force has declined since Turkey joined the International Program on the Elimination of
Child labor (IPEC) in 1991.¢ Between 1994 and 1998 there was a dramatic drop in the number
of working 6-14 year old children from 8.5% (974,000) to 4.2% (511,000).%” Outside of larger
enterprises enforcement of labor laws in the textile sector is inconsistent. However, these figures
do include “home-work” such as carpet weaving.

Organization of Production

Etatist and later import substitution policy which included high tariff protection for textiles
(109% in the early 70s), led to inefficiencies in plant size and balance between units that
reduced productivity. During the post-1980 period many SEES have been privatized.*® The
privatization of Sumerbank began in 1995 and is ongoing. *° Foreign direct investment (FDI) has
been increasing in the 1990s in Turkey in response to the Customs Union and the South
Anatdian development project (GAP).>° In addition, the attractive combination of Turkish free
trade zones in conjunction with skilled low cost workers and proximity to Europe has brought
textile companies such as Hugo Boss, in 1999, to set up operations in Turkey. However, FDI
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presence in the sector is small with 137 apparel and 49 textile firms out of 1,028 foreign owned
companies in manufacturing in 1998.

Networking between firms at all levels (from local to international) has made it possi ble
to forge a cohesive export industry out of a vast number of small privately owned firms.®!
Groups of textile firms have relocated to, or started up in, industrial parks and free trade zones.
During the 1990's average firm size has increased.®® Textile firms use complex subcontracting,
nearly 30% of textile firms (with more than 25 workers) both take-in and put-out work. This
system helps to overcome capacity constraints as well as alocate production more efficiently
when some parts of a garment may be produced more efficiently by small shops or
pieceworkers.®*

Home-based work is prevaent in artisanal production such as carpets or embroidery, as
well as in the garment and footwear industries. Home-based work is generally conducted
through privately run putting-out networks. For example, in the case of carpets, state carpet
cooperatives attached to workshops were set up to promote rural employment in the 1960’ s.
However, as world demand for Turkish carpets increased in the 1970s and 80s, weavers
preferred working with private merchants, Who provided inputs on time, distributed output and
adjusted prices quickly to market conditions.®

Another form of networking that developed after 1980 is the sector foreign trade
company (SFTC) first started in 1994. SFTCs are formed with permission from the Trade
Ministry and consist of multiple small export firms in the same industry. In 2002 there were 32
SFTCswith 11 in the textile and apparel sector and 6 in home textiles.®® SFTC members aim to
achieve economies of scale and share technology and marketing experience. They also spread
investment risk among the group - making unusual projects feasible. Networking in the textiles
and apparel is also facilitated by regional and national umbrella organizations.®’

52

International Environment
Turkish workers in Europe created relationships and gained cultural and technical knowledge
that contributed to the success of textile exports in the post-1980 period. Three cases provide
insight into these international connections. First, during the 1980s, an informal clothing
production enclave was formed in Amsterdam by Turks who shifted into entrepreneuria textile
activities after a stint as “ guest workers”.>® Second, in the Paris garment district, 44% of the
sewing machine perators are Turkish men who set up shop with severance pay from auto or
construction jobs.”” Third, there are 279,000 nonGerman seif - employed workers in Germany —
the majority of whom are Turks including some textile entrepreneurs.®°

Turks involved in the textile sector abroad may transfer information, technology and/or
capital back to Turkey directly or through family connections. For example, when the Turkish
apparel enclave in Amsterdam was shut down by the Dutch government in 1992, at least 150
enterprises (more than half the sector) moved operations to Turkey. Many moved into the Free
Trade Zones where they have flourished.®* The Turkish entrepreneurial group in Germany has
grown quickly from less than 2% of the Turkish labor force in Germany to 8.8% in 1998
compared to 10.1% for ethnic Germans. An interesting development is that “some German
Turkish firms are now established in both countries’ and “such activities are often embedded in
familial and social networks that span the two countries and make transnational business
activities possible”.®? The extent and impact of these links is an area that requires research.
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