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Foreword

It is the mother of all debates in economic development: Are developing
nations’ paths shaped largely by external or internal factors? Do countries
remain poor and under-developed because of the inappropriate policies
imposed on them by great powers and by their inescapable position in
the global division of labor? Or do they shape their fortunes themselves,
with underdevelopment the result of their governing elites’ reliance on
the wrong ideas and the wrong strategies?

When I ask my own students this question at the start of my class on
economic development, I find broad support for both positions. Many
students, particularly from low-income African countries, see their coun-
tries’ development blocked by both a disadvantageous history and an
inhospitable present. On the one hand, there is the legacy of colonialism,
imperialism, and (for many countries) the slave trade, which has left these
countries with arbitrary borders, lopsided social structures, and weak insti-
tutions. On the other, there is the undeniable facts of global power,
denying the global poor of voice in international rules and governance.

Others lay the blame on their own elites and political classes. Many
students from Asia and Latin America have seen their countries go
through extended periods of rapid economic development, which points
to the possibility of doing well no matter how constraining history or
external conditions may be. They have also seen how some of these devel-
opment experiences have met with failure ultimately, not because of deci-
sions made elsewhere but because of the proclivity of home governments
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to over-borrow, print too much money, or decimate entrepreneurship
through bad policy. When the IMF is called in to impose austerity as
a last resort, these students understand that the fault lies not with Wash-
ington but with decisions taken earlier in Jakarta, Buenos Aires, or indeed
Ankara.

Thinking about development policy requires hopefulness, or what
Albert O. Hirschman called ‘possibilism.’ You have to believe that condi-
tions can improve, and that people in developing countries have the
agency to make the decisions that will make a difference in their lives.
You do not have to deny the roles that history, power politics, or global
economic constraints play in shaping present-day outcomes. You simply
have to believe that domestic conditions and choices play a big part as
well.

And how could you not? Consider the wide variation in experience
among developing countries since the end of the Second World War and
de-colonization. Some (such as those in East and Southeast Asia) have
done extremely well, others (many in Sub-Saharan Africa) have done
generally poorly, and most have experienced periods of rapid growth as
well as crises or periods of slow growth. Whatever role history or external
conditions may have played, they cannot account for the full variation
across countries. If colonialism was decisive, for example, how could we
explain the fact that there is as much variation in incomes per capita
among countries that were colonialized as there is among countries that
were never colonialized? If it was a matter of informal control by great
powers, how can we explain the phenomenal success of Japan and (in
recent decades) China, despite the great powers’ success at imposing on
these nations free trade and economic concessions during the nineteenth
century? If Bretton Woods institutions or contemporary trade rules have
produced stifling effects on development, why is it that so many coun-
tries, even in Africa (e.g., Mauritius and Botswana), have managed to
escape those constraints?

Turkey was never colonized, but the Ottoman Empire found itself
under increasing pressure from the great powers during the nineteenth
century as it declined militarily. It had to grant foreign merchants special
privileges and submitted to a trade treaty that restricted its autonomy.
Resorting to foreign borrowing in order finance its military campaigns,
the Ottomans eventually found themselves bankrupt, unable to service
the debt, and ended up under foreign receivership. Was the Ottoman
Empire’s (and subsequently the nascent Turkish Republic’s) economic
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weakness a direct result of these external circumstances? Perhaps. But not
too dissimilar foreign pressures exerted on Japan resulted in a remarkably
different path. Under the Meiji restoration, the Japanese elites crafted a
remarkable economic strategy that produced the first successful industri-
alization outside of Europe and North America—and this despite their
hands being tied on foreign trade policies due to an earlier trade treaty
with the USA. It is not entirely clear that such a path would have been
foreclosed to the late Ottomans.

Or to take later examples: Was Turkey’s adoption of a developmental
strategy delayed by World Bank and US pressure in the early post-
war years? (Perhaps, but what about a counterfactual such as South
Korea, a country that was even more dependent on US aid?) Was the
collapse of Turkish import-substituting industrialization during the late
1970s inevitable? (I would say no. The crisis was the result of irrespon-
sible macroeconomic policies by the coalition governments of the time.)
Was the unbalanced opening to foreign capital after the late 1980s the
result of external pressure? (Not really. It was Turgut Özal’s own deci-
sion to extend his liberalization to the financial sphere.) Wasn’t Recep
Tayyip Erdogan’s curious mix of neoliberalism and populism substantially
home-grown? (Clearly yes.)

The great virtue of the chapters in this volume is that they balance
discussions of the dependency versus national autonomy models of devel-
opment with clear, nuanced accounts of the Turkish specificities. The
reader gets not only a panoramic view of the political economy of Turkey’s
development in a chronological presentation, she is also given the material
to refine or make up her own mind on these larger developmental debates.
The editors are to be congratulated for having successfully coaxed the
authors of the individual chapters—distinguished scholars themselves—to
stay on theme and on message. As a result, this is a rare collection where
the whole is greater than the sum of the parts.

As the individual chapters make clear, Turkish governments and elites
had to make their choices against the backdrop of the ideas and interests
of powerful foreign actors. Domestic policy is never made from scratch
and in a vacuum. As the constellation of external ideas and interests
changed over time, they exerted distinct pressures on Turkish policies.
But there were margins for maneuver. Ideas and interests of domestic
origin were to play a key part as well.
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The world economy is at a crossroads as I write these words (in June
2021). The neoliberal consensus has lost its intellectual appeal, hyper-
globalization is under retreat, and the rise of China has substantially
altered the geopolitical landscape. When democracy returns to Turkey,
the country’s leaders will have to chart a new course that is perhaps less
constrained by global ideological orthodoxy than at anytime in recent
memory. One hopes that they will have the vision and self-confidence to
articulate a model that not only serves Turkey better but also provides an
example for other countries.

June 2021 Dani Rodrik
Harvard University

Cambridge, MA, USA
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sity; Atılım University; Middle East Technical University, Ankara Campus;
TOBB Economy and Technology University; and Ordu University. He
was a research scholar at New York University, USA, in the Department of
Politics and the Department Middle Eastern and Islamic Studies between
2011 and 2015. He has Ph.D. and M.A. degrees in Development
Economics and Economic Growth from Marmara University, Turkey;
and a B.A. degree in Public Administration from İstanbul University,
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at Başkent University, Ankara, Turkey. His research has focused mainly
on the history and dynamics of the Turkish economy, on which he
published many academic articles and 10 books, along with numerous
regular columns in daily Turkish newspapers Cumhuriyet and Birgün. He
is the Author of a now-classic monograph, entitled Türkiye Ekonomisi
(The Turkish Economy, Remzi Publishing, İstanbul), which has passed
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CHAPTER 1

Political Economy of Global Capitalism:
A Framework for Turkey’s Dependent

Development, 1838–2020

Yonca Özdemir and Emre Özçelik

Turkey is a developing country which has always encountered various
dilemmas during its struggle for economic growth and democracy. Since
the establishment of the Republic of Turkey in 1923, one of the main
concerns of its policymakers and intellectuals has been “development.”
As a latecomer in industrialization, from the beginning of the twentieth
century, Turkey has tried to catch up with the advanced countries through
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modernization reforms from above. For that purpose, Turkey has tried
different economic models throughout its history (e.g., economic liber-
alism, statism, import-substituting industrialization, export-led growth,
neoliberalism); but no matter how Turkey strived for becoming a modern
nation with a modern economy, it has only succeeded partially. Hence,
Turkey has developed to a certain degree, but it has failed to become an
advanced country.

From the late Ottoman period onward, Turkey has generally experi-
enced “dependent development” to varying degrees, with perhaps the
exception of the episode of the 1930s. Despite the historical nonoccur-
rence of explicit and formal colonization by Western powers, Turkey has
not been able to escape the dependency relations exerted through global
capitalism. Dependency patterns and dependent development of Turkey
have their historical roots that can be traced back to the nineteenth-
century Ottoman Empire. Although the Empire was a significant player
in world politics, it missed the first industrial revolution; and by the nine-
teenth century, it lagged significantly behind the major Western powers
in economic, technological, and institutional terms. In fact, industrial-
ization in Europe and the consequent political-economic rivalry among
the European powers in the nineteenth century led to the “peripheraliza-
tion” of the Ottoman Empire without conventional colonization, similar
to the case of China (Keyder, 1987: 36). Although there were some favor-
able instances when Turkey could implement relatively more independent
policies, the political-economic history of Turkey is mostly a story of
dependent development.

Another feature of modern Turkey was that, at the beginning, it had a
more-or-less “egalitarian” socioeconomic structure inhabited dominantly
by small- and medium-size farmers, with no prominent landed aristoc-
racy and national bourgeoisie. Such an initial socioeconomic condition
could be an important advantage for fast-track development, but instead,
Turkey gradually evolved into an unequal semi-industrialized nation. It is
quite puzzling that Turkey today resembles Latin American countries like
Mexico, Argentina, and Brazil, rather than the Southern European or East
Asian countries. Although it cannot be claimed that Turkey’s develop-
ment experience was a complete failure, it nonetheless seems that Turkey
could not utilize its developmental potential as effectively as certain
success stories, such as South Korea and Taiwan that were poorer than
Turkey up until the 1960s. Therefore, Turkey is categorized as an upper-
middle-income country today, having failed to jump to the high-income
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status despite century-long efforts to achieve sustained development in
the economic and democratic spheres.

All in all, Turkey did succeed in building up some important industries,
as compared to its highly backward economy in the 1920s. However, due
mainly to its peripheral position in the world system, its economy has
generally been vulnerable to crises, and thus, has never shifted to a stable
and sustained growth path. Even when it experienced some impressive
“growth spurts,” eventually it has not been able to escape the recurrent
crises pertaining to a less-developed economy within global capitalism.
However, this diagnosis is not to argue that Turkey has been completely
shaped by the world system. Indeed, what Turkey has achieved has been
influenced and limited by its position in the world system despite its
unique domestic features. Its domestic class structure, along with its
developmental orientation, has also evolved in an uneven manner over
time, creating its own internal constraints and contradictions and leading
to serious economic crises up until today.

Yet another historical puzzle that Turkey displays is its political trajec-
tory. Turkey’s political development has been even more disillusioning
than its economic development. The Ottoman Empire was one of the
biggest empires in the world between the fifteenth and nineteenth
centuries. From its ruins emerged the Republic of Turkey in 1923. Turkey
started as a one-party authoritarian state in 1923, but then rather peace-
fully transitioned into a multi-party democracy along the 1946–1950
period. However, since then, there have been frequent political disor-
ders with periods of relative democracy followed by military coups and
interventions. Eventually, today, Turkey is back to quite an authoritarian
rule under the heavy dominance of Recep Tayyip Erdoğan, the President
of the Republic, and his Justice and Development Party (AKP ). Hence,
Turkey launched one of the most important modernization revolutions of
the twentieth century only to find itself back to a rather conservative and
autocratic regime with prominent Islamic/Islamist connotations, toward
the centennial commemoration of the Republic.

Why is Turkey an important case to analyze? First of all, it is one
of the biggest developing countries in the world. With over 84 million
people, Turkey is ranked the 17th in the world in terms of population
and the 20th in terms of GDP. However, it is ranked the 73rd when it
comes to GDP per capita.1 It is quite a typical developing country in
many respects. It does not have a significant amount of natural resources
and mineral reserves; hence, it is a net importer of energy. In every
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epoch, the governments in Turkey have usually followed the dominant
political-economic trends within global capitalism. Like other developing
countries, Turkey was affected by such global trends and adopted similar
strategies. Thus, the political-economic history of Turkey is character-
ized by the same broader shifts between “economic liberalism” and “state
interventionism,” corresponding to the prevalent tendencies in the world
through successive phases of capitalist development.

As mentioned, Turkey had started from a point of no significant
industries and national bourgeoisie. However, economic development at
its early stages in the less-developed countries requires industrialization,
which, in turn, necessitates the formation of a productive national bour-
geoisie, alongside a capable and active state. The history of less-developed
countries reveals that building industrial bourgeoisie from scratch or
building one out of commercial bourgeoisie is a very formidable chal-
lenge (Rapley, 2007: 169). It has been a particularly difficult task for
the less-developed countries of the twentieth century, because even when
domestic conditions for development were favorable, the global economic
system and international division of labor have constrained the develop-
mental options and prospects of these countries. Turkey’s development
story, by and large, also attests to the historical and instrumental roles
played by external constraints as such.

Theoretical Framework

There is no scholarly consensus on the sources of underdevelopment and
the possibility of narrowing the gap between the less-developed coun-
tries (the Global South) and the advanced ones (the Global North). One
major scholarly attempt to explain this developmental duality was the
“modernization theory,” which saw “modern values and institutions” as
the historical keys to the North’s development. So proponents of this
theory advised the South to hastily adopt “Northern” social, political,
and economic institutions for successful development. Indeed, most of
the “Southern” societies were still backward in terms of the dominance
of their religious, rural, and traditional institutions. In the broad and
quite heterogeneous context of the modernization theory, even a kind
of “universal” blueprint was outlined in terms of linear stages that would
pave the way for rapid economic growth and development (Rostow,
1960).2 Despite its lack of a coherent and homogeneous set of arguments,
the modernization theory can be understood broadly as an influential
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perspective that has considered political-economic backwardness as an
initial state from which the South had to start and then proceed along
linear stages through industrialization, which could have been effectively
supported by financial aid and technology transfers from the North.

Modernization theory envisaged what may be called an “ethnocen-
tric” view of development as it glorified Western societies, attributing
superiority to their sociocultural values and political-economic institu-
tions. Nevertheless, critics tended to argue that the values and institutions
in the South were not easy to change, and even if they changed, the
consequent development trajectory might not have resembled the earlier
stages of the North. Indeed, most societies in the South could only
achieve partial modernity. More importantly, attempts for modernization
without attaining significant levels of industrialization remained superfi-
cial at most. Industrialization in the twentieth century turned out to be
all the more difficult because of the increasing complexity of impediments
imposed on the latecomers through the international economic system.
Hence, less-developed countries’ peripheral position in the world system
and their economic and technological dependence on the advanced coun-
tries have provided the North with more political leverage to maintain an
international system of “unequal exchange” (Emmanuel, 1972), which
accompanied the persistence of “development of underdevelopment”
(Frank, 1966) at the level of the world economy. Such radically critical
arguments were put forward by the “dependency theory” that started to
attack the pro-capitalist optimism of the modernization theory from the
1960s onward.

According to the dependency theory, the international context faced
by the less-developed countries in the twentieth century was significantly
different from the context within which the advanced countries began
their industrialization in the second half of the eighteenth century and
the nineteenth century. The first industrializers faced much less competi-
tion and impediments for their development. They also had the advantage
of colonizing other parts of the world and thus controlling important
markets and resources. In the aftermath of the Second World War, the
less-developed countries faced the competitive products of the North
and the already established unequal trade links with it. Therefore, the
post-war international system has not been conducive to the develop-
ment of the South. Indeed, the international division of labor between
the North and the South has been detrimental to the development possi-
bilities of the latter, as it has served as a mechanism of surplus transfer
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from the periphery to the core of the world economy. For dependency
theorists, the international capitalist system is exploitative and creates
inequality at global level. Capitalists exploit labor at home and abroad,
and the advanced (core) countries exploit the less-developed countries
(periphery). Thus, capitalism generates uneven development patterns at
both national and international levels. Peripheral countries might achieve
partial industrialization, along with low wages and low living standards,
usually with no indigenous technological innovations, while the core
countries have benefitted from the underdevelopment of the periph-
eral countries (Valenzuela & Valenzuela, 1978). Thus, the main premise
of the dependency theory is that there has been an ongoing depen-
dency relationship between the center and peripheral states of the world
economy, which benefits the former and harms the latter in a historical
and persistent manner (Amin, 1980; Frank, 1967; Wallerstein, 1979).
Therefore, the far-famed “mutual-benefit claim” on the part of both
orthodox economics and modernization theory was definitely rejected by
the dependency theory.3

At the background of the dependency theory was Latin American
structuralism, especially the ideas of Raul Prebisch, who was appointed
the director of UN Economic Commission for Latin America (ECLA) in
1950. Structuralists focused on the structural impediments to the devel-
opment of less-developed countries. Under the rubric of “Prebisch-Singer
thesis,” they argued that less-developed countries were disadvantaged
in the international division of labor due to a tendency for “declining
terms of trade,” as they could export only relatively cheaper primary
and agricultural goods, rather than manufactured and industrial prod-
ucts, which was leading them to have chronic trade deficits and external
indebtedness. Thus, they advised the less-developed countries to change
the structure of their economies through industrialization (Martinussen,
1997; Prebisch, 1950; Singer, 1950). Such structural change could not
happen through free trade and laissez-faire policies; it required protec-
tionism and state interventionism. According to the structuralists, the
less-developed countries had to create their own industries and decrease
their import-dependence on the advanced countries. Also, they should
have increased trade among themselves. Their suggestions were initially
for Latin America but then they spread to most of the developing world
(Rapley, 2007). That is how import-substituting industrialization (ISI)
became a popular strategy among the less-developed countries.
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At first, the difference between structuralists and modernization theo-
rists was not very pronounced, as both favored foreign investment as a
source of development. Yet as the second-generation structuralists elabo-
rated their approach, in juxtaposition to the newly emerging dependency
theory, more radical voices were raised to repudiate the modernization
theory. It was Amin (1974, 1976) and Emmanuel (1972), the two well-
known dependency theorists, who developed the concept of “unequal
exchange” as an anti-systemic extension of the Prebisch-Singer thesis.
The dependency theorists were much more pessimistic than the struc-
turalists in terms of the prospects of development in the international
capitalist system. They argued that the capitalist world system, along
with its core countries, was responsible for limiting, indeed, precluding
development in the underdeveloped world. Besides, class relations linked
internal and external forces and “compradors” in the South acted as inter-
mediaries between the international capitalist system and less-developed
economies, reinforcing the exploitative dependency relations between the
North and the South. Therefore, the dependency theorists pushed for
anti-capitalist revolutions and cutting economic relations with the North,
that is, “delinking” from the capitalist world economy (Amin, 1983).

Despite the fact that dependency theorists took class relations into
account, they were criticized by more classical or orthodox Marxists.4

Another criticism against them was, since they explained underdevelop-
ment through external factors (international system and its core coun-
tries), the natural conclusion was that no matter what the developing
countries did for their development, they would never become devel-
oped.5 However, there were important differences among the depen-
dency theorists themselves, when it came to the factors they emphasized.
While Frank (1967) accentuated the external constraints on develop-
ment and argued that the core benefitted from the underdevelopment
of the periphery, Cardoso and Faletto (1979) put more emphasis on
the local and international variations in dependency relations and also
on the relatively independent effect of internal structures in addition
to external conditioning. Cardoso and Faletto (1979) were also more
optimistic insofar as they saw industrialization as a possibility in some
peripheral countries. They argued that economic progress might occur in
a peripheral setting if a beneficial alliance among foreign capital, domestic
capital, and the state could be established so as to enable the country
to take advantage of the process of capital accumulation to result in
a certain degree of industrialization. Nevertheless, such progress would
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still be a dependent type of development. Similarly, Evans (1979) exam-
ined the relationships among multinational corporations (MNCs), local
entrepreneurs, and the state and demonstrated how their divergent inter-
ests, power relations, and capabilities have produced a certain degree of
industrialization, benefitting only the rich few and excluding the larger
segments of society.

This possibility of industrialization in some developing countries and
their “dependent development” could explain the case of some semi-
industrialized countries like Argentina, Brazil, and Turkey, as well as the
rise of Asian Tigers. Such countries were later categorized under the
rubric of “semi-periphery” by the world-systems analysts, and they were
considered to be the more advanced exemplars of dependent development
rather than models of genuine economic success (Evans, 1979). World-
systems analysts considered the international division of labor among
the core, semi-periphery, and periphery as a permanent feature of the
capitalist world economy (Chase-Dunn & Grimes, 1995; Wallerstein,
1979). However, the world-systems perspective tended to consider states
as significant actors insofar as the role they played in the economic
sphere of the capitalist world system. They have been criticized for overly
emphasizing the institutions and relations of exchange at the expense of
forces of production and also for preoccupying with global structures as
determinants of national structures rather than examining the two-sided
interactions between the two (Pieterse, 1988; Skocpol, 1977). One may,
thus, argue that the world-systems analysis is presumably less explanatory
when it comes to country-level case studies of development, even though
it provides a broader and useful perspective for elaborating capitalism as
a historical world system.

All in all, the dependence of the developing countries on the advanced
ones through trade, investment and finance, along with their subordi-
nate position in the international capitalist system, tends to constrain
their prospects of development and lead frequently to financial imbal-
ances and political-economic distortions. Yet there is a significant diversity
among these countries in terms of their histories and institutions, polit-
ical and economic structures, and development priorities and orientations.
In conjunction with such diversity, some have been trapped in poverty
and misery, some others have failed to catch up with the high-income
countries despite decent rates of economic growth over the long term,
while some like the Asian Tigers have displayed much more impressive
economic achievements. Given this mixed and complicated configuration
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of the developing world, external constraints alone may not completely and
adequately explain the developmental obstacles. We need to pay atten-
tion also to the national histories, domestic institutional structures, and
internal political-economic dynamics of these countries, in juxtaposition
to their modes of integration with global capitalism. Such a balanced
approach, encompassing both the external and internal constraints to
development, can be all the more appropriate and instrumental in
analyzing dependent-development cases, like Turkey, within a realistic and
still critical framework. Besides, the outright declaration of the impos-
sibility of “genuine development” within global capitalism should not
forestall a thematic focus on the essentially “dependent” nature of capi-
talist development in the case of less-developed countries. Such a focus on
“dependency” can help us better identify and understand the historical
and current “limits of the possible” associated with development under
capitalism. Indeed, the above-discussed studies by Cardoso and Faletto
(1979) and Evans (1979) can be regarded as two examples in this line of
dependency analysis.

Although dependency theory has been largely marginalized in the
mainstream discussions of development due to such factors as the success
of the East Asian Tigers, the collapse of the Soviet Union, and the rise
of neoliberalism, many contemporary scholars argue that it is still rele-
vant and can offer significant insights into development issues (Fischer,
2015; Kvangraven, 2021; Slater, 2004; Tausch, 2010). Yet as empha-
sized above, it is difficult to talk about a single and coherent version of
dependency theory. Therefore, the dependency theory should be seen
more as a research program than a theory. The dependency approach is
deeply historical and global in terms of its research orientation. It theo-
rizes the polarizing effects of capitalist development, focuses on structures
of production, and emphasizes particular impediments to development in
the periphery of the global economic system. It is essentially an inter-
disciplinary approach. While it is systematic, it also pays attention to
the particularities of the peripheral economies. It is these characteristics
which make the “dependency framework” a holistic and comprehensive
approach to development (Kvangraven, 2021). Even though we are not
overtly adopting the “dependency approach” or any a specific version
of it in this book; we emphasize, in a rather broad and pluralist frame-
work, Turkey’s “dependent” position in the world economic system and
how dependency has come to constrain what countries like Turkey could
accomplish in terms of development.
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Within the “dependency” tradition, especially the contribution of
Cardoso and Faletto (1979) is noteworthy as they focus on how less-
developed economies are integrated into the global economic system
by examining the combination of domestic class forces, the capacity of
the state, and contingent choices by political actors in order to explain
divergent development experiences. Some of the specific constraints that
peripheral countries face in the global capitalist system, as identified by
the classical dependency scholars, are technological dependence, unequal
exchange, and falling terms of trade. However, for countries like Turkey,
financial constraints have also been very crucial. Financial bottlenecks and
the constraints imposed by recurrent balance-of-payments problems have
tended to generate low-growth episodes as well as economic crises in
the periphery. It has also been a major problem that peripheral coun-
tries are unable to borrow in their own currencies, and they have also
been constrained in the implementation of monetary policies (Chan-
drasekhar & Ghosh, 2018; Stiglitz, 2017; Tavares, 1985; Vernengo,
2006; Wade & Veneroso, 1998).

Poverty and underdevelopment in the South can still be attributed to
the peripheral or semi-peripheral positions of the less-developed countries
in the capitalist world system (Tausch, 2010). Traditional and new forms
of dependency continue to persist today, creating deeper economic asym-
metries in the world. The economies of the South are still conditioned by
and dependent on the economies of the North. Benefits of globalization
have been distributed quite unequally and the North–South divide still
persists.

The dependency relationships between the core and periphery have
been quite dynamic, along with transformations taking place in the capi-
talist system through distinct stages. Periodic crises are an inherent char-
acteristic of capitalism, and global capitalism advances through recurrent
boom and bust cycles (Aydın, 2005). Each crisis triggers a readjustment
of the political-economic relationship between the core and periphery,
ensuring the ceaseless continuation of the process of capital accumulation
globally. “In other words, different phases of capitalist development are
characterized by different modes of capital accumulation which necessitate
different forms of relationship between the core and periphery” (Aydın,
2005: 6). However, although the external conditions imposed by the
global capitalist system are similar for all peripheral countries, how these
conditions are reproduced and manifested by the domestic institutional
context of individual countries and their abilities to handle them can
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differ significantly. That is the reason why some versions of dependent-
development studies also take the domestic context into consideration
seriously.

Despite contrary appraisals, dependency theory does not only focus on
the external constraints, but it also expounds the relationship between the
internal and external factors and makes in-depth analysis of historical and
even country-specific factors. Its key premise is that we should analyze
the dynamics of developing countries in relation to the dynamics of the
center countries, because processes of global capitalist system condition
peripheral countries in similar ways despite their diversity (Fischer, 2015).
In fact, the strongest versions of the dependency theory are the ones that
have been combining economic explanations with historical, political, and
institutional analyses in particular contexts of dependence (Kvangraven,
2021). However, some versions of the dependency theory have focused
more on the global structures (e.g., Frank, 1978; Sunkel, 1973; Waller-
stein, 1974), while others have focused more on the local structures (e.g.,
Cardoso & Faletto, 1979; Furtado, 1970). Cardoso and Faletto (1979)
claim that, under specific conditions, states can become agents of rapid
development even when they are under extensive dependency. For them,
in the periphery, the state has become an arbitrator for the class struggle
and was used as an apparatus for redistribution both within the capitalist
classes and to the masses (Cardoso & Faletto, 1979).

Development strategies are contingent on various factors, such as
historical background, institutional setting, global economic conditions,
resources availability, and so on. The family of what may be called the
“dependent-development studies” recognize such contingencies and help
us account for both the similarities and differences among the devel-
opment experiences of the less-developed countries. Versions of such
heterodox studies, to varying degrees, point out the continuation of
uneven development, focus on the specific limitations that less-developed
countries face, stress the structures of production, and employ a global
historical approach. Thus, they help us study important problems related
to development, globally and domestically.6 Therefore, this family of
development studies is a relevant, useful, and pluralist framework for
analyzing the political economy of Turkey’s dependent development.
And, in order to analyze Turkey’s development with consideration of its
dependency, we first need to take a look at the origins and evolution
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of the capitalist world system and then attempt to explain its reflec-
tions in Turkey by paying attention to Turkey’s specific history and
political-economic structures.

In this regard, it should be emphasized that “dependence” is essen-
tially an asymmetrical relationship, in contradistinction to the concept
of “interdependence” that accentuates mutually beneficial political-
economic relations. “Whereas interdependence involves a high level of
mutual economic interaction and mutual sensitivity, dependence denotes
highly unequal economic interaction and highly unequal sensitivity”
(Spero, 1977: 14). Dependence arises in different forms within the
inter-related segments of the capitalist world economy: trade, invest-
ment, finance, aid, technology, and so on. Many developing countries
earn a large portion of their national incomes through exports of goods
and services to the North. Many of them are dependent on imports
from the North, not only in consumption goods but also in invest-
ment goods and intermediate inputs. Most technological improvements,
accompanied by both product and process innovations, are still carried
out predominantly in the advanced countries, perpetuating the general
technological dependence of the developing world. Large amounts of
financial and physical investments in developing countries are owned by
investors from the North. Multinational corporations control important
sectors in the South, such as raw material and export industries. Many
developing countries also suffer from chronic balance-of-payments diffi-
culties and rely heavily on foreign capital inflows. Many of them are prone
to financial and economic crises and apply for IMF assistance when the
need arises, which then exerts significant influence over the economic
policies of these countries. Foreign aid is also important in shaping depen-
dency patterns since it not only serves the political-economic interests of
the North, but also paves the way for manipulation, management, and
decision-making from outside. Dependence also means that peripheral
countries have lacked clout on international economic organizations like
the WTO, World Bank, and IMF up until today. The agricultural, indus-
trial, monetary, fiscal, and trade policies of the North directly affect the
development prospects of the developing countries. Such dependency-
oriented political-economic structure of the world system implies that
global capitalism is run without due consideration of the developing
countries’ interests, desires, and goals. In this way, the system continually
perpetuates the South’s dependent position. Well, how did we get there?
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Addressing this question requires a concise history of global capitalism
from at least the Industrial Revolution onward.

History of Global Capitalism

Turkey’s history of development cannot be considered apart from the
world system. That is why it is essential to examine and discuss the history
of world capitalism first. Historians generally consider the Treaty of West-
phalia, which ended the Thirty Years’ War in 1648, as the origin of the
“modern inter-state system” because, with this treaty, earlier forms of a
new political unit, nation-state, emerged as the main actor in the inter-
national system (Pearson & Payaslian, 1999). As far as the economic
sphere at the level of the world is concerned, the Industrial Revolution is
generally deemed to be the most important turning point for the world
capitalist system. Ever since the Industrial Revolution began, a persistent
feature of the world economy has been its unevenness, as capitalism tends
to develop unevenly by creating inequalities between and within nation-
states (Firebaugh, 2000). Hence, countries have been competing with
each other on very unequal terms based on prominent disparities in their
technological, institutional, and economic capacities.

From the geographical discoveries of the second half of the fifteenth
century to the mid-eighteenth century approximately, mercantilism
shaped the economic policies of the major states, especially in Europe. In
the mercantilist period, governments controlled and regulated economic
activities at both the national and international levels, along with estab-
lishing overseas colonies. With the onset of the Industrial Revolution and
the resultant economic growth at unprecedented rates, Britain started to
gradually put an end to the mercantile era. The Industrial Revolution
was, indeed, a gradual yet robust process, commencing in the second half
of the eighteenth century and extending through the long nineteenth
century. It transformed the nature of economic activity from commercial
capitalism to modern industrial capitalism. Britain was certainly the first
country to industrialize, and as the first industrialized nation, it reaped
huge economic advantages which raised it to the hegemonic status in the
nineteenth century. Although substantial international economic relations
did exist before, it was in the nineteenth century when industrialization
spread from Britain to continental Europe and North America, creating
a much more global economy with growing interdependence among the
nations (Lairson & Skidmore, 2003: 44). It is against this momentous



14 Y. ÖZDEMIR AND E. ÖZÇELIK

global backdrop that this volume starts telling the political-economic and
developmental story of Turkey from the nineteenth century.

World Under the British Hegemony

The century preceding the First World War had the highest rates of
economic growth and interdependence in the world, as compared to
the previous eras. Not only Britain but also many European states aban-
doned their protectionist policies and adopted a liberal free trade policy
during the nineteenth century (Kindleberger, 1975). World trade grew
and overseas investments increased at an unprecedented level. At the
end of this hundred-year period, also huge developmental disparities
emerged at global level as only a few Western nations and Japan were
able to shift to the path of industrialization, leaving the rest behind. The
nineteenth century was also a period of “imperialism” as the clashing
political-economic interests of great powers aggravated expansionist and
overseas rivalries over the control and exploitation of underdeveloped
regions and countries, through political-military interventions as well as
by means of technological and economic superiority reflected dominantly
in commercial and financial relations. Under Britain’s global leadership,
accompanied by great-power rivalry, backward countries were forced to
keep their markets open to industrial products, leading to the dissolution
of their existing, newly emerging or potential industrial production and
leaving them as producers and exporters of merely the primary goods and
raw materials (Lairson & Skidmore, 2003: 57).

In the nineteenth century, the international system was dominated by
the British hegemony. As Britain had turned out to be the first industrial-
izing country, it also had the most competitive and productive economy.
Especially after 1815, other Western nations started to be wary of strong
British competition, so some forms and degrees of trade protectionism
lingered in foreign economic relations (Kindleberger, 1975). The golden
age of free trade started in 1860 with the Cobden-Chevalier Treaty signed
between Britain and France, which triggered a series of other bilateral
free trade agreements in Europe. This movement toward free trade was
somewhat reversed in the late 1870s due to the effects of the Long
Depression which started with the Panic of 1873,7 but Britain maintained
its free trade policy (Krasner, 1976). Also, the declining costs of trade due
to technological innovations (especially in transportation) and the adop-
tion of the Gold Standard system8 facilitated high rates of international
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trade and substantial levels of economic integration (Lairson & Skid-
more, 2003: 51).9 Overall world trade and international financial flows
grew at a rapid and unprecedented rate during the nineteenth century
(Estevadeordal et al., 2003).

In the national context of the European countries, free trade debate
was the outcome of a cleavage between the landed classes, who wanted
protectionism, and the rising bourgeoisie, who supported free trade
(Spero, 1977). The political roots of free trade can be practically traced
back to the period when Napoleon imposed an economic embargo on
Britain (1806–1814), pushing a transformation of the British economy
from trading with Europe to trading overseas. Even after the embargo
was over, Britain continued in the same path. Between 1815 and 1845,
Britain lost its capacity to feed its own population and its exports began to
stagnate. Its agricultural sector was protected through the Corn Laws. Yet
the actors in the manufacturing and financial sectors began to promote
the idea of free trade as a solution to Britain’s economic problems. Finally,
in the 1840s, not only the Corn Laws, but also the Navigation Acts that
restricted transport to British ships were repealed. Although the idea of
free trade was circulating widely in Britain well before the 1840s (since at
least Adam Smith’s publication of The Wealth of Nations in 1776), only
after the alliance of domestic political forces in favor of free trade got
stronger and defeated the protectionist agricultural forces could Britain
adopt free trade as its main foreign economic policy (Lairson & Skidmore,
2003: 47).

After these internal changes, Britain began to construct a much more
systematic free trade system at international level. It exported its manu-
factured goods all through the world, imported raw materials from
less-developed regions, and increased its overseas investments. In fact, the
period from 1820 to 1879 can be considered as the backdrop of gradu-
ally increasing liberalization in international trade and capital movements
under the rising hegemony of Britain. Britain made many treaties with
the European countries, expanding the system to the continent. By using
its military power, Britain also forced other parts of the world to open up
to world trade (Krasner, 1976). Alongside commercial expansion, inter-
national trading of stocks and bonds also turned out to be widespread,
and there were almost no restrictions on such flows of financial capital.
Primarily it was British investors who were lending to other governments
through bonds. The Gold Standard system, managed by Britain, stabi-
lized the currencies, and facilitated not only such financial flows, but
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also international trade. Huge amounts of money flowed from Britain
toward the US, Canada, Latin America, and the colonies of the British
Empire, making London the world’s financial center (Spero, 1977). Thus,
a complex division of labor, based on geography and industrialization
level, emerged in the world economy.

The British hegemony peaked around the 1870s, and thereafter its
competitiveness and share in world production and trade started to
decline. Although Britain remained as the financial and commercial center
of the world economy, the US started to surpass Britain in technological
innovations by the 1870s. As the British hegemony started to decline
and power differentials (especially among Britain, the US, and Germany)
narrowed toward the end of the nineteenth century, new versions of
nationalism gained momentum and the international system assumed a
much more rivalrous character. Thus, the “liberal” world system was
accompanied by the imperialist endeavors of the great powers. The drive
for new investment opportunities and markets led to territorial partition
of the peripheral areas of the world according to colonial interests. The
great powers internationally dominated investment, trade, finance, and
production; exploited labor in the overseas colonies; and thus, integrated
the peripheral areas to the international economy for their own benefit,
creating structures of economic dependency. Yet from 1873 to 1914, also
the first efforts of industrialization started to emerge in some peripheral
areas like India and China, but most notably in Japan.

The rise of new imperialism also reflected domestic political develop-
ments. It coincided with the rising power of the military and capitalist
classes in the advanced countries (Spero, 1977). Moreover, the techno-
logical and industrial developments generated new economic opportuni-
ties for also working classes, but labor increasingly became dependent on
the bourgeoisie for its livelihood. These new conditions expanded and
deepened exploitation of labor, particularly the immigrants and women.
As a result, organized labor unions started to proliferate in the last
decades of the nineteenth century. Along with the unions, pro-labor
and socialist political parties also began to emerge. In juxtaposition to
labor movements and mass participation in the industrialized countries,
imperialist discourses and practices also served to the domestic political-
economic purposes by contributing to the legitimatization of the national
governments in power (Hobsbawm, 1987).
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The Greatest Crisis of Capitalism

By the beginning of the twentieth century, the world economy was
already global. At the same time, the world was becoming more and
more divided between the rich and poor nations. Yet the First World War
disrupted the world economy, decreased trade and financial flows, and
eventually redistributed international economic power. Much of the inter-
national economic integration established during the first globalization
era disappeared.

It can be argued that the First World War caused a shift of industrial
production away from Europe to other parts of the world (especially the
US and Japan) and created a huge international debt burden. The clas-
sical Gold Standard was also abandoned. Hence, the governments carried
out monetary expansion to finance war spending, causing high inflation,
loss of international competitiveness, and large trade deficits in especially
Europe. This situation continued even after the war, rendering the overall
world economy quite unstable (Lairson & Skidmore, 2003: 59–60). At
the end of the war, the US emerged as the world’s largest power in terms
of industrial production and finance, but it was reluctant to assume an
international leadership role (Kindleberger, 1973). In the absence of a
global hegemon, political-economic instabilities and tensions escalated
from the end of the First World War until the Second World War, and
major powers failed to reconfigure the capitalist world system effectively.

First of all, the economic consequences of the First World War were
not handled well. Britain and France claimed gigantic reparations from
Germany, while the US as the major creditor country demanded repay-
ment of all war debts. Economic recovery in Europe turned out to be all
the more difficult under such debt obligations. At the same time, the US
started to increase its tariff rates, deteriorating the current account balance
of the European states further. As the US lending and imports declined,
adverse pressures on the world economy increased, leading eventually to
a major systemic collapse, the “Great Depression” (Lairson & Skidmore,
2003).

A complex set of factors led to the outbreak of the Great Depres-
sion, including high interest rates, falling investment in new production
capabilities, sudden decline in public confidence, economic populism
and mercantilism, shortage of gold in the world economy, the lack
of international financial institutions, and the absence of a hegemonic
country to maintain stability in the financial markets (Pearson & Payaslian,
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1999). As the US Federal Bank moved to restrict credit in 1928, the
foreign lending of the US decreased, the US production declined, world
commodity prices fell, and eventually the stock market crashed in October
1929. With the start of the Great Depression in 1929 and the resultant
economic downturn, the world retreated into autarchy and protectionism
as numerous nations tried to defend their domestic economies through
nationalistic impulses (Lake, 2000). There was no effective international
mechanism to keep the system stable. According to Kindleberger (1973),
Britain’s incapability and the US’s reluctance to assume responsibilities
of a hegemon was the most fundamental reason which made the Great
Depression so wide, so deep, and so long.

The US passed the Smooth-Hawley Tariff in 1930, which significantly
limited US imports and triggered a retaliatory cycle of trade protec-
tionism in the world. The spiral of falling trade and investment, rising
bankruptcy and unemployment, declining prices, and increasing defaults
and bank failures continued between 1930 and 1932. In countries like
Japan, Germany, and Italy economic crisis led to the increased power
of military, which sought to resolve domestic problems through territo-
rial expansionism. In 1931, Japan invaded Manchuria in China to secure
markets and resources. In the same year, the German economy collapsed
and Germany stopped paying war reparations in 1932. As Adolf Hitler
rose to power in 1933, Germany started an aggressive scheme of national
economic planning, deficit spending, conscription, and arms production
to spark economic recovery. On the other hand, following the disinte-
gration of the classical Gold Standard at the First World War, a new
international monetary system, the Gold-Exchange Standard, had grad-
ually evolved during the 1920s. However, along with the economic and
financial difficulties arising from the Great Depression, Britain and the
US withdrew from the inter-war monetary system in 1931 and 1933,
respectively. In 1933, the US devalued the US dollar and concentrated
its efforts on domestic economic recovery (Lairson & Skidmore, 2003).
In 1934, Britain and France defaulted on their war debts. Eventually,
the catastrophic worldwide economic depression was followed by another
catastrophic world war.

The Great Depression was a turning point not only for the advanced
capitalist economies, but also for the less-developed countries, yet in a
more positive way. As the advanced countries’ economies collapsed, so
did their demand for imports from the less-developed world, resulting in
sharp decreases in the prices of primary products and raw materials, the
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traditional export items from the periphery. Hence, the export revenues
of the less-developed countries fell drastically, leading to economic
populism, extremism, and political instability in some of them. In Latin
American countries, such dynamics generated military coups ousting
democratic governments.10 However, the collapse of international trade
markets also led to the first industrialization attempts by the underdevel-
oped countries. Especially the Latin American countries, and also Turkey,
began establishing big state-owned factories. Some of them encouraged
private enterprises to produce the imported goods at home. In this way,
they started an earlier version of “import-substituting industrialization”
(ISI), which would turn out to be a common and systematic develop-
ment strategy a few decades later. By the end of the First World War,
the dissolution of the European empires had already started, while anti-
imperialist national liberation movements in peripheral regions gained
new momentum to demand independence from colonial rules during
the inter-war period. However, the process of putting a definitive end to
the old European colonial system could only be started after the Second
World War.

Another positive effect of the Great Depression was the rise of “wel-
fare state.” The depression created a demand among the populace for
government intervention in the economy (Spero, 1977). In juxtaposition
to the New Deal in the US, which relied on a greater economic role
to be played the state; the influential British economist John Maynard
Keynes, whose “macroeconomic revolution” was becoming increasingly
popular at the time, also demonstrated the need for governmental inter-
vention in the economy through aggregate-demand management, and
especially by means of fiscal policy. In such a political-economic milieu,
many governments started to intervene in and regulate their economies
at both the macroeconomic and sectoral levels. National goals could be
prioritized in the absence of both a global hegemon and effective inter-
national economic organizations during the inter-war period, resulting
in relatively “independent” political-economic relations at international
level. However, as many countries resorted to “beggar-thy-neighbor”
policies, such as high retaliatory tariffs and excessively competitive deval-
uations, economic and political instabilities escalated immensely, leading
eventually to the Second World War.



20 Y. ÖZDEMIR AND E. ÖZÇELIK

World Under the US Hegemony

The Second World War devastated all major economies in Europe, along
with the Japanese economy, whereas the immense industrial base of the
US remained intact and undamaged. With such economic might and
unprecedented military strength, the US finally assumed the hegemonic
leadership role and directed the post-war reconstruction and redesign of
the international system. The economic experiences before the war (the
Great Depression) and the ideological orientations after the war (the Cold
War) shaped the hegemonic efforts of the US in the post-war period.

With the lessons learned from the inter-war period, the major states
settled for cooperation in order to reconfigure and regulate the interna-
tional system to ensure economic stability and international peace. Before
the Second World War ended, delegates from 44 countries met at the
Bretton Woods Conference in the US in July 1944. Despite the partici-
pation of many developed and less-developed countries, the Conference
was held predominantly as an Anglo-American event. Britain and the US
decided to establish the General Agreement on Tariffs and Trade (GATT),
the International Bank for Reconstruction and Development (IBRD, the
origin of the World Bank), and the International Monetary Fund (IMF).
These institutions, which were established largely through US political
initiatives, created and imposed a set of rules and procedures, known
as the Bretton Woods System (BWS), in order to regulate international
economic relations. The BWS was effective in limiting economic tensions
and achieving stability until at least the early 1970s.

In the context of the BWS, economic and political power was concen-
trated in a few countries in Northern America and Western Europe, led
by the US, and they were able to make and impose the global deci-
sions, with a shared belief in capitalism and liberalism. The goal was
to maintain convertible currencies, low trade barriers, a system of fixed
exchange rates, and a well-functioning multilateral system of trade and
payments. The international monetary regime under the BWS involved a
new gold-exchange standard, based on “adjustable” fixed exchange rates
and managed by the US, as the value of US dollar was fixed to gold at
35 dollars per ounce while other countries anchored their currencies to
the US dollar. The IMF’s main tasks were to provide short-term finan-
cial assistance to the countries with balance-of-payments difficulties and
help maintain the fixed value of currencies against the US dollar. The
World Bank initially focused on the post-war recovery of Europe, and
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from the 1950s onward it became a major provider of medium- and
long-term loans for the development projects undertaken by the less-
developed countries. The GATT turned out to be quite instrumental in
the reduction of trade barriers, most notably import tariffs.

The BWS and the domestic economic policymaking of the major
economies of the time were highly influenced by Keynesian ideas, which
also reverberated in the state-led development policies of the less-
developed countries. Thus the post-war economic system has often been
referred to as the “Keynesian golden age,” implying the rise of “man-
aged capitalism” against “laissez-faire capitalism” that was discredited
by the Great Depression. This version of capitalism also corresponded
to “embedded liberalism” (Ruggie, 1982), as many social-democratic
parties which came to power in Europe committed themselves to a more
equitable socioeconomic order. Therefore, in the post-war period, for
about three decades, capitalism was managed along with a redistributive
orientation (Rapley, 2007: 18).

After the Second World War, also the United Nations (UN) was estab-
lished. Throughout the post-war decolonization process, many nations
gained their political independence and were granted the right to self-
determination and to become a full member in the UN. In compar-
ison with the era of British hegemony, the US hegemony considerably
restricted the rights and powers of sovereign states by imposing certain
principles, norms, and rules through international institutions.11

The strength of the US economy, the lessons of the inter-war period,
and the Cold War made the US leadership necessary and acceptable not
only within the US, but also for the European states and Japan. The
Europeans and the Japanese needed the US assistance to rebuild their
economies. Economic cooperation was necessary also for security reasons.
With the perceived communist threat, there was a greater willingness
among these countries to compromise and share the economic burden.
As a result, the post-war decades generated unprecedented prosperity,
booming world trade, and an extraordinary expansion of international
economic cooperation. Growth in international trade was a main factor
behind fast economic growth rates. World trade grew even faster than
world production between 1950 and 1970 due mainly to declining tariff
rates and stable exchange rates. The average tariff rates decreased from
40% in 1940 to 13% in 1970.12 The recovery in Europe and Japan was
a substantial driving force as well (Lairson & Skidmore, 2003). Europe
and Japan recovered rapidly and strongly thanks to the US aid, surge
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in investment, and political stability accompanied by a favorable security
environment.

In the 1940s and the 1950s, the US had the largest productive
resources and the highest productivity in the world. There was also a huge
balance-of-payments imbalance between the US and the other countries
due to the large current surplus of the US. Between 1945 and 1949,
the US supplied $28 billion to finance the balance-of-payments deficits
of the rest of the world. In 1950 and 1951, Marshall Aid served to the
same purpose and also the US continued to provide at least military aid
to its allies. As a result of these, the US dollar became the main world
currency in international transactions (Lairson & Skidmore, 2003: 78).
The US dominated world production, pushed for major trade initiatives,
and acted like the world’s central banker.

The international management of the post-war capitalism relied on
the economic and political hegemony of the US. However, the post-war
period also saw the emergence and escalation of the Cold War, that is, an
essentially ideological rivalry between capitalist and communist camps, led
by the two superpowers, the US and the Soviet Union. The US was domi-
nant over Western Europe, Japan, and the non-communist segments of
the less-developed world, while the Soviet Union had satellites mainly in
Eastern Europe and allies in Africa and Asia, along with Mao’s communist
China. In this Cold War context, the US pushed Europe for economic and
political unity and eventually six European states (France, West Germany,
Belgium, Luxembourg, Italy, and the Netherlands) established the Euro-
pean Economic Community (EEC) by signing the Treaty of Rome in
1957.

With the increased rivalry posed by the Soviet Union, the Cold War
got more militarized and the US military spending rose significantly. By
the late 1950s, Europe largely completed its recovery process and US
payments deficits with Europe started to emerge. With an internation-
ally weakened dollar and worsening balance of trade, the US economy
began to give signs of trouble in the 1960s. These problems ultimately
led to the collapse of the gold-exchange standard of the BWS during the
period 1971–1973, as the US in 1971 ran its first trade deficit since 1893.
With the pressure on dollar increasing, President Nixon suspended the
US commitment to exchange gold for dollars, imposed domestic wage
and income controls, devalued dollar, and introduced a 10-percent tariff
on US imports, which were against the principles of the BWS. As mone-
tary component of the BWS completely ended in March 1973, a system
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of floating exchange rates was gradually adopted. Thus, although the US
was still the largest and most influential economy in the world and the
guarantor of Western security, its hegemonic position in the world system
weakened considerably by the early 1970s.

Along with the collapse of the monetary regime of the BWS, the
management of the broader international economic system was also seri-
ously threatened. Hence, the capitalist world economy entered a period
of disorder. As the international monetary system collapsed, states began
to turn more protectionist, while the OPEC crisis resulted in two major
oil shocks in 1973 and 1979, causing stagflation in the developed coun-
tries and triggering a serious debt crisis in the less-developed ones. In
the dust and heat of the 1970s, a group of less-developed countries, via
the United Nations Conference on Trade and Development (UNCTAD),
demanded a “new international economic order” that would serve better
to their economic interests; however, it turned out to be a vain attempt.
Alongside these developments, the Keynesian “embedded liberalism” fast
approached its end, paving the way for the rise of “neoliberalism” in the
late 1970s and early 1980s.

By the 1980s the US position in the world economy further declined.
The US dollar was still the dominant currency, but new competing centers
of economic power from within the capitalist camp, such as Germany,
Japan, and the EU, started to challenge the US’s position in world trade
and investment. Thus, from that point on, the US role has become more
of “prominence” than “dominance” (Pearson & Payaslian, 1999: 100).
However, the US influence in the world persisted significantly. As neolib-
eralism became the new political-economic paradigm, the US did not
fail to disseminate the neoliberal ideology and policies throughout the
world. Consequently, the 1980s and 1990s witnessed further economic
integration in the world and the emergence of the “second globalization
era.”

The History of Less-Developed

Countries Under Global Capitalism

While the history of global capitalism was mostly shaped by the advanced
nations, developing countries have also been part of that process. In
fact, advanced countries’ economic objectives and progress were gener-
ally at the expense of the less-developed countries (Baran, 1962). Thus,
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a North–South divide has prevailed in the world when it comes to devel-
opment. Since Turkey is also part of the South, it is essential to explain
and discuss the history of less-developed countries separately.

By the early twentieth century, the world economy was globally inte-
grated to a significant extent under the weakening British hegemony.
Most of the world was under political control of the European impe-
rial powers and they were able to hold on to their colonial possessions
until the decolonization process that started after the Second World War.
A key element in the US post-war political goals was dismantling the
formal colonial system established by the European powers. Therefore,
the world witnessed a period of decolonization approximately from the
late 1940s to the 1970s. During the Cold War, the Soviet Union tried to
take advantage of this process and sought to expand its sphere of influ-
ence through these newly independent territories. In response, the US
increased its financial and military aid to these countries and carried out
even military interventions when it deemed necessary in order to main-
tain and strengthen its position. Fidel Castro’s victory in Cuba and his
shift toward the Soviet Union intensified this trend. As a result, both the
US and the Soviet Union carried their rivalry to the South, giving out
vast amounts of economic and military aid to their strategic allies in the
context of the Cold War (Pearson & Payaslian, 1999; Spero, 1977; Taffet,
2007).

The decolonization movement, especially in the 1960s, transformed
the North–South relations. Many African and Asian countries gained their
political independence and joined the UN. They also started to strive
for economic independence. Politically speaking, the “Non-Alignment
Movement” had started in 1955 and most of those countries tried to
stay neutral during the Cold War.13 The post-war international economic
system established under the US hegemony was based largely on prin-
ciples of free trade liberalism, which, however, was considered to be an
unrealistic model for the less-developed countries as they were trying to
achieve rapid economic development and state- and nation-building. To
many of these “peripheral” countries, economic liberalism looked like an
indirect neo-colonial strategy that aimed to maintain their exploitation by
the “core” countries of the capitalist world system. Therefore, many of
them tried to implement an economic third way between capitalism and
socialism. While few of them opted for socialism (e.g., China, Cuba, and
Tanzania), most of them chose the ISI strategy that could be followed by
remaining within the capitalist system (Rapley, 2007).
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For the policymakers in the South, there was an urgent need to catch
up with the North. In the 1950s and the 1960s, ISI was hailed as the
cure to the South’s underdevelopment, not only by structuralists but also
by many modernization theorists. As argued by Gerschenkron (1962),
late industrializing nations faced specific advantages, but also disadvan-
tages, as compared to early industrializers. They encountered much more
developed competitors that had complex technologies, higher education
levels, and well-established institutions. In order to compensate for their
weaknesses and to develop, latecomers had to rely on their governments
to finance and even establish enterprises, especially in the much needed
industries such as coal and steel. The state usually should have also created
the social infrastructure needed for a modern society. If these were done,
the advantage of the late developers would be that they could grow more
rapidly than the advanced countries and initiate a significant spurt in
industrialization. However, at the same time, such industrialization might
also lead to the emergence of social forces hostile to liberal capitalism
and democracy. Gerschenkron (1943, 1962) recognized that an effort
to catch up with advanced countries implied exploitation and a huge
downward pressure on consumption, which would create resentment and
resistance. Thus, “catching up” was unlikely to be achieved under democ-
racy. This approach was also in line with the thesis of Barrington Moore’s
famous book, Social Origins of Dictatorship and Democracy, which argued
that economic latecomers to industrialization would achieve development
through a non-democratic path due to the weakness of their bourgeois
class (Moore, 1967). Indeed, historically speaking, almost none of the
less-developed countries could achieve to become stable democracies.
As O’Donnell (1978) suggested through his “bureaucratic authoritarian
model,” despite their political instabilities, the countries which imple-
mented ISI could be democratic during their ISI phases, because ISI
offered significant benefits to the masses, such as creation of new jobs.
However, democracy tended to stumble when ISI reached to its limits and
the industries had to start exporting to correct the balance-of-payments
disequilibria.

In the post-war period, the South as a whole still made some consid-
erable progress. Nevertheless, this initial period of rapid and widespread
industrialization in the South was also described at times as the period
of “neo-colonialism.” Such arguments indicated that the formal political
independence of these former colonial territories had not changed the
relations of domination and exploitation by the North over the South.
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However, despite the fact that “imperialism” implied exploitation and
inequality, it also provided conditions for capitalist development in the
South (Warren, 1973). The formal independence had at least given the
less-developed countries a degree of maneuver, initiative, and ability to
control and regulate their economies to a certain extent, which was even-
tually conducive to economic development. With establishment of central
banks, export–import controls, and taxation and spending systems, capi-
talist social relations of production grew substantially throughout the
South (Warren, 1973). Independence has facilitated industrial advance-
ment by ending the monopoly of the colonialist powers and creating
conditions through which peripheral countries could develop by utilizing
inter-imperialist and East–West rivalries and MNCs. Politically speaking,
industrialization also stimulated nationalism and popular pressures for
higher living standards.

Many less-developed countries with large domestic markets imple-
mented ISI in order to achieve development and diversification of their
productive activities. However, as the global economic boom ended and
the world economy started to slow down by the end of the 1960s and the
1970s, the flaws of the ISI started to become more evident (Rapley, 2007:
47–52). The ISI strategy, along with the “infant industries” established
through ISI, mostly failed to create efficient and competitive economies
in the South. They were still struggling to catch up within the interna-
tional capitalist system dominated by the industrialized countries. They
observed that their relations with the advanced countries were shaped by
power asymmetries, and they tried to counterbalance the systemic advan-
tages of the advanced countries in vain. Less-developed countries were
still in need of technology and capital goods from the North and their
exports were not enough to finance them; in other words, they were still
heavily dependent on the North.

Confronting political-economic disadvantages and enduring depen-
dency patterns, developing countries started to work together through
the UN and established some collaborative mechanisms, such as the
Group of 77 (G-77), to demand pro-South reforms in the North–South
relations. In 1964, the G-77 organized the first UN Conference on Trade
and Development (UNCTAD), which then became a permanent organ of
the UN. UNCTAD has openly supported the developing countries’ inter-
ests since then, but advanced countries refused it to become the main
platform for trade negotiations.
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By the 1970s, less-developed countries were increasingly dissatisfied
with the international system, which shaped their economies effectively
but excluded them from its decision-making processes and gave them
an unequal share of its benefits. The countries of the North generally
tried to deny them any access. Inspired by OPEC’s success in hiking
oil prices in 1973, the countries of the South attempted to negotiate a
“new international economic order” (NIEO). NIEO called for changes in
the rules of the international economic system, such as higher and stable
the commodity prices, lower advanced country barriers to less-developed
countries’ manufactured exports, more aid from the North to South,
greater voting power for the South in international economic institutions,
effective global rules for regulating the activities of the MNCs, debt relief,
and wider access to North’s technology. Despite OPEC’s endorsement of
these demands and the negotiations between the developing countries
and G-7 on these issues, this push toward change proved inadequate,
indeed futile, by the 1980s. The North was already reluctant to admit
a real change, as such a change was seen to be contrary to the North’s
benefit, but the biggest blow was the outburst of the Third World debt
crisis in 1982, which seriously hampered the bargaining power of the
less-developed countries against the advanced ones and the international
financial institutions. In fact, many of the less-developed countries, which
were implementing the ISI strategy, were struggling with balance-of-
payments difficulties and high debt problems in the late 1970s. With the
debt crisis, in a sense, they fell directly into the arms of IMF, which was
ready to change their inward-oriented developmentalist economic strate-
gies rather than changing the international economic system (Ould-Mey,
1994; Spero & Hart, 2003).

The origin of the 1982 debt crisis lies in the dependence of less-
developed countries on foreign capital due to the insufficiency of their
internal savings to finance their economic growth. During the 1950s and
1960s, most of the capital flows to the South was in the form of foreign
aid and foreign direct investment (FDI). From the late 1960s onward,
the loans extended by commercial banks in the North started to become
a more significant source of foreign capital. The demanding and strict
terms of commercial bank lending paved the way for the Third World debt
crisis of the 1980s. The oil price hikes in the 1970s led to huge increases
in the export revenues of the OPEC, which, in turn, were deposited in
Western banks. Eurodollars and petrodollars in the Western banks found
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their way to the South, while the developed countries slipped into stagfla-
tion. Less-developed countries needed foreign exchange to pay for their
imports of oil and capital goods which they needed for their newly built
factories under ISI, especially in Latin America, as well as in Turkey.
As the stagflationary pressures in the North deepened, exports of the
South declined, creating foreign exchange bottlenecks and aggravating
balance-of-payments difficulties. Yet these countries had to continue to
borrow to maintain debt repayments and economic growth, but this was
an unsustainable process, which officially ended in August 1982 as Mexico
defaulted on its foreign debt and agreed to follow an IMF stabilization
plan.

As more developing countries underwent balance-of-payments prob-
lems, like Mexico, and sought new loans and renegotiation of the existing
ones, the IMF quickly resumed a much more central role. IMF saw it as a
problem of economic mismanagement and expected the debtor countries
to implement corrective austerity policies, the so-called bitter medicine.
The IMF typically prescribed “neoliberal policies” for the troubled less-
developed countries, forcing them to dismantle ISI policies and replace
them with free market ones. The first step was to correct trade imbalances
by currency devaluations, accompanied by dampening domestic demand
through tight fiscal and monetary policies. With these quite standard IMF
programs, the era of Washington Consensus started for the South.

The Washington Consensus involved the implementation of neoliberal
prescriptions for growth and development, mostly through “stabiliza-
tion packages” and “structural adjustment programs” (SAPs), imposed
by the IMF and the World Bank. According to the neoliberal view,
by ignoring comparative advantages in trade, ISI had done more harm
than good in the South. ISI was seen as an inefficient and unproductive
strategy, and the neoliberal alternative was “export-led growth” along
with the minimization of the economic role and weight of the state.
This new orientation also signaled the end of “economic planning” in
the South. The stabilization packages and the SAPs included neoclas-
sical prescriptions to economic problems, such as fiscal austerity, monetary
discipline, privatization of state-owned economic enterprises, trade liber-
alization, financial openness, and general deregulation of the economy.
Major goal was “to remove perceived structural blockages to the effi-
cient operation of the markets” (Rapley, 2007: 79). Numerous countries
implemented such neoliberal policies in the 1980s and 1990s, yet the
desired outcomes could not be achieved in general. These policies not
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only failed to bring about higher rates of growth and development, but
also aggravated problems of inequality and poverty (Stiglitz, 2017).

Neoliberalism also had important political implications. In the context
of the export-led growth model, competitiveness in export markets
required higher productivity and lower labor costs. Thus, with the start
of the neoliberal era in the South, employment decreased, the wages were
pushed down, and social security spending was cut. These anti-labor prac-
tices generated unfavorable socioeconomic conditions for large segments
of society. Therefore, neoliberal transformation was, in fact, not an easy
task in a democracy. In many cases, indeed, the economic reforms and
policies were carried out through military or other type of authoritarian
regimes. Therefore, it is not surprising that some ISI countries were
stricken with political instability and coups in the 1980s (e.g., Bolivia,
Turkey, and Bangladesh). Yet having an authoritarian government was no
guarantee for economic success either.

In the meanwhile, some countries in East Asia, called the “Asian
Tigers” (Hong Kong, Taiwan, South Korea, and Singapore), were
recording high growth rates since the 1960s. Their development model
began to be referred as “export-oriented industrialization.” In the 1950s,
they had also started their industrialization through ISI, but they used
limited and temporary protectionism for their “infant industries” to
prepare them for international competition. Due to the Cold War
concerns, they received extensive financial and technological aid from
the US. Since these countries had relatively smaller domestic markets,
they had to target international markets, and thus they had to have
competitive products. Relying on their cheap labor force and authoritarian
regimes, they achieved rapid industrialization and became important
exporters of manufactured goods. When ISI countries were struggling
with foreign debt and crisis in the 1980s, the Asian Tigers were able to
grow relying on their domestic savings and maintaining their economic
stability (Lairson & Skidmore, 2003: Chap. 9; Stiglitz, 1996).

Since the 1980s, many developing countries have moved toward
neoliberalism as they reduced state intervention in the economy, relied
more on free markets, and liberalized their trade and foreign investment
(Biersteker, 1992). Especially in the 1990s, not only the ex-communist
countries, but also the South at large was going through deep institu-
tional changes, leaving their state-led development models and adopting
neoliberal policies (Sachs, 1999). Globalization of finance and produc-
tion accelerated. MNCs expanded in terms of their size, number, and
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economic influence, and became the principal agents of globalization.
The rising role of the MNCs was mainly an outcome of the general
trend in capital-account liberalization. Global FDI annually grew at 13%
on average between 1980 and 1997 (Lairson & Skidmore, 2003: 347).
As the less-developed countries dismantled domestic regulations that
impeded or discouraged FDI, the MNCs began to shift their production
to the South to take advantage of lower labor costs. FDI was redi-
rected especially to East and Southeast Asia, but Latin America turned
out to be another popular destination. However, major industries that
entail dynamic innovation and high-technology, know-how, and a high-
skilled labor force remained generally in the North. Depending on the
domestic context, the struggle between neoliberal-minded policymakers
and their more nationalist adversaries varied in terms of intensity and
pace. Joint ventures and other partnerships between the local companies
and the MNCs also became common. During the neoliberal era, many
MNCs have continued to make handsome profits in their operations in
the South, which are essential for them to remain globally competitive.
On the other hand, certain developing countries (such as South Korea,
China, and Brazil) fostered their own globally competitive MNCs which
have grown in number and size.

As capital-account liberalization became a common policy, portfolio
investments began to replace bank loans as the primary source of foreign
finance for many developing countries in the 1990s (Lairson & Skidmore,
2003). Most of these funds are provided on a short-term basis and rela-
tively liquid forms of investment. Therefore, they are far from meeting
the financing needs for long-term development. They have also created
serious financial instabilities for these countries. In fact, in the 1990s, a
series of financial crises occurred in the South. The first crisis was the
Turkish crisis in April 1994. However, a more significant one was the
“Mexican Tequila Crisis” in the same year. Mexico was praised as a model
of neoliberal transformation as it implemented a radical trade liberaliza-
tion program in the first half of the 1990s, along with its membership in
NAFTA in January 1994. Many investors got attracted to Mexico due to
its free market reforms and financed the rising Mexican imports; however,
a financial bubble was created. With the reversal of financial flows, a huge
financial crisis started in December 1994. Mexico had to go through a
tough stabilization program to overcome the crisis.

In the meanwhile, another financial bubble was developing in East
Asia. The 1997 Asian crisis, which mostly affected Thailand, South Korea,
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Malaysia, and Indonesia, occurred shortly after the rapid liberalization of
their financial systems and capital accounts. The crisis proceeded through
plunges in exchange rates, stock markets, and real estate prices as the
global investors lost confidence in these economies. This crisis also repre-
sented a huge blow to the successful “Asian model” of development and
fired up a serious criticism of IMF policies and neoliberalism in general.

Between 1997 and 1999, the Asian crisis deepened and expanded to
the global level. Russia in 1998 and Brazil in 1999 underwent their own
crises. Argentina and Turkey followed in 2001. All these crises had devas-
tating effects on the respective countries, which also prompted important
domestic political changes. In the aftermath of the crises, Vladimir Putin
rose to power in Russia, Luiz Inácio Lula da Silva’s Workers’ Party took
power in Brazil, the “pink tide” started in Argentina through Kirchner
governments, and Recep Tayyip Erdoğan’s AKP came to power in Turkey.

With these continuous outbreaks of financial crises in the South, many
observers started to question the neoliberal model and financial glob-
alization. Not only the crises, but also the persistence of poverty and
increasing inequality discredited neoliberalism and its main promoters
(IMF and World Bank) in the 1990s. As a result, especially the World
Bank started to shift its approach toward “institutionalism” and recog-
nized the importance of the state’s regulatory and institutional roles in
development through “good governance.” Another shift was its greater
emphasis on social policies through social safety net and poverty allevia-
tion programs. As such elements were incorporated into the development
agenda imposed on the developing countries by international economic
organizations, an “augmented” and “regulatory” version of neoliberalism,
“Post-Washington Consensus,” commenced (Marangos, 2009; Öniş &
Şenses, 2005; Rodrik, 2006).

In sum, from the end of the Second World War until today, the devel-
oping countries have tried to expand their development possibilities and
break away from their dependency on the advanced countries. While
dependency has remained as a constant condition, some of the developing
countries have become more successful and achieved some significant
industrialization. During the second globalization era, especially in the
1980s and the 1990s, the gap between the North and the South widened,
with the exception of a number of “emerging economies.” In fact, the
gap among the developing countries has also increased. Except a few
East and Southeastern countries, developing countries have generally
been frustrated in their efforts to promote their economic development
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and exert influence in the international economic system (Bourguignon,
2016; Hickel, 2017). Despite its industrialization to some extent, Turkey
has also been one of these frustrated countries that have never been able
to shift upward to the high-income status.

Explaining Turkey’s Development

Turkey can be considered a typical semi-peripheral country in many
respects. It has achieved an apparent degree of industrialization and social
progress during the twentieth century, and it has been considered an
important “emerging market” in more recent decades. Yet Turkey’s devel-
opment was neither a rapid nor a smooth process. Rather, the history
of modern Turkey is full of political crises and coups in addition to
economic crises. Having started from a quite equal society of small- and
medium-sized farmers a hundred years ago, it has evolved into an unequal
semi-industrialized society today. Despite accomplishing one of the most
impressive modernization revolutions in the South during the 1920s and
the 1930s, it could never become a robust democracy, attesting to the
argument by Gerschenkron (1943, 1962) and O’Donnell (1978) that
democracy is a difficult endeavor for the late-comers to industrialization.
Periods of relative democratization have always been intertwined with
periods of political-economic crisis and authoritarianism in Turkey. More
recently, Turkey has been under the pressure of a particular version of
“authoritarian populism” with Islamist connotations. Therefore, Turkey
can be regarded as a typical and unique case at the same time. Such
combination of conventionality and singularity is presumably the reason
why Turkey has become a hot subject of debate in the political-economy
literature.

Explanations of Turkey’s Development

Politically speaking, one of the major purposes of this edited volume is to
consider the controversial rise and evolution of Erdoğan’s AKP regime
during the first two decades of the twenty-first century, connecting it
essentially with the broader context of Turkey’s historical background
encompassing the nineteenth and the twentieth centuries. Many polit-
ical scientists have tried to explain AKP’s rise and popularity so far.
Some have emphasized the divided nature of Turkish society, that is to
say, the clash between the more socio-culturally liberal, secular, elitist,
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and urbanized people who supposedly dominated Turkish politics until
AKP versus the more religious, conservative, and sub-urban or provin-
cial people who have been supposedly empowered since AKP came to
power. Such views are generally based on Şerif Mardin’s (1973) “center-
periphery” perspective, which argues that Turkish society is divided into
two; as the secularized and westernized elites (the center) versus the reli-
gious, traditional, and provincial people (the periphery). Although he
refers to this division to explicate the late Ottoman era and the one-
party period in Turkey (1923–1946), some contemporary scholars have
used it to draw attention to the still divided nature of Turkish society
(Demiralp, 2012; Gülalp, 2001; Kalaycıoğlu, 2012). There are several
weaknesses in this kind of a “center-periphery” approach. It tends to
disregard the economic factors which have led to the rise of AKP. Besides,
a merely cultural definition of the periphery and center is reductionist.
As a critical political-economy approach is adopted in this volume, we
do not think that the above-mentioned “center-periphery” framework is
proper for analyzing Turkey’s development experience. In contradistinc-
tion, the center-periphery perspective implicated in this volume pertains
to the higher and broader level of global capitalism. The “dependent-
development” framework of this volume involves an effort to situate
Turkey in the world capitalist system dominated by the core countries.
Chapters in this volume attempt to emphasize the political limits and
economic constraints Turkey has faced due to its position as a semi-
peripheral country in the world system. They analyze how Turkey’s
political-economic relations with the capitalist core, along with its inte-
gration to the global markets, have been reflected on its developmental
orientations at the domestic level.

There are also important studies when it comes to the analysis
of Turkey’s economic history. Two prominent examples are: Korkut
Boratav’s Türkiye İktisat Tarihi, 1908–2015 (Economic History of
Turkey, 1908–2015) and Yakup Kepenek’s Türkiye Ekonomisi (The
Turkish Economy) (Boratav, 2003; Kepenek, 2016). As these books are
in Turkish, they have reached only to the Turkish audience. As a source
in English, The Political Economy of Turkey by Zülküf Aydın (2005)
analyzes the political and socioeconomic problems encountered by Turkey
as the country integrated more and more with the global economy. While
offering a broader critique of globalization, Aydın (2005) explicates how
Turkey, like many other developing countries, has become dependent on
foreign capital and international financial institutions. In that sense, it is
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in the same line with our book, but it does not go back as far as the late
Ottoman era and does not contain the AKP period, which has become a
major puzzle in modern Turkish history.

A more recent study on Turkey’s economic history is Uneven Centuries
by Şevket Pamuk (2018). Pamuk emphasizes two sets of factors in
explaining Turkey’s long-term development: its historical roots, that is,
the roots of its formal and informal social, political, and economic insti-
tutions; and its relative factor endowments, their respective returns, and
technology. He develops a framework to reflect mainly on institutions and
institutional changes in order to explain Turkey’s growth and develop-
ment experience through important historical details. This book is similar
to our volume in terms of its historical span and orientation, but it does
not explicitly consider the dependency patterns pertaining to the capitalist
world system.

Adopting a critical political-economy approach, chapters in this volume
attempt to pay due attention to the “dependent” nature of Turkey’s
developmental history. Through a pluralist and balanced perspective in
the line of what may be called “dependent-development studies,” this
volume situates Turkey in the capitalist world system, explains how its
“semi-peripheral” position has conditioned its development path and
shaped its political-economic prospects, and how external constraints have
been instrumental in configuring domestic-policy orientations. In that
sense, Çağlar Keyder’s State and Class in Turkey (1987) can be perhaps
considered somewhat similar to this volume, but our time frame is broader
as we extend the analysis until 2020. Keyder explains how the depen-
dency of Turkey has defined the context in which domestic actors operate.
He argues that the secular and cyclical tendencies in the world capi-
talist system have transformed the structure of Turkey’s dependency over
time, creating domestic sociopolitical tensions through the emergence
of certain classes or divisions within classes. Unlike Keyder’s book, this
volume does not particularly put class analysis at the center stage. What
mainly unifies the chapters of this volume is their relatively common atti-
tude toward Turkey’s essentially dependent development within global
capitalism from the nineteenth century to 2020.

Expectedly, the nine main chapters that follow this one emphasize
the role of external and internal factors at varying degrees due mainly
to the specific political-economic characteristics of the periods under
consideration. However, all the main chapters (Chapters 2–10) have a
similar structure in the sense that both the limitations imposed and
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incentives provided by external conditions and how they have shaped
internal dynamics are examined and discussed. Although Turkey occa-
sionally tried to overcome its dependency on the core of the capitalist
world system, its regular external deficits since the late 1940s and thus
its dependence on foreign capital, foreign technology and imports have
allowed only a dependent type of development. As this kind of economic
development has not produced strong pro-democracy alliances, Turkey’s
political development has been even less successful than its economic
development.

Purpose and Outline of the Book

A large portion of political-economy literature centers on the political and
economic development of a single nation-state, and this book is also a
case study of Turkey’s development experience. Yet national economies
cannot be properly studied as self-contained units of analysis. Specific
national instances of different development models (be it economic liber-
alism, statism, import-substituting industrialization, export-led growth, or
neoliberalism) are influenced predominantly by the dynamics of global
capitalism. Thus, we need to elaborate on Turkey’s development expe-
rience by linking it to the world economy in order to understand
and explain the phases it has gone through in a long-term histor-
ical perspective. Therefore, Turkey’s “semi-peripheral” position in the
world economy is scrutinized in this book so as to link domestic
political-economic transformations to the shifting power structures and
development agendas within the broader context of global capitalism.

Broadly speaking, in “peripheral” and “semi-peripheral” economies,
each phase of capitalist development stems usually from specific connec-
tions with the world economy and generates particular class rela-
tions domestically. At the center of each new developmental phase are
global shifts. Each phase is also facilitated by new political-economic
alliances. Eventually, each phase of capitalist development in a dependent
economy tends to come to a deadlock, culminating in an economic crisis
that threatens the regularity and continuity of the capital-accumulation
process. Therefore, economic crises can create a push for a different
pattern of accumulation. They can also trigger political crises that
dismantle old political alliances and create new ones. One common way
to resolve political crises is through changes in the political regime,
which, in turn, aim to resolve the economic deadlock by attempting
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to initiate a new phase of capitalist development. Thus, power blocs
and the domain of politics are reshaped, along with the reconfigura-
tion of development agendas. Like many developing countries, Turkey
has also followed such a trajectory, more or less. The purpose of this
book is to analyze that trajectory within a critical and historical political-
economy perspective, paying due attention to the changing nature of
state-economy and economy-society relations.

All in all, this book is an original collection of articles that focus on
Turkey’s economic-development experience since the nineteenth century.
It provides a systematic and chronological examination of Turkey’s major
historical dynamics in the economic and sociopolitical spheres. The
chapters are organized according to the consecutive phases of Turkey’s
political-economic development. Each chapter not only reflects on the
country-specific aspects of those development phases, but also considers
the dependence of domestic-policy orientations on the dynamics of
the world economy. The principal aim of the book is to provide a
historically-conscious, political-economic account of Turkey’s dependent-
development experience. More broadly, in light of Turkey’s historical
dependent-development patterns, one can also argue that sustained
economic and institutional development is a much more formidable task
than the mainstream approaches have conceived.

The starting point of this book is the Treaty of Balta Liman (1838), a
major Anglo-Ottoman free trade agreement, which was followed imme-
diately by the “Imperial Edict of Reorganization” (Tanzimat Fermanı)
of 1839, paving the way for certain Western-oriented political, adminis-
trative, and military reforms that aimed at modernization. The endpoint
is Turkey in 2020, characterized by an autocratic political regime facing
severe economic and developmental problems, along with quite tense
relations with the Western world and worrisome circumstances in the
Middle East and Eastern Mediterranean. With a time span of approxi-
mately two hundred years, the chapters in this book examine Turkey’s
political-economic transformations and developmental shifts in conjunc-
tion with the dynamics of the capitalist world system. They reveal modern
Turkey’s historical dependence on the world economy and international
politics. Each historical phase is examined and discussed in a separate
chapter by different contributing authors. The division of labor among
the authors was determined according mainly to their scholarly expertise
in the historical periods under consideration. On the whole, an absorbing
story emerges as to how modern Turkey’s integration to the capitalist



1 POLITICAL ECONOMY OF GLOBAL CAPITALISM: A FRAMEWORK … 37

world system has affected its developmental possibilities, resulting even-
tually in the electoral victories of the AKP and the subsequent autocratic
regime associated with the “Erdoğan era” of the last two decades. Indeed,
another rationale behind this book is the idea that nearly two-decade-old
Erdoğan era in Turkey can be better understood through a systematic
analysis of the political-economic dependency patterns that pertain to the
nineteenth and twentieth centuries.

The chapters are organized according to the more-or-less conventional
periods of Turkish history. In Chapter 2, Seven Ağır examines the late
Ottoman period (1838–1908), during which the Ottoman Empire began
to integrate into the world economy as a “peripheral” country while the
world was experiencing its “first globalization era.” Zafer Toprak analyzes
the modernization efforts of the 1908–1929 period in Chapter 3, at
a time when Turkish nationalism was on the rise, along with efforts
to create a “national bourgeoisie” under formidable political-economic
circumstances. In Chapter 4, M. Erdem Özgür and Eyüp Özveren focus
on the “Statist Era” (1929–1947), during which Turkey, like some other
underdeveloped countries, found a temporary opportunity to pursue a
relatively “independent” path through a protectionist trade regime along
with a state-led industrialization strategy. In Chapter 5, Yakup Kepenek
elaborates how Turkey, between 1947 and 1960, started retreating
from the state-led and relatively independent economic model under
strong American influence and guidance, accompanied by populist pres-
sures coming from the rural and the emerging bourgeois segments of
society. Ümit Akçay and Oktar Türel, in Chapter 6, evaluate Turkey’s
ISI experience (1960–1980), which significantly facilitated the growth of
national-industrial bourgeoisie, along with the strengthening of industrial
labor under relatively more democratic conditions, but later paved the way
for a severe political and economic crisis once the global conditions dete-
riorated. Chapter 7 by Ziya Öniş and Fikret Şenses concentrates on the
initiation of the “first-generation” neoliberal reforms in the 1980s, imple-
mented initially under military rule and then under Turgut Özal’s govern-
ments, culminating in the capital-account liberalization of 1989. Erinç
Yeldan, in Chapter 8, explains and discusses how financial openness under
the coalition governments of the 1990s, along with the IMF’s exchange-
rate-based disinflation program, eventually resulted in the biggest crisis
in the history of the Turkish economy in 2001. In Chapter 9, covering
the 2001–2009 period, Erol Taymaz and Ebru Voyvoda illuminate how
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the devastating 2001 crisis created the circumstances for the implementa-
tion of “second-generation” neoliberal reforms, while at the same time
preparing the political ground for AKP’s rise to power under favor-
able global economic conditions, which were prominently instrumental
in AKP’s political-economic success in its first decade. Korkut Boratav
and Özgür Orhangazi, in Chapter 10, analyze the 2009–2020 period
when Turkey gradually shifted from neoliberal populism to authori-
tarian crony capitalism, accompanied by increasing dependence on capital
inflows within the problematic context of construction-centered and
jobless growth, in conjunction with worsening global political-economic
conditions. Eventually, such vulnerabilities led to a serious economic
downturn in Turkey, manifested in the 2018 currency crisis and exac-
erbated by the COVID-19 pandemic, eroding the political support base
of AKP. In the concluding Chapter 11, we provide an overall evaluation
of the analyses and arguments presented in the preceding chapters and
conclude that no matter how Turkey has tried to develop its national
capitalism, all it achieved has amounted to a case of uneven and unstable
“dependent development.”

Notes

1. The data are taken from IMF’s World Economic Outlook
Database (October 2020) at: https://www.imf.org/en/Publicati
ons/WEO/weo-database/2020/October/.

2. Actually, modernization theory refers to a heterogeneous body
of theoretical framework that became popular in the 1950s and
1960s, that is, at the peak of the Cold War, concerning the prob-
lems of economic, social, and political development and suggesting
the poor, newly independent nations to adopt modern values and
institutions of the West to help their development. Its antecedents
include nineteenth-century sociologists such as Maine, Tonnies,
Durkheim, and Weber (Valenzuela & Valenzuela, 1978). Although
the modernization theory does not have a homogeneous set of
arguments, a principal common claim is that economic devel-
opment, cultural change, and political change go together in
coherent, and to some extent, predictable patterns (Inglehart,
1997). Some proponents of modernization theory were promi-
nent political scientists, such as Gabriel Almond, Bingham Powell,
James Coleman, Samuel Huntington, David Apter, and Martin

https://www.imf.org/en/Publications/WEO/weo-database/2020/October/
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Lipset, who argued that traditionalism is an expression and cause
of underdevelopment, so underdeveloped nations should acquire
modern values and institutions in order to make a transition to
modernization and development (Handelman, 2005: 12–13). On
the other hand, some early development economists are consid-
ered as pioneers of economic modernization theory, assuming
linear stages of growth. Prior to Rostow (1960), Paul Rosenstein-
Rodan (1943), Ragnar Nurkse (1952), and Kurt Mandelbaum
(1945) adopted what may be called a modernization-oriented
approach. Industrialization was vital, but it could be restricted by
domestic institutions and social attitudes (illiteracy, agrarian struc-
ture, traditionalism, low division of labor, lack of infrastructure,
etc.), which impeded savings rate and investments. They argued
that a “big push,” that is, heavy investment in infrastructure and
state planning, was necessary for igniting and stimulating indus-
trialization. They were mainly influenced by the Harrod-Domar
growth model, which emphasized the savings rate and capital
intensity for economic growth (Domar, 1946; Harrod, 1939).
The “big push” model also created a case for foreign aid to less-
developed countries from the advanced ones (mainly the US),
in case they lacked domestic savings needed for the “big push”
(Millikan & Rostow, 1957). Another influential economist in this
line of research was Arthur Lewis (1955), who came up with
his dual-sector model, which explained the potential dynamics
through which the abundant and cheap labor in the traditional
agriculture sector could be utilized to build up a modern industrial
sector.

3. See Hirschman (1981) for an apt appraisal of the evolution of
development economics until the late 1970s. His classification of
development theories is especially noteworthy in this regard, which
is based on the assertion/rejection of the mutual-benefit claim and
monoeconomics claim. According to this categorization, the neo-
Marxist theories, including the dependency theory, are identified
as opponents of both of these claims (Hirschman, 1981: 3–5).

4. There are several examples of Marxist criticism against the depen-
dency theory. To mention a few, Johnson (1981) criticized the
dependency theory’s emphasis on exchange relations rather than
production relations, and Edelstein (1981) found fault with the
dependency framework for its neglect of the labor processes. On
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the other hand, Angotti (1981) disapproved dependency theory
for diverting attention from the socialist revolution and reducing
the class antagonisms to a struggle among nations. In a similar vein,
Brenner (1977) attacked the dependency theory for deviating from
classical Marxist analysis.

5. Ray (1973) and Smith (1979) are examples to the “liberal”
criticism of the dependency approach.

6. As demonstrated in Table 1 in Kvangraven (2021: 87), various
heterodox theories of development have actually used the method
(“global historical analysis”) and/or some of the core assumptions
of the “Dependency Research Programme.”

7. The Panic of 1873 is considered as the first truly international
economic crisis. The crisis led to a depression that lasted from 1873
to 1879, which coincided with declining international commodity
prices and caused many agricultural and industrial producers to
suffer losses and face bankruptcies (Lairson & Skidmore, 2003).

8. The Gold Standard system developed in the 1870s when Britain
and some other major states fixed the value of their currencies in
terms of a specified amount of gold. Then, their currencies were
freely convertible at home or abroad into a fixed amount of gold
per unit of currency. As a result, an international monetary system,
which was built around British management and protection of
Britain’s own position, evolved.

9. Due to the unprecedented levels of trade and financial interde-
pendence among the world’s economies, this era (1870–1913) is
usually considered the “first globalization era.”

10. The effects of Great Depression triggered a series of coups in Latin
America in 1930; first in Bolivia; and then in Peru, Argentina, and
Brazil.

11. Yet according to Arrighi (1990), the expansion of the “free enter-
prise system” at the level of the world economy, that is, freeing the
multinational corporations (MNCs) from all previous “vassalage”
to state power, had been the most distinctive outcome of the US
hegemony, typifying its limit at the same time. Accordingly, the rise
of the MNCs has marked the beginning of the end of the West-
phalian system of sovereignty, and the beginning along with start
of the withering away of the traditional interstate system (Arrighi,
1990: 403).

12. By 1990, the average tariff rate was around 5%.
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13. The Non-Alignment Movement started in 1955 at the Bandung
Conference when the newly independent countries of Asia and
Africa called for abstaining from allying with either of the two
superpowers and instead joining together in support of national
self-determination against all forms of colonialism and imperialism.
The Movement was officially founded and held its first conference
in Belgrade in 1961 under the leadership of Josip Broz Tito of
Yugoslavia, Gamal Abdel Nasser of Egypt, Jawaharlal Nehru of
India, Kwame Nkrumah of Ghana, and Sukarno of Indonesia.
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Pamuk, Ş. (2018). Uneven centuries: Turkey’s economic development since 1820.
Princeton University Press.

Pearson, F. S., & Payaslian, S. (1999). International political economy: Conflict
and cooperation in the global system. McGraw-Hill.

Pieterse, J. N. (1988). A critique of world system theory. International Sociology,
3(3), 251–266.

Prebisch, R. (1950). The economic development of Latin America and its principal
problems. United Nations.

Rapley, J. (2007). Understanding development: Theory and practice in the third
world. Lynne Rienner.

Ray, D. (1973). The dependency model of Latin American underdevelopment:
Three basic fallacies. Journal of Interamerican Studies and World Affairs,
15(1), 4–20.

Rodrik, D. (2006). Goodbye Washington consensus, hello Washington confu-
sion? A review of the World Bank’s economic growth in the 1990s: Learning
from a decade of reform. Journal of Economic Literature, 44(4), 973–987.

Rosenstein-Rodan, P. N. (1943). Problems of industrialisation of eastern and
south-eastern Europe. The Economic Journal, 53(210/211), 202–211.

Rostow, W. W. (1960). The stages of economic growth: A non-communist manifesto.
Cambridge University Press.

Ruggie, J. G. (1982). International regimes, transactions, and change: Embedded
liberalism in the postwar economic order. International Organization, 36(2),
379–415.

Sachs, J. D. (1999). Twentieth-century political economy: A brief history of
global capitalism. Oxford Review of Economic Policy, 15(4), 90–101.

Singer, H. (1950). The distribution of gains between investing and borrowing
countries. American Economic Review, 40(2), 473–485.

Skocpol, T. (1977). Wallerstein’s world capitalist system: A theoretical and
historical critique. American Journal of Sociology, 82(5), 1075–1090.

Slater, D. (2004). Geopolitics and the post-colonial: Rethinking North-South
relations. Blackwell.

Smith, T. (1979). The underdevelopment of development literature: The case
of dependency theory. World Politics: A Quarterly Journal of International
Relations, 31(2), 247–288.



1 POLITICAL ECONOMY OF GLOBAL CAPITALISM: A FRAMEWORK … 45

Spero, J. E. (1977). The politics of international economic relations. St. Martin’s
Press.

Spero, J. E., & Hart, J. A. (2003). The politics of international economic relations
(6th ed.). Thomson/Wadsworth.

Stiglitz, J. E. (1996). Some lessons from the East Asian miracle. The World Bank
Research Observer, 11(2), 151–177.

Stiglitz, J. E. (2017). Globalization and its discontents—Revisited. W. W. Norton.
Sunkel, O. (1973). Transnational capitalism and national disintegration in Latin

America. Social and Economic Studies, 22(1), 132–171.
Tausch, A. (2010). Globalisation and development: The relevance of clas-

sical “dependency” theory for the world today. International Social Science
Journal, 61(202), 467–488.

Taffet, J. F. (2007). Foreign aid as foreign policy. Routledge.
Tavares, M. (1985). A retomada da hegemonia Americana [The resumption of

American hegemony]. Revista de Economia Política, 5(2), 5–16.
Valenzuela, J. S., & Valenzuela, A. (1978). Modernization and dependency:

Alternative perspectives in the study of Latin American underdevelopment.
Comparative Politics, 10(4), 535–557.

Vernengo, M. (2006). Technology, finance, and dependency: Latin American
radical political economy in retrospect. Review of Radical Political Economics,
38(4), 551–568.

Wade, R. H., & Veneroso, F. (1998). The Asian crisis: The high debt model
versus the Wall Street-Treasury-IMF complex. New Left Review, 1(228), 3–23.

Wallerstein, I. (1974). The rise and future demise of the world capitalist system:
Concepts for comparative analysis. Comparative Studies in Society and History,
16(4), 387–415.

Wallerstein, I. (1979). The capitalist world-economy. Cambridge University Press.
Warren, B. (1973). Imperialism and capitalist industrialization. New Left Review,

81(1), 344.



CHAPTER 2

Peripheralization of the Ottoman Economy,
1838–1908

Seven Ağır

Introduction

The study of the late Ottoman era provides key insights into the various
mechanisms through which the region was integrated into the world
economy and sheds light on the legacy of that integration for modern
Turkey’s economic development path. It was during the long nineteenth
century that the region first experienced the strong pull of the European
markets and eventually turned into a periphery through the formation of
commercial, financial, and political linkages with the core of the world
economy.1 This peripheralization happened in ways similar to those expe-
rienced by most countries in Latin America and Asia as they were shaped
by the changes in the modes of production and capital accumulation at
the level of global capitalism.
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The pace and nature of the Ottoman/Turkish dependent develop-
ment, however, were shaped by the unique conditions of the region and
the heritage of Ottoman political economy. First, unlike most periph-
eral regions, Ottoman Empire was not subject to direct colonial rule.
The constraints on political sovereignty were imposed covertly through
diplomatic pressures against the background of military weaknesses and
fiscal fragilities of the Empire. Yet, there was ample room for negoti-
ation at least up until the second half of the nineteenth century. As
such, the inner dynamics of Ottoman society are relevant for under-
standing how and to what extent the Ottoman polity was accommodating
the demands of the core regions. Secondly, Ottoman political elite was
willing to embrace “modern” institutions and introduced legal and polit-
ical reforms in an attempt to catch up with the Western powers, albeit in
a selective way, throughout the nineteenth century. These reforms against
the background of political power asymmetries, embedded in a context
of dependent development, led to legal and institutional outcomes that
diverged significantly from those of the core regions and had further
(and sometimes unintended) consequences for economic development.
Thirdly, given its multiethnic demographic structure, economic integra-
tion had uneven implications for the Muslim and non-Muslim communi-
ties, creating divergences exacerbated by the rise of nationalism and nation
building during the later period. This political-economic legacy would
also shape the ethnonationalistic tone of the developmental agenda in the
early twentieth century.

While Turkey’s formal economic institutions and policies underwent
a great deal of change during the last century, the late Ottoman era
had a long-lasting impact on the latter period. The next section of this
chapter focuses on the historical background, with particular attention
to major economic actors and institutions prior to the nineteenth century
and how they changed throughout the eighteenth century paving the way
for the Ottoman incorporation into the European economy. Then, the
direct impact of the industrial transformation in the core regions is elab-
orated, along with a discussion of how the capitalist world economy led
to the peripheralization of Ottoman economy. The peripheralization is
analyzed in two subsequent periods. In the following section, the period
of 1800–1860 is covered to explain Ottoman integration into the world
economy through a liberal trade policy adopted in accordance with the
convergence of domestic fiscal/military needs and foreign interests. The
rise in external terms of trade (the ratio of the price of exports to the
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price of imports) along with supply-side factors in Ottoman agriculture
led to a strong trend of deindustrialization during this period.2 While
the deindustrialization was uneven across regions, it undermined potential
backward and forward linkages that foreign direct investment (FDI) could
have provided in the latter period. The next section focuses on the period
of 1860–1908, when further integration through foreign borrowing and
FDI resulted in financial dependency that curtailed political sovereignty
in the economic realm and undermined the later attempts of develop-
ment. Paradoxically, the fall in external terms of trade slowed down and
even reversed the deindustrialization trend during this period. Yet, as the
core countries moved to the production and export of technologically
more complex goods, the temporary industrialization was not sufficient
to create a major rupture within the course of dependent development.
Rather, both the foreign control of financial resources and the asymmetric
legal framework undermined the power of domestic actors whose inter-
ests accorded with an alternative course of development. The concluding
section presents the broader impact of the Ottoman peripheralization
on political-economic power dynamics at societal level and its long-term
implications for the nature of dependent development in modern Turkey.

Historical Background

Pioneering in Britain, the industrial revolution started a new era in the
global history of capitalism. The ever increasing output of British manu-
factured goods, in particular cotton textiles, led to an export boom that
created a new division of labor in the world economy. Broadly speaking,
the era can be divided into two parts. During the first half of the nine-
teenth century (or more specifically, the period from the 1820s to 1860s),
the British exports grew at an unprecedented rate. The search for new
markets for British manufactured goods was justified with liberal ideas
that were embraced by the majority of politicians and intellectuals who
advocated that the right recipe for economic growth and development
was free trade, both at home and abroad. While the British search for raw
materials and markets for manufactured goods led to the colonization of
many regions in Asia, Latin America, and Africa, the British diplomats
pushed for free trade in other regions, leading to a series of free trade
treaties to cut down import tariffs and internal customs duties. In the
second part of the era (1860s–1900s), industrialization took off in other
core countries, such as France, Germany, Austria, and the United States.
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The political-economic rivalry among the core countries was intensified
by the spread of modern technologies in transportation, in particular rail-
ways and steamships, which were introduced to the less-developed regions
mostly through FDI. As the industrial transformation in core regions
were diversified to include chemicals, electricity, and communication tech-
nologies, FDI was channeled also to support domestic industries in the
periphery, forging new forms of dependency in the spheres of finance and
politics.

How was the Ottoman economy affected by these global trends?
To answer this question, we first need to briefly present the social and
economic conditions in the Ottoman Empire prior to the opening up of
trade in the nineteenth century. Such a retrospective synopsis will help
us show that the pace and nature of the Ottoman incorporation into the
world economy was not unilaterally determined by external forces, and
that the domestic political and economic institutions were also instru-
mental in shaping the ways through which the Ottoman economy was
integrated into global capitalism. Secondly, it will also help us understand
how the distribution of economic and political power in Ottoman society
was reconfigured by European trade expansion at its initial stages. In this
way, we will be able to explore what these changes implied for the posi-
tioning of different social groups with respect to their attitudes toward
and roles in dependent development.

Decline of the Guilds and Janissaries3

In order to understand how the Ottoman economy was integrated into
the world economy in the nineteenth century, we need to take a look
at the major actors, and the institutions within which they operated.
As the empire spanned three continents, it is difficult to talk about
homogenous characteristics and generalizable patterns. Yet, there were
some distinguishing elements of Ottoman political economy, which were
relevant from a comparative perspective. First, in terms of the degree
and nature of foreign trade, the Ottoman economy was not yet substan-
tially integrated into the European economy by the end of the eighteenth
century.4 During the eighteenth century, the volume of Ottoman foreign
trade, especially with the French, was on the rise. Increasing foreign
trade not only led to the growth of the major port cities, but also
raised the number of foreign merchants residing in these ports, who
had connections with local merchants and familiarity with the Ottoman
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administrative practices. More importantly, this trade expansion brought
dramatic changes for the “intermediate group consisting of non-Muslim
traders and financiers” (Eldem, 1999: 12). But, the eighteenth-century
Ottoman-European trade was a small fraction of the total volume of
Ottoman trade, while its composition was diverse and its impact was
localized. As such, the expansion of foreign trade did not result in a divi-
sion of labor that could be depicted as a “center-periphery” relationship
whereby the center produces and exports high value-added manufactured
goods while the periphery specializes in low value-added raw materials
and primary products. Nevertheless, the trade expansion led to agri-
cultural commercialization and changes in modes of production along
with a rise in merchant capital in certain parts of the Ottoman Empire.
These changes were relevant for understanding the ways through which
the Ottoman economy was integrated into the world economy and are
explained in detail in the next section.

During the sixteenth, seventeenth, and eighteenth centuries, the state
intervened to regulate the circulation of goods within the Empire through
various means such as internal duties, preemptive purchasing licenses,
price controls, and export bans in line with the objective of provisioning
the needs of the urban centers. Manufacturing activity was mostly orga-
nized around craftsmen organizations known as guilds. Barriers to entry
were central to the functioning of the guild system: In order to open a
shop or operate an itinerant business in any sector, one needed to become
a member of the relevant guild. Membership was restricted through
various means, such as the requirement of formal apprenticeship, the
imposition of an entry fee, and the existence of a numerus fixus (a fixed
membership size). In the Ottoman Empire, the most straightforward tool
for restricting entry was a legal code that limited the number of individ-
uals or stalls that were allowed to operate in a certain branch of business
and in a certain district. This legal code, known as inhisar-ı bey ü şira (or
inhisar), was in effect in all sectors until the last decade of the eighteenth
century and prevented people outside the guilds from legally pursuing
any trade or craft in urban areas. In retail sectors, inhisar served to
regulate demand for inputs and supply of outputs, thus enabling control
over prices and profits. Taking an active role in the allocation of factors
of production and intermediate goods, guild administration had both
monopsonistic and monopolistic power, by way of which it was autho-
rized to set the price of final commodities at just levels, ensuring both the
livelihood of the guild members and the well-being of the consumers.
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Of course, it is questionable whether the guilds were ever able to regu-
late handicraft production and retail shop-keeping as effectively in practice
as the legal regulations called for. There was considerable variation as
to the extent of autonomy and profit-making capacities of the individual
members. The archival evidence indicates that there were many practices
challenging and circumventing the regulations, including the increasing
volume of contraband trade in the eighteenth century. There is, however,
no doubt that these regulations constituted barriers to entry that rendered
production and trade in certain sectors more costly for potential entrants.
Otherwise, urban craftsmen and tradesmen in guilds would not have
rigorously organized and claimed the right of exclusive dealing in their
sector prior to the nineteenth century. In the Ottoman Empire, guild
members’ efforts to prevent entry are documented to have surged espe-
cially in times of economic contraction, as was the case in the seventeenth
and eighteenth centuries. During this period, organized craftsmen and
tradesmen solicited charters limiting the number of legitimate businesses
in their respective sectors, prohibiting potential entrants within a certain
geographical area.

The power of guild regulations was embedded in the peculiar dynamics
of the Ottoman urban life. The Janissaries, originally an elite section of
the infantry corps, started to integrate into urban commercial life during
the seventeenth century. The fact that guild members were able to acquire
Janissary status, while the Janissaries were able to acquire licenses issued
for practicing crafts and trades (gediks), resulted in the coalescence of
these two groups. While there were many complaints about Janissary
involvement in the urban economy, it was difficult to distinguish between
Janissary and non-Janissary factions in most guilds by the late eighteenth
century. Furthermore, due to fiscal decentralization, and in particular
the practice of tax farming, administrative positions in most guilds and
the offices of market supervision came to be held by those with mili-
tary titles. On many occasions Janissaries employed coercive methods to
circumvent existing rules and regulations in commercial life for their own
advantage. In other words, the corps had become “an institutional base
by which various urban elements tried to protect their privileges and
interests against the ruling elite” (Sunar, 2006: 1). This integration of
the Janissaries with urban elements enabled the guilds to enjoy more
autonomy, limiting the efforts of the central administration to reorga-
nize the economy. In fact, guild members played a significant role in the
popular riots of the eighteenth century, including the one that led to the
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dethronement and death of Sultan Selim III, who attempted to abolish
the Janissary corps and remove entry barriers during his tumultuous reign.

This guild-Janissary coalition started to weaken in the early decades of
the nineteenth century; yet it was not primarily the market forces that
seem to have played a role in the decline of guilds, unlike in the case
of Northwestern Europe. As long-distance trade expanded and market-
supporting institutions emerged in Europe, medieval guilds had lost
prominence. In the Ottoman Empire, proto-industrialization that might
have undermined guild-imposed regulations was confined to rural regions
in the Balkans. It is true that the trade expansion of the eighteenth
century, in particular the rising demand for agricultural commodities,
led to the rise of large agricultural estates and the growing scale of
commercialization in the western parts of the Empire (Frangakis-Syrett,
1988; Kasaba, 1988; Stoianovich, 1960). In line with the rise of these
wealthy notables and merchant networks, as well as in response to
the pressures on the traditional redistributive mechanisms (Ağır, 2013),
the Ottoman political elite developed a more tolerant attitude toward
removing controls over internal trade and recognizing private property on
land. The Ottoman government had also its own reasons to undermine
the autonomy of the guilds. Nineteenth century witnessed the intensifica-
tion of Ottoman rulers’ efforts to centralize and modernize the fiscal and
economic realms. Such efforts were at odds with the restrictions associ-
ated with the traditional prerogatives of the guilds. In particular, Mahmud
II’s reforms, the centralization of previously tax-farmed offices concerning
marketplace regulations, reduced the guild-Janissary coalition’s control
over the urban economy. Increasing foreign competition during the early
nineteenth century also undermined guilds’ restrictions on access to both
input and output markets. In fact, guild members, including the armed
Janissaries, attacked foreigners’ shops and quarters in Istanbul on several
occasions. In 1826, the Janissary corps were abolished, which led to
the elimination, albeit temporarily, of such a resistance against foreign
competition.

Rise of Legal Extraterritoriality5

Foreign merchants in the Ottoman Empire had long enjoyed extraterri-
torial privileges thanks to the capitulations signed with European powers.
These privileges allowed foreign merchants to use consular jurisdiction
(rather than Ottoman sharia courts) in both civil and commercial disputes



54 S. AĞIR

involving issues such as enforcing contracts and collecting debts. Such
disputes were addressed not in Ottoman sharia courts but in consular
courts in line with the privileges granted in capitulations. During the
eighteenth and nineteenth centuries, increasing trade with the West
made appeals to this extraterritorial jurisdiction much more common. As
new commercial laws were enacted in their home countries, European
merchants and bureaucrats justified these extraterritorial exemptions by
claiming that local legal institutions were “backward” in the Ottoman
Empire (Kayaoğlu, 2010: 18). The ensuing consular interference in
Ottoman legal affairs and the circumvention of local courts, even in cases
involving Ottoman subjects, led to serious political concern by the late
eighteenth century.6 In this context, like in other semi-colonial cases, legal
reform was seen as the key for ending extraterritoriality and achieving
full legal sovereignty (Hussin, 2016; Singh, 2019). The legal reforms
of the Tanzimat era (1839–1876) were also part and parcel of a swing
toward secularization during the nineteenth century (Toprak, 2020). Ağır
and Artunç (2021) show, however, that the legal reforms in the second
half of the nineteenth century, including the outright borrowing from
the French Commercial Code in 1850, were not able to prevent foreign
merchants’ claims to consular jurisdiction.

What made these extraterritorial privileges especially concerning for the
Ottoman government was non-Muslim Ottoman subjects’ access to them.
European ambassadors extended these privileges to local non-Muslims
by selling “letters of protection” called berats.7 The berats placed their
holders out of Islamic courts’ reach and granted access to European juris-
dictions. In this way, the extraterritorial privileges became available to
non-Muslims as the sale of the protegee status turned out to be common
during the eighteenth century. The extraterritoriality enabled wealthy
non-Muslims, who owned and managed the older and more experienced
businesses in the region, to “exit” Ottoman law through their access to
European consular courts (Ağır & Artunç, 2021). Their legal privileges
associated with the capitulations, such as access to foreign jurisdiction
and exemption from customs duties, had constituted one (although not
necessarily the most important) reason behind non-Muslim communi-
ties’ domination of large-scale commercial and financial activities. By the
late eighteenth century, non-Muslim Ottomans, especially Greeks, with
the aid of European extraterritorial protection, set up firms with part-
ners in London, France, Italy, and the Black Sea so as to emerge as
the central group in the Ottoman-European trade (Artunç, 2015; de
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Beaujour, 1800: 288; Ubicini, 1856: 350–351). Their widening connec-
tions with European trade networks and increasing access to European
courts familiarized them with European law. Some even set up joint-
stock companies for carrying out textile trade (Stoianovich, 1960: 257).
By the early 1800s, the French law had become the customary law for
non-Muslim Ottoman merchants, who benefitted from the Napoleonic
commercial code both at home and abroad (Pepelasis, 1959: 178). This
difference between Muslims and non-Muslims, in terms of both their
participation in trade networks and familiarity with the foreign institu-
tions, had long-term consequences, which we will discuss in the last
section.

Peripheralization:

Deindustrialization, Fast and Slow

As explained above, the increasing volume and the changing structure
of Ottoman foreign trade did not result in the peripheralization of the
Ottoman economy prior to the nineteenth century. However, the nine-
teenth century brought about a different story in this respect. During
the Napoleonic Wars in the early nineteenth century, the share of French
trade had decreased. Subsequently, Britain emerged as the major trading
partner of the Ottoman Empire, contributing to the rise in the volume
of Ottoman foreign trade. What enabled this trade expansion was the
industrial transformation that led to huge productivity rises in Manch-
ester’s cotton textiles, which later spread to other regions and sectors.
As industrialization enabled Britain to produce much higher levels of
manufactured goods at lower prices, the British exports started to grow
at historically unexampled rates. There were, however, two types of
barriers constraining this trade expansion: foreign governments’ regula-
tions preventing free trade and high transportation costs. In the 1830s,
the British government pursued an aggressive foreign policy, including
both diplomatic endeavors and military threats, to overcome the first
barrier. In the 1860s, the spread of modern technologies in transporta-
tion to less-developed regions, mostly through FDI, relieved the second
constraint.

During the first period (1800–1860), the British power, although
challenged by the first set of latecomers such as the French and the
German, was still in a hegemonic position. Also, during this period, global
terms of trade were in favor of manufactured goods, undermining the
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traditional industries8 and leading to a fast wave of deindustrialization
in less-developed regions around the world. The latter period (1860–
1914) brought about two changes in the capitalist world economy:
First, global terms of trade shifted in favor of agricultural goods as the
manufacturing wages rose in the industrialized core and thus led to the
weakening and sometimes even reversal of deindustrialization pressures
in the periphery. Secondly, economic, financial, and political competition
among core regions intensified as industrial manufacturing spread to other
European countries. This competition created more channels through
which the periphery came to be integrated into the world economy,
providing both new constraints and opportunities for latecomers in terms
of their ability to maneuver vis-à-vis their dependent position. This was
also the period during which British liberalism lost its ideological domi-
nance and protectionist ideas took a hold in the peripheral regions,
leading to the rise of a new discourse of “developmentalism.” In line with
this broad periodization, this section focuses mainly on the strong pattern
of deindustrialization.

A Period of Strong Deindustrialization: 1800–1860
During this period, like in many other regions in Asia and Latin America,
the Middle East opened up as a market for the ever increasing output of
British manufactured goods. In the early nineteenth century, the declining
power of the guilds in the Ottoman Empire had already made it easier for
foreign merchants to compete for domestic markets and resources. The
domestic trade restrictions, in particular preemptive purchasing rights of
the state agents (yed-I vahid), however, still stood on the way of the sale of
Ottoman raw materials to foreign merchants and had become an issue for
them. The British government had already begun to play a more active
role to support British merchants’ interests through its consular repre-
sentatives, who were previously paid by the Levant Company (Owen,
2009: 89). In the 1830s, domestic social problems, such as the rise of
Chartism against the rise in urban unemployment, contributed to the
British determination to “export abroad the same self-regulating system
which was transforming British society” (Cain & Hopkins, 1986: 523).9

Lord Palmerston, the Foreign Secretary, was among those who were well
aware of “the presence of European and American competition and of the
urgent need for new markets for industry and commerce in the under-
developed world” (Cain & Hopkins, 1986: 523). Utilizing Ottoman
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dependence on British military and political support, Palmerston was able
convince the Ottoman government to sign the Balta Limanı Treaty of
1838, which firmly abolished all monopolies in domestic trade, exempted
British merchants from internal customs duty, and reduced the autonomy
of Ottoman government in imposing unilateral import tariffs.

In the Ottoman-Turkish economic history, the Balta Limanı Treaty
is usually considered to be a watershed event as it stood as an obvious
indicator of the Ottoman surrender to British economic liberalism. In
fact, as the above-discussed legal extraterritoriality indicates, foreign
consular intervention in commercial matters had already been preva-
lent in the Ottoman Empire. Furthermore, the previous administrative
and fiscal reforms had already undermined institutions supporting the
internal barriers to trade.10 In fact, this treaty was not even the first
free trade treaty signed by the Ottomans (Kasaba, 1993: 220). The
1829 Treaty of Adrianople had already granted the Russian merchants
freedom of commerce and navigation in Ottoman lands and seas, while
the 1830 treaty signed with the United States had similar stipulations
and contributed to the expansion of American trade in Ottoman opium.
As such, the Balta Limanı Treaty did not represent a drastic rupture in
terms of the Ottoman attitudes toward foreign trade (Pamuk, 1987: 20).
Rather, it marks a change in terms of the priorities of British foreign policy
as Britain took a firm stand against the expansionist ambitions of France
and Russia through a commitment to maintaining the territorial integrity
of the Ottoman Empire (Kasaba, 1993: 221).

In fact, foreign trade with Britain had already increased dramatically
before 1838: “British exports to the empire had doubled in value during
the late 1820s and doubled again before 1837” (Quataert, 1994: 825).
But, the timing and the content of the treaty reveal how and to what
extent Ottoman integration with the world economy matched up with
the global patterns of nineteenth-century peripheralization. In many ways,
the Balta Limanı Treaty was similar to the Nanking Treaty of 1842,
signed between Britain and China at the end of the first Opium War.
Both treaties reflected the British desire to spread free trade across the
globe. This desire was intensified with the social problems in England in
the 1830s. Yet, the negotiations and the outcomes were shaped by the
interaction of domestic conditions. The Balta Limanı Treaty was more
comprehensive than the Nanking Treaty, albeit the latter was signed after
an armed conflict with the British and seemed harsher as it contained
some punitive clauses (Kasaba, 1993: 217):
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The Balta Limani Treaty declared the foreign merchants and their agents
equal to their Ottoman counterparts in all respects. It prohibited all
government monopolies, outlawed locally imposed surcharges, and spec-
ified the rate and manner of collection of import, export, transit, and local
duties. All these provisions were to be valid in all the possessions of the
empire and were to cover all its subjects. (Kasaba, 1993: 218)

The Ottomans were more accommodating toward the British, as
compared to the Chinese, because of the economic and political devel-
opments of the eighteenth century, in particular the expansion of the
Ottoman-European trade, which created a political and social environ-
ment in favor of liberal ideas. In the eighteenth century, the growing
export market for agricultural commodities had already contributed to
the rise of wealthy notables and merchant networks in the western parts of
the Empire. Rather than resisting these changes, by the early nineteenth
century, the Ottoman central administration was inclined to cooperate
and coordinate with these groups in order to contain social change.
Accordingly, it took a series of steps that favored markets and free trade,
including “partial deregulation of grain prices, relaxation of the central
bureaucracy’s monopsonistic privileges over some food stuffs and raw
materials, and the growing, though de facto, recognition of both private
property in land and the legitimacy of accumulated wealth” (Kasaba,
1993: 219). These rather liberal attitudes were also consistent with a
multitude of political concerns that the Ottoman state had, regarding how
to solve provisioning problems and encourage agricultural production
(Ağır, 2013).

Following the Balta Limanı Treaty, the Ottoman Empire signed similar
treaties with other European powers. While these free trade treaties
themselves did not represent a turning point in terms of Ottoman foreign-
trade policy, they contributed to further incorporation of the Ottoman
economy into the European one as evidenced by foreign trade statistics:
In the first half of the nineteenth century, British trade with the Levant
(the total value of goods imported and exported) rose more than ten-
fold (Owen, 2009: 87). In the 1840s, France’s industrialization took off
and its import of raw materials, such as silk and cotton, rose substan-
tially, leading to an almost 50 percent increase in the value of foreign
trade with the Levant (Owen, 2009: 86–87). As Owen (2009: 87) notes,
“[g]iven the fact that the price of most manufactured goods was falling
during this period, the increase in European trade in volume terms was
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correspondingly larger.” More importantly, “the move to liberal policies
in the Ottoman Empire between the 1830s and the 1850s deepened the
de-industrialization shock” (Pamuk & Williamson, 2011: 165).

By the 1850s, Ottoman markets were flooded with European manu-
factured goods. At the same time, foreign demand for Ottoman raw
materials needed to produce these manufactures increased significantly.
Domestic production, especially in sectors such as cotton and woolen
textiles, was severely affected by foreign competition. Unable to adopt
foreign technologies and preserve their privileged access to input markets,
many traditional artisans such as spinners, weavers, and dyers were forced
out of business. However, the literature provides some evidence chal-
lenging the portrayal of complete demise of traditional manufacturing in
the wake of the influx of European manufactured goods (Owen, 2009:
93). There were areas which were exceptions to the strong deindustri-
alization pattern, such as the upland, mountainous areas of Ottoman
Bulgaria, where the barriers of geography and local conditions favored
domestic manufactures (Palairet, 1997: 66–84). Nevertheless, the long-
term changes in the external terms of trade are consistent with the strong
deindustrialization pattern until the late 1860s as the price of Ottoman
manufactured imports fell far faster than the price of Ottoman exported
primary products (Pamuk & Williamson, 2011: 165).11

Another indicator of deindustrialization is the dramatic collapse in
the share of domestic consumption supplied by local sources (versus
foreign imports) in textile manufactures. Looking at the share of domestic
producers in textile production in a comparative framework, Pamuk
and Williamson note that the Ottoman Empire had one of the most
dramatic deindustrialization episodes among peripheral regions of the
world economy until the 1870s (Pamuk & Williamson, 2011: 168).
Moreover, this trend of deindustrialization was not evenly distributed
across time and space. Penetration of foreign trade was confined mainly
to coastal regions until railways expanded into the interior during the
second half of the nineteenth century. Some parts, especially central and
eastern Anatolia, remained quite unaffected, at least until the spread of
railways later in the century. Also, deindustrialization slowed down and
was even reversed to some extent in certain manufacturing sub-sectors in
the later period, during which terms of trade deteriorated. For instance,
the output of the weaving sector increased and factory production of yarn
and cloth began to grow in certain regions of the Empire, such as Bulgaria
and Macedonia (Lapavitsas, 2006; Palairet, 1997: 243–297, 346–356).
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Nevertheless, deindustrialization was stronger compared to other regions
during this period (Pamuk, 1987: 37).

The booming terms of trade clearly contributed to Ottoman dein-
dustrialization as they pulled labor and other resources out of industry
(and non-tradable sectors) and into the export sector. But, as Pamuk and
Williamson (2011: 174) argue, the rise in the prices of exported consumer
goods could also lead to a rise in the nominal wage, thus eroding
competitiveness of domestic producers with foreign producers in import-
competing sectors. In fact, Pamuk and Williamson (2011: 175) show
that there was indeed a rapid rise in the wage in manufacturing, espe-
cially compared with the wage in commodity export sector, explaining
the significant rise in the consumer price index (CPI) (dominated by food-
stuffs) between 1800 and 1860. These figures support the argument that,
along with global price movements, the supply-side conditions further
diminished Ottoman wage competitiveness in manufacturing.

This deindustrialization trend seems to have slowed down starting with
the 1870s. Per-capita exports from the Ottoman Empire expanded “at
rates close to but lower than those of per capita world trade and per
capita center-periphery trade” (Pamuk, 1987: 37). The importation of
foreign techniques and availability of cheaper intermediary goods (such as
yarn) might have partially contributed to the success of local industry in
resisting the deindustrialization dynamics (Quataert, 1994: 889). But, the
slowing down of deindustrialization closely followed the changes in the
terms of trade, suggesting that the resistance of Ottoman manufacturing
after the 1870s can be explained by the dynamics of world economy rather
than successful attempts at catching up. After the 1870s, the external
terms of trade moved against the Ottoman exports as the price of manu-
factures imports increased, reducing both the pull of domestic resources
into agriculture and the competitiveness of the imported manufactures
(Pamuk & Williamson, 2011: 170–175). Nevertheless, this slowing down
of deindustrialization did not provide an opportunity for a significant
repositioning of the Ottoman economy within the world economy, and
there were several reasons for this lack of an upward shift.12 First,
the relief was temporary as it was driven by the rise of costs in the
core regions; permanent improvements in the cost competitiveness of
Ottoman manufactures seemed unlikely given both the factor endow-
ments (low level of urban population and lack of domestic capital) and
the technological upgrading in core regions. Secondly, the regions where
indigenous industrial businesses frequently located (the regions which had
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the potential to benefit more from the favorable terms of trade along with
other factors) would remain outside the borders of the Empire soon.

The Era of FDI: 1860–1908
Along with the deterioration of external terms of trade, the second part
of the nineteenth century witnessed two trends intensifying the Ottoman
integration into the world economy. First, Ottoman reformers became
more interested in introducing foreign institutions and laws during this
period as they wanted to circumvent the interferences of the European
states on the grounds of “institutional backwardness.” Underlying these
reforms was also the belief that emulating these institutions would help
the Ottoman economy to catch up with the more developed countries.
The legal and institutional reforms did not however level the playing
ground, but rather served the interests of the foreign powers and domestic
elite who were complicit in extending the realm of foreign domina-
tion. Secondly, the financial sector had been one of the major areas of
growth in core countries during second half of the nineteenth century.
In Europe, new institutions for mobilizing domestic savings emerged,
and with their higher appetite for risk, many of these concentrated on
foreign lending. Foreign investment in railways and steamships could also
serve as a channel for expanding heavy industries that benefited most
from economies of scale. This expansion of foreign financial resources
coincided with the fiscal and military troubles in the Ottoman Empire,
along with a desire to invest in public infrastructure. The results were the
emergence of many foreign corporations with concessions in Ottoman
lands, increasing indebtedness and financial insolvency of the Ottoman
state, and the consequent loss of political autonomy over financial matters,
like in many other peripheral regions. While these forces contributed to
further and fuller integration of the Ottoman economy into the global
one, this period also witnessed the rise of actors and ideas that dissented
about the external dependency of the Empire. In a broad chronolog-
ical narrative, three major trends are explained and discussed in this
section: (i) the rise of foreign corporations with concessions, (ii) foreign
borrowing and financial dependency, and (iii) the emergence of a reactive
(developmental) discourse.
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Foreign Corporations with Concessions

During the second half of the nineteenth century, Ottoman government
introduced modern institutions such as banks and corporations through
legal reforms. These institutional innovations were part of a larger package
of reforms (the Reform Decree of 1856), which was initiated as a result
of the new turn in the relations between the Empire and Europe right
after the Crimean War (1853–1856): In return for guarantees extended
by France and England for the territorial integrity of the Empire and
its admission into the league of European nations, the Ottoman state
promised to introduce legal, administrative and financial reforms. Such
integration of Ottoman polity with the European system, however, “was
to be realized on western terms, and would entail the right of Great
Powers to interfere in the internal matters of the Empire for the safe-
guard of the reforms, particularly protection of non-Muslims” (Eldem,
2005: 433). Rather than mobilizing domestic savings toward industry,
these institutions became vehicles for FDI and external borrowing, paving
the way for not only military modernization but also huge projects in
transportation, communications, and public utilities sectors. A survey of
corporate charters shows that most of the companies established during
this period were European corporations, which secured special conces-
sions such as monopoly power or profit guarantees from the Ottoman
government to undertake public projects (Gökatalay, 2015; Toprak,
2012). Such practices were not unique to the Ottoman Empire. Income
and loan guarantees were staple features of concessions to attract foreign
capital for financing railroads (and other public projects) in many other
developing economies, where domestic private savings were insufficient
to undertake such large-scale investments (Bogart & Chaudhary, 2012;
Eichengreen, 1995).

The Ottoman government viewed these public projects, especially
transportation, as priorities to help national markets emerge and facilitate
industrialization. Given the apparent lack of financial and entrepreneurial
capital in the Empire, foreign investment was seen as the key to these
objectives (Geyikdağı, 2011). Many foreign companies were backed
by European governments that were interested in these projects for
both economic and strategic reasons, given the background of rising
competition among themselves, along with the objective of expanding
their influence abroad. There were also many intermediaries involved
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in bribing or lobbying Ottoman officials in return for securing conces-
sions. Ottoman subjects, mostly high-ranking Muslim bureaucrats and
non-Muslim financiers, participated as board members in foreign corpo-
rations, but rarely established enterprises on their own.13 There is little
evidence that Muslim merchant families, who set up large-scale busi-
nesses, used these new legal institutions.14 As Toprak (2012: 136) shows,
Muslim merchants mostly preferred partnerships to joint-stock companies
prior to 1908. Prominent Muslim businesspeople mostly acted as inter-
mediaries between foreign companies and the government, for instance,
by acquiring special concessions for these firms rather than creating
their own (Cora, 2013). Their ability to participate in local politics and
combine functions of an Ottoman official with that of an established busi-
nessperson provided them with a distinct advantage in such endeavors
(Dimitriadis, 2013). As such, there were not many Muslim entrepreneurs
who used novel forms of business organization and thus benefitted from
improvements in company law. In contrast, those who could potentially
set up large-scale enterprises had little need to do it under Ottoman law.
The emergent capitalist-industrialist class of the Ottoman Empire, such
as the family firms of Macedonia, was distinctly non-Muslim (Dimitri-
adis, 2013: 38–39; Lapavitsas & Çakıroğlu, 2019). But they continued
to exercise their “exit” option extensively (Lapavitsas & Çakıroğlu, 2019:
132–134). As such, the continuation of extraterritorial privileges despite
legal reforms undermined the demand for legal reform, especially by those
who would be more likely to benefit from it (Ağır & Artunç, 2021).

An important result of the rising FDI was the expansion of railway
networks. Although a large area remained without railways, the construc-
tion of railroad lines between one of the major ports of Anatolia and
its hinterland (i.e., İzmir-Aydın and İzmir-Kasaba railways constructed
by the French and the British from 1857 to 1872) contributed to the
further integration of Ottoman Empire into the global economy. Since
railroads depended completely on foreign investment, rather than serving
the creation of a national market, they fostered links with the major
European trade networks in line with foreign-trade interests (Coşar &
Demirci, 2009). As such, they helped boost the expansion of agricul-
tural production and commercialization, in particular in Western Anatolia.
They also contributed to the widening of European presence in Ottoman
economic life: “By the end of the 1860s, a third of the agricultural land
around Izmir belonged to Europeans” (Owen, 2009: 113–114). With
the opening of the Suez Canal in 1869 and the launch of the German
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ventures, the expansion of railroad networks started to move toward the
Basra region, which was thus connected to the southern Anatolian ports
such as Mersin and Iskenderun. Concessionary railway contracts signed
with foreign corporations, along with the extraterritorial privileges, caused
serious political concern on the part of the Empire. But their persistence
and further expansion were inextricably linked to the Empire’s integra-
tion to the world economy, albeit in an unequal manner. In the 1850s
and 1860s, the Ottoman government was able to play the competing
European interests against each other in negotiations and achieve rela-
tively more favorable terms in concessions to foreign corporations. But,
the financial dependence that resulted from external-debt accumulation
would restrict what the Ottoman government could potentially achieve
in its dealings with the European powers in the later period.

Financial Dependency

The Ottoman government had already great difficulties in terms of fiscal
matters prior to the nineteenth century. As Karaman and Pamuk (2010)
show, due to the high shares of intermediaries, Ottoman fiscal revenues
lagged behind those of the other states in the seventeenth and eighteenth
centuries. However, the Ottoman administration responded to military
defeats and achieved significant increases in central revenues through the
creation of new fiscal tools during the nineteenth century. Nevertheless,
the rising military pressures, along with the availability of opportunities
to borrow at favorable terms, led to the first Ottoman foreign borrowing
in the mid-nineteenth century.

When the government took its first external loan in 1854 during the
Crimean War, the conditions of the borrowing were “exceptionally favor-
able” to the Ottomans due to “the political context of the time, with an
awoved desire of Britain and France to finance their ally” (Eldem, 2005:
434). In a couple of years, however, the subsequent loans could only
be ensured through a firm foreign control over the Ottoman finances
(Eldem, 2005: 436). As the Ottoman statesmen perceived the risks
involved in foreign financial control, they tried to maneuver in an effort
to minimize the risk of being completely ruled by a European power.
For instance, when the Ottoman government decided to grant a conces-
sion to the Ottoman Bank for a new loan in 1862, it required that an
equal amount of French capital be included alongside the existing British
capital (Eldem, 2005: 437). Nevertheless, continuing wars and the need
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to upgrade military technology led to an enormous rise in expenses, as a
result of which foreign borrowing became a regular policy. In due course,
the terms of the loans “signaled a gradual shift of Ottoman indebtedness
toward a rather sterile and self-defeating pattern” as most of these new
loans were used for financing the budget deficit and paying the interest
on the previous debt (Eldem, 2005: 437–438).

The Ottoman government continued to borrow in increasing amounts
and at even worse terms, given the rising cost of military campaigns and
the local revolts, in addition to the Russian attacks during the second half
of the nineteenth century. The increasing level of indebtedness eventually
resulted in the formal “bankruptcy” of the Empire in 1875. The estab-
lishment of the Ottoman Public Debt Administration (OPDA, Düyûn-ı
Umûmiye) in 1881 transferred state’s major revenue sources to European
management and enabled direct interventions with and investments in the
Ottoman markets. The OPDA, which was mainly controlled by private
European creditors, acted as the primary supporter of concessions.15

Having lost its fiscal and economic discretion, the Ottoman state had little
bargaining power. As such, the foundation of OPDA changed the nature
of financial relations between the West and the Ottoman Empire in a
radical way. Some scholars interpreted this change as a form of imperial
control:

A steady flow of western capital started to penetrate the Ottoman market at
an increasing rate, and most of all, in ways that entailed a greater control
over some of the most crucial sectors of the economy. In short, from
the 1890s on, Ottoman integration with Europe had started to take a
substantially different course, much akin to imperialism. (Eldem, 2005:
443)

The Ottoman case, characterized by huge indebtedness, fiscal
bankruptcy, and the eventual loss of financial autonomy during this
period, was not an exception at the level of the world economy. For most
of the nineteenth century, many Latin American countries waged wars,
which they also financed through heavy foreign borrowing. The avail-
ability of European investors, interested in the risky but lucrative bonds
of these less-developed countries, was mainly the result of the financial
expansion in the core countries. The new credit and finance compa-
nies in London and Paris were operating in a competitive framework,
looking for new venues that promised higher returns to a wider range



66 S. AĞIR

of investors (Owen, 2009: 102). As the indebted countries faced severe
debt-service problems, however, they had to agree on new and more
unfavorable terms for the settlement of their debts. Given the asymmetry
of power between the debtors and creditors, the lenders went further
and seized direct control of the fiscal revenues of many indebted coun-
tries, including the Ottoman Empire (Birdal, 2010: 1). In addition to the
retrenchment of policy autonomy in fiscal matters, the creation of OPDA
had significant implications for the Ottoman incorporation into the world
economy. First, a significant portion of the loans managed by the OPDA
was allocated to the infrastructural development of the Empire through
the construction of railways, and hence contributed to the further inte-
gration of the Ottoman provinces into the world economy. Secondly,
the OPDA also restructured the export-oriented sectors of the Ottoman
economy and hence contributed to the gradual dissolution of subsistence
production and boosted the external trade of the Empire during the1890s
(Birdal, 2010).

While further integration through the management of the OPDA
primarily served European economic interests, there were also some gains
for the Ottoman government. There is no consensus among Ottoman
economic historians regarding the economic benefits of the railways. Yet,
taking a look at the data for the 1889–1914 period, Eldem (1994: 93)
argues that the increase in taxes collected by the government due to the
expansion of the railway system was substantially larger than the payments
made to the Anatolian Railway Company. Secondly, the OPDA did not
always act in line with the general policies of their governments. As
the interests of their bondholders were closely tied to the performance
of the Ottoman economy, sometimes they took positions in accordance
with the interests of the Ottoman state: “For instance, while foreign
merchants and governments pressed for lower tariffs on European goods
and the extension of the tax privileges granted to foreign subjects, the
OPDA asked for trade protection and the abolishment of tax privileges
for foreigners” (Birdal, 2010: 175). Thirdly, as Birdal (2010: 173–174)
shows, the OPDA initiated various administrative and technological trans-
fers that contributed to the development and modernization of state
entrepreneurship in the Empire, which would be later inherited by the
Turkish Republic. In other words, the OPDA “brought about not only
a weaker state apparatus but also a more efficient one in terms of facil-
itating the operations of the world economy” (Birdal, 2010: 9). All in
all, however, the OPDA contributed to the intensification of unequal
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exchange between the core countries and the Ottoman Empire. The net
capital outflow observed in the first decade of the 1900s was mostly “due
to the high level of repatrieted profits following a major wave of invest-
ment,” which indicated that the OPDA served to assure the transfer of
resources from the periphery to the core (Birdal, 2010: 94–95).

Financial dependency had also some broader implications for the polit-
ical and social structure of the periphery. In Western Europe, wars, or
more broadly speaking interstate rivalry, had played a historical role in the
institutional development of the state (Tilly, 1975); whereas in peripheral
countries, they did not have the same effect. Because the peripheral states
had alternative sources of finance as a result of their financial integration
into the world economy, they could “escape the coerced extraction of
resources from the domestic economy” (Centeno, 1997). What scholars
suggest for Latin American states might also hold for other peripheral
regions, including the Ottoman Empire: Due to the reliance on external
debt, the rivalries and wars had little impact on promoting state capacity.16

As a result, the constraints on the sovereign were not imposed by the
internal dynamics of the country but rather from outside, enabling the
state to regain access to foreign capital markets with lower risk premiums
rather than achieving a sustainable rise in fiscal capacity.17

Emergence of a Protectionist Discourse

External dependency had two legal-institutional pillars that undermined
Ottoman sovereignty: the legal extraterritoriality and the foreign conces-
sions. Both of these factors gave rise to serious concerns on the part of
Ottoman statemen and intellectuals by the 1860s. The Ottoman state
had challenged the normative basis of extraterritoriality as early as the
Congress of Paris (1856), which admitted the Empire into the Concert
of Europe. The Ottoman statesmen used this as the legal basis to make
a case for repealing the capitulations (Ahmad, 2000: 6). Yet, Euro-
pean powers were reluctant to acquiesce (Ahmad, 2000: 7). In 1869,
the Ottoman government communicated a memorandum to the foreign
powers’ diplomatic representatives in Istanbul, “referring to the capitula-
tions as an impediment,” while simultaneously passing a citizenship law
that made it illegal for Ottomans to seek the citizenship (or protection)
of another state (Ahmad, 2000: 7). Foreign embassies refused to respect
the law and continued to provide protection and citizenship.18 During
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Abdulhamid II’s reign (1876–1909), the negative perception of the capit-
ulations became stronger.19 In 1887, the state started requiring a permit
for all foreign corporations before operating in Ottoman domains. Euro-
pean powers considered this requirement “a violation of the capitulations
guaranteeing freedom of commerce” (Thayer, 1923).

Despite the Ottomans’ attempts to balance British intervention by
heading toward new players like German investors, foreign economic
stranglehold on the Empire tightened further.20 European powers
successfully defended the interests of foreign monopolies; while extrater-
ritorial rights became even more expansive at a time when Ottoman
political sovereignty was highly curtailed (Ahmad, 2000: 9). The capitu-
lations were criticized heavily by Ottoman intellectuals and policymakers.
But the government failed to curtail or abrogate the capitulations given
the fact that empire’s financial and military dependency left little room
for political action. The Ottoman political elite’s resentment of privileges
due to the capitulations was further fueled by the rising nationalism and
anti-imperialist struggles against the European powers.21

During this period, Ottoman economic thought evolved in favor of
what might be termed a naïve developmentalism “alla turca” (Özveren,
2001).22 As of the last quarter of the nineteenth century, it was quickly
cross-fertilized with Friedrich List’s well-known doctrine of national polit-
ical economy, which found its exemplary application in the German model
that contested the British hegemony (Özveren, 2001). These protec-
tionist ideas began to rise throughout Europe in an ad hoc response to the
Great Depression of the nineteenth century (1873–1896). The point that
List and his certain followers via the German Historical School made was
that British political economy was by no means a general theory that was
universally applicable irrespectively of the developmental levels of coun-
tries. It was in fact a product of its own time and place. Given its disguised
but inevitable historical and spatial specificity, rival policies had to be:
(i) developmentalist and protectionist in order to catch up with it, and
(ii) consciously sensitive to the domestic and temporal circumstances that
could be exploited for developmental advantage and institutional change.
A national political economy for the purpose of economic development,
thus, had to make the best use of existing resources and institutions in the
broadest sense of the term, as well as introducing new institutions when
needed.

These protectionist ideas were echoed by various Ottoman intellectuals
in the last quarter of the nineteenth century. According to List, protection
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of infant industries through custom duties was crucial for an economy
in its early stages of industrialization. Likewise, Ahmet Midhat Efendi,
one of the most popular and influential intellectuals of the Ottoman late
nineteenth century, underlined the importance of protectionist policies
(including high tariffs) for overcoming economic backwardness. Despite
their popularity, however, these policies were not put into effect until the
eve of the First World War. Having lost its fiscal and economic discretion,
the Ottoman state had little bargaining power vis-a-vis foreign powers to
abolish Capitulations and put restrictions on foreign trade. As the next
chapter shows, it was only after the Young Turk Revolution of 1908 that
the creation of a national economy crystallized as the ultimate objective
of policymakers. These ideas evolved into what was called the “national
economy” (milli iktisat ) on the eve of the First World War and underwent
a process of learning-by-doing within the context of the war economy.

One particular aspect of the Ottoman “national economy” discourse
was its concern with the economic discrepancy between Ottoman
Muslims and non-Muslims. During the late nineteenth century, many
influential Ottoman intellectuals, such as Namık Kemal and Ahmed
Midhat, expressed their grievances against non-Muslims’ dominance in
the economic sphere. The widening commercial gap between Muslims
and non-Muslims along with the spread of nationalist ideologies ignited a
Muslim backlash, especially after the defeat in the Balkan Wars (1911–
1912), in which the Empire lost most of its European territories. In
the period following the Balkan Wars, the rising anti-foreign sentiment
was coupled with an even stronger hostility against non-Muslims and
motivated policies that discriminated against all non-Muslims through
harassment, boycotts, and exclusion from employment. As such, the
nationalist aspect of Ottoman protectionism aimed not only to protect
Ottoman economy from foreign competition but also to replace non-
Muslims with Muslim economic elites. In this respect, Ottoman “national
economy” discourse diverged from the political liberalism of List, who
advocated ethnic and religious diversity.23

Conclusion

Much like other states with centralized governments, such as the Chinese
Empire or Japan, the Ottoman Empire was not directly colonized.
Instead, through various mechanisms of political-economic dependency,
it was rendered into a peripheral country in the world economy from



70 S. AĞIR

the mid-nineteenth century onward. The peripheralization process had
several stages that were shaped by both domestic and external forces: (i)
the demise of the guild-Janissary coalition, (ii) the expansion of extrater-
ritorial privileges of the Europeans and non-Muslim communities, and
(iii) the free trade agreements that reduced government’s autonomy in
trade policy. All these factors contributed to the expansion of European-
Ottoman trade. Given the external terms-of-trade dynamics, the trade
boom led to a strong pattern of deindustrialization, moving the labor
force away from traditional industries toward agricultural production
during the first half of the nineteenth century.

During the second half the nineteenth century, Ottoman integration
with the world economy moved into another and more dynamic stage.
Increasing FDI and external borrowing enabled the construction and
spread of modern transportation networks, mainly railways, and further
integration of the Ottoman economy. Eventually, high levels of external
indebtedness resulted in the “bankruptcy” of the Empire and the foreign
control of fiscal resources under the management of the OPDA. While
deindustrialization slowed down during this period, the foreign manage-
ment of fiscal resources opened up a new channel of foreign domination
and external dependence, undermining the use of domestic resources in
line with the long-term developmental goals of the state. It was also
during this period that a protectionist and developmentalist discourse first
emerged and became popular.

The integration with the world economy did not only bring about
deindustrialization but also led to social and economic changes that had
long-term impacts on Ottoman society. There was a sharp increase in the
number of European merchants residing in Ottoman ports, who needed
the collaboration of the indigenous merchants for establishing contacts
with cultivators and state officials to enter interior parts of the Ottoman
domain. Foreign language and religious identity that could enable forging
international networks became an important asset for local actors. Access
to extraterritorial (European) jurisdiction also made non-Muslims more
familiar with the European legal institutions and commercial networks.
As such, those who were able to play these intermediary roles, the
“conquering Orthodox merchants of the Balkans, the Greeks and the
Armenians of the western provinces, and the Arab, Persian, Armenian,
Greek, and Jewish merchants of the eastern and southeastern provinces”
survived and even thrived during the trade boom of the nineteenth
century (Kasaba, 1993: 229–230).
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While liberalization and deindustrialization undermined the already
diminishing power of the artisans and small shopkeepers, these processes
contributed to the enrichment of commercial intermediaries, creditors,
and local powerbrokers, whose interests were aligned with those of the
foreign merchants and investors. Given the absence of strong import-
competing (protoindustrial or manufacturing) interest groups and the
disorganized nature of export-dependent actors, the bureaucracy became
the sole actor with stakes in a developmental agenda. The integration
also deepened the cleavage between local Muslim and non-Muslim elites,
favoring the ethnoreligious emphasis in the statist discourse and the use
of extractive strategies to support “national businesses,” which under-
mined both native capital accumulation and secure property rights. Lastly,
integration into the world economy was accompanied by the modern-
ization of economic institutions with certain characteristics that reflected
the dependent nature of the development path. Legal institutions, for
instance, ensured advantageous positions for the foreigners and non-
Muslims in the commercial realm. The rise and overlap of protectionist
and nationalist ideas, however, did eventually undermine the political
weight and voice of non-Muslims, curtailing the indigenous capacity for
further institutional reforms.

Notes

1. The term “long nineteenth century” is often used by historians to
refer to the period between the French Revolution (1789) and the
First World War (1914). See Hobsbawm (2000).

2. Following Pamuk and Williamson (2011: 159), deindustrializa-
tion here is simply defined as “the movement of labour out
of manufacturing and into agriculture.” During the nineteenth
century, most manufacturing in the Ottoman Empire (as in the
rest of the periphery) was labour-intensive, home-based, and small-
scale before the twentieth century. As economic historians argued,
however, these traditional industries could have supplied the plat-
form for the factory-based industrial revolution. As such, in the
nineteenth-century context, the term usually refers to both cottage
manufacturing and factory industry. Given the strong manufac-
turing activity in cotton and woolen textiles in the Ottoman
Empire up until the 1820s, deindustrialization evidence mostly
pertains to the decline of textile manufacturing. For studies that
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use the concept of deindustrialization in the Ottoman context, see
Issawi (1980), Quataert (2002), Pamuk and Williamson (2011),
and Panza (2014).

3. This part is heavily based on previous research by the author (Ağır,
2018, 2020).

4. The question as to when the Ottoman economy was integrated
into the world economy became a matter of debate among
Ottoman economic historians especially from the 1980s onward.
Some scholars dated the beginning of the peripheralization of
the Ottoman Empire in the capitalist world economy as the late
sixteenth and early seventeenth centuries (Wallerstein et al., 2004).
It is well established that the European demand for Ottoman
raw materials, in particular for raw silk and mohair yarn, rapidly
increased during the late sixteenth and early seventeenth centuries.
Indeed, these industries had come under the pressure of European
competition by the second half of the sixteenth century (Çizakça,
1985). However, it is not so plausible to argue about the exis-
tence of a unidirectional and complete path of peripheralization
prior to the nineteenth century. In fact, “the eighteenth century
appears to have been a period of recovery for most Ottoman indus-
tries” (Çizakça, 1985: 373). Çizakça (1985), like Wallerstein et al.
(2004), argues that the integration began in the sixteenth century
and that it could have been completed at the end of the seven-
teenth century or at least by the middle of the eighteenth century
had it not been for the channeling of the European pressure into
the transoceanic regions.

5. This part is based on the findings presented in Ağır and Artunç
(2021).

6. Selim III made the first serious attempt to curb extraterritorial
“abuses” that arose from the capitulations. See Bağış (1983: 16)
and Artunç (2015: 725).

7. French and British berats cost approximately 55 times the Ottoman
GDP per capita (Artunç, 2015: 723).

8. Traditional industries usually refer to cotton and textile produc-
tion in the periphery. See González et al. (2008), Clingingsmith
and Williamson (2008), Pamuk and Williamson (2011), and Panza
(2014).

9. As Cain and Hopkins (1986: 516) put it, in the 1830s, “[f]ierce
competition and falling prices, both at home and abroad, meant
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that rapid economic growth, while boosting the importance of
mechanized industry in the economy, also contributed to a contin-
uing crisis of excess capacity and low profitability.”

10. Inhisar was already abolished by various decrees issued during the
reign of Selim III, in the late eighteenth and early nineteenth
centuries. The guild-imposed restrictions were also undermined
during the reign of Mahmud II, who eventually abolished the
Janissary corps.

11. The Ottoman Empire specialized in the export of primary prod-
ucts, while importing manufactures; therefore price of exports
refers to an unweighted average of major primary products
exported by the Ottoman Empire: wheat, wool, raisins plus figs,
tobacco, opium, and raw silk. Price of imports refers mainly to
manufactured goods and intermediate inputs, and it is proxied by
the British export price index. See Pamuk and Williamson (2011:
171–172) for the details of terms-of-trade calculation.

12. As Frank (1979: 103) notes, “[t]he nineteenth-century interna-
tional division of labor contributed to the development of under-
development in most of the world both when the terms of trade
went in one direction and when they went in the other.”

13. The evidence on the directors of corporations established during
the 1850–1908 period is fragmentary. But available surveys of
corporate charters indicate that there were some Ottoman bureau-
crats, such as Hasan Fehmi Paşa, Osman Hamdi Bey, Tevfik Bey,
Ottoman Jewish bankers such as the Allatinis, and Greek diaspora
bankers such as Leonidas Zarifi, who were on the boards of several
foreign corporations. See Pech (1906, 1911) for details.

14. Studies on Ottoman/Turkish trade networks and family businesses
that depend on private archives are few and generally rely on
the researcher’s personal connections to the family. For instance,
Mataracızade brothers, a prominent family business with overseas
operations, were reluctant to rely on the new commercial courts
to resolve disputes or establish corporations under the Ottoman
code (Mataracı, 2016). Nemlizades, another elite family of mercan-
tile background, did not try to form corporations until after 1914
(Cora, 2013).

15. As Birdal (2010: 98) argues, “the practice of kilometric guaran-
tees was bound to raise disputes between the government and the
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railway companies. In these disputes, the OPDA generally sided
with the latter, since their interests often coincided.”

16. For a summary of the classical and modified predatory theories of
state building, see Lu and Thies (2013).

17. See Birdal (2010: 84) for a remark about how this process
echoes the argument of D. North and B. Weingast (1989) on the
economic consequences of the Glorious Revolution.

18. The Foreign Ministry had a subdivision for enforcing this law, but
it was not successful (Findley, 1980: 188, 317–319).

19. This perception also reflected the Ottoman statesmen’s move away
from liberal ideas to protectionism. The capitulations also restricted
the government’s discretion over tariffs (Ahmad, 2000: 9).

20. Fleet (2015) describes the period of 1876–1908 as the “golden
age of foreign concessions.”

21. The newly independent countries, such as Bulgaria, were not
subject to the capitulations, and they were recognized as equals by
the European powers. Japan also became successful in acquiring
an equal status with the West. These examples encouraged the
Ottoman Turks to abolish the capitulations (Ahmad, 2000: 10–
11).

22. There is little evidence on the negative impact of foreign trade
on domestic industry prior to the nineteenth century, yet the late
eighteenth century had already witnessed the emergence of what
might be termed a “developmental discourse.” During this period,
various statesmen wrote about the need to catch up with the more
advanced countries and suggested specific strategies to create a
“national market.” See Ağır (2017).

23. According to List, one of the reasons underlying the demise of
the Spanish economy was the expulsion of Jews and Muslim
from Spain along with lack of religious and political freedom. See
Henderson (1983: 189).
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CHAPTER 3

From Globalization to Deglobalization:
Nationalism and Economics in the Making

of Modern Turkey, 1908–1929

Zafer Toprak

Introduction

Toward the end of the pre-modern period, the existing global trade
network consisted of interlocking trade circuits that attached Eurasia
and northeastern Africa. A new globalization initiative, as interpreted in
Immanuel Wallerstein books, began around 1500 with the emergence
of the Portuguese and Spanish colonial empires heralding the beginning
of an irreversible process of worldwide integration (Wallerstein, 1997).
Exploration, conquest, colonial expansion and regular trade relations put
Europe, Africa, Asia and America in direct contact for the first time.
These contacts had grown into a “stable” multilateral interdependency
by the mid-eighteenth century. Finally, transcontinental networks had
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been established, which were at least economically stable and potentially
influential. Resulting from the new capacities in production, transporta-
tion and communication, created by the process of industrialization,
the period between 1750 and 1880 was characterized by an unprece-
dented expansion of worldwide integration in terms of its intensity and
impact. Politically, however, the same period witnessed retreats of Europe
into itself, as Pax Britannica dominated the world. The structures of
colonial empire in the Americas disappeared except for a few insignifi-
cant remnants. The outgrowth of the world economy took place under
the conditions of predominant liberalism and free trade. At the same
time, European institutions, including the nation-state, and European
or Western dominant economic thought were exported throughout the
world. In the 1860s and 1870s, economic spheres were deeply affected
for the first time by truly global interdependencies. As a “long depres-
sion” started in the 1870s, globalization began to become politicized
(Broadberry & Harrison, 2005). From then on, national states wanted
to rein in the effects of global economic integration. The global economy
was perceived as an integral part of world politics, shaped by national
power. Soon conflicts arose among the world powers. Apart from Britain,
most of the countries reverted to protectionism after 1878. While the
first restrictions on immigration were established, segregation and racism
gained ground. Modern interventionist states used import tariffs and
social policy to steer globalization in a direction beneficial to “national”
interests. Interventionism and regulation, hand in hand with global crises,
heralded the age of economic deglobalization. The new era lasted until
the end of the World War II. A new stage of globalization restarted as
Western powers gathered in Bretton Woods in 1944 (Osterhammel &
Petersson, 2005).

During the nineteenth and early twentieth centuries, Ottoman finan-
cial developments were accompanied by empire’s general integration with
European and world economies. In this process, one key factor was the
rapid growth of trade between the Ottoman Empire and the leading
countries of Europe. During the three-quarters of a century following
the Free Trade Treaties, signed first with Britain in 1838 and then with
other European countries, Ottoman exports increased by more than five
times, measured in current prices, while imports, measured in current
prices, expanded six and a half times (Quataert, 1993). Since the prices
of the commodities involved in Ottoman foreign trade were considerably
lower on the eve of World War I than in 1840, trade volumes increased



3 FROM GLOBALIZATION TO DEGLOBALIZATION … 81

even further because of an increase in productivity. In constant 1880
prices, Ottoman exports and imports increased, respectively, nine and
tenfold during the 1840–1913 period. This rise in the volume of trade
was achieved despite the loss of Ottoman territories and was a direct
result of European industrialization, along with the free-trade era that
was inaugurated in the middle of the nineteenth century (Pamuk, 1987).

Globalization and Dependency:

The Rule of Liberal Economics

The Ottoman economic structure witnessed great commercialization
from 1839 onwards, during the years of the Tanzimat , or the Reform
Period (1838–1876), and the growth in foreign trade had a positive
impact on internal trade. The injection of money through foreign trade
dismantled the self-sufficient, traditional and closed economic circuits,
and created dual economic structures with a disintegrated, money-
oriented and outward-looking market economy led by foreign and
“native” bourgeoisie on the one hand, and a resistant, self-integrated and
inward-looking “domestic” economy dominated by “petite” producers
under traditional guild structure (lonca) on the other (Eldem, 1970). A
second key factor in the integration of the Ottoman Empire with the
outside world was the inflow of capital. With the modernization of the
military and civil bureaucracy, the Ottoman demand for capital increased
faster than the intake of revenues throughout much of the nineteenth
and early twentieth centuries. The demand for capital and subsequent
attempts to develop domestic sources of revenues through taxes was
crucial for the Empire’s structural changes in search of a modern state.
There were drastic changes in commercial networking during the nine-
teenth century, which reverberated across Western Europe and Northern
America. Commercial organizations were dominated by the growing
importance of the joint-stock form of corporate financing. By the latter
half of the nineteenth century, the Ottoman Empire too was caught up
in this process. Financial institutions and techniques, based on European
models, were actively developed, while the traditionally rigid Ottoman
financial regime was gradually transformed into a dynamic and flexible
European system. Much of these changes had been achieved through
the acts of the Ottoman Public Debt Administration (OPDA, Düyun-u
Umumiye-i Osmaniye Varidat-ı Muhassasa İdaresi), which was dominated
by foreign powers. Set up in 1881 following on the Ottoman Empire
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defaulting on its debt, the OPDA was a major instrument in change, seen
as a second Ministry of Finance within the Ottoman soil (Toprak, 1995).

The expansion of trade with Europe in terms of both imports and
exports provided merchant capital for investment in Ottoman territory
and encouraged the development of new financial networks and institu-
tions to meet the rising demand for capital. This process, in turn, led to
the creation of banks, the adoption of modern banking methods and the
use of bond financing by the government and the private sector. However,
most of these institutions were built up by European moneyed circles. The
Ottoman government, partly due to capitulations, was losing the control
of its own economy. Finance became the realm of foreign bourgeoisie
settled in Istanbul (Karpat, 1985).

All these novelties of the Ottoman finances and economic structure
went hand in hand with further dependency on European moneyed
circles. The Ottoman Empire could preserve its political independence
to a certain extent all these years. However, an alien bourgeoisie, settled
in urban centers, was cherished within the borders of the Empire, chal-
lenging traditional and local economic units that were based on so-called
provisionism, whose main purpose was to provide the urban population
with daily necessities.

Deglobalization and National Economy

Under “Unionist” Young Turks

The rise of Turkish nationalism has frequently been ascribed to the literary
and linguistic concerns of Ottoman intellectuals in the late nineteenth
and early twentieth centuries (Lewis, 1977). Hence, most students of late
Ottoman history have interpreted the “national literature” and “language
reform” of the period as indicators of a “cultural nationalism” devoid of
any social and economic content. Later on, however, this view has been
challenged by scholars doing research on the rise of Turkish nationalism
(Kushner, 1977).

The politics and ideology of the nineteenth-century world were styled
mainly by the French. France pioneered the revolution against “ancient
regime” and inspired the emerging nations with libertarian ideas. Tricolor
flags became the emblems of the rising nation-states. In fact, world poli-
tics between 1789 and 1917 witnessed contentions for and against the
tenets of 1789. The French Revolution provided the vocabulary and the
essential qualities of liberal and radical-democratic politics for most of the
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newly emerging nation-states. France became the first great example of
national identity, and the idea of nationalism disseminated from France
throughout the world. Ottomanism or Ottoman nationalism was the
main motto of the 1908 Revolution. Instigated by Young Turks orga-
nized as Committee of Union and Progress (CUP), the upheaval ushered
in constitutional monarchy. In this regard, liberty, equality, fraternity and
justice were the basic principles borrowed from the French Revolution
(Toprak, 1997).

Nineteenth-century economic liberalism was still on the agenda of
the Young Turk governments when they challenged Abdulhamid II’s
regime. The Young Turks fully recognized the importance of invest-
ment and capital accumulation. Indeed, they saw capital accumulation as
a panacea for all economic ills of the country, just as the constitution was
meant to cure all political ills. Initially, they espoused the laissez faire,
laissez passer policies of classical economics. They encouraged foreign
investment, but also tried to cultivate an Ottoman bourgeoisie through
improved credit facilities and exemptions from tariffs and taxes. These
concessions were equivalent to those enjoyed by the Europeans through
the capitulations, the special privileges granted to foreigners. At the same
time, the Young Turks tried to direct foreign investment into mining,
agriculture and industry—the areas they saw as most beneficial to the
Ottoman economy. Foreign investment, however, remained confined to
financial and commercial enterprises and public works (Ahmed Emin,
1930). Meanwhile, guilds were officially banned in 1910 (Toprak, 2016).
Chambers of commerce flourished all over the country. Agricultural and
industrial pursuits were encouraged through parliamentary acts. Industrial
disputes resulting from strikes all over the country were settled thanks to
the intervention of the CUP (Quataert, 1983). In short, the 1908 polit-
ical revolution heralded the libertarian atmosphere of the belated liberal
age (Toprak, 2012).

The CUP liberalism was, in a sense, a continuation of the Tanz-
imat liberal thought. Its new version was the product of the commercial
milieus in Salonika. Situated on the southern part of Balkan Peninsula,
Salonika had always remained on the outskirts of Ottoman domain and
had cherished European commercial culture. Therefore, as long as the
Central Committee of the CUP stayed in Salonika and guided Ottoman
economy from this commercial center, economic liberalism was pursued
and the political apparatus in Istanbul stayed in harmony with the “men of
commerce” of the Empire. But the loss of Salonika in 1912 and the shift
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of the political center to Istanbul marked a watershed in the economic
perspectives of the Unionists. In the capital, the old-style corporations or
trade guilds of Muslim artisans, as well as the obsolete transport sector,
had always conflicted with non-Muslim commercial interests of the new
alien bourgeoisie. The Chamber of Commerce, heavily dominated by
non-Muslims and foreigners, complained incessantly of the restrictions
and regulations imposed by the well-organized trade guilds.

Class Structure and the Newborn

Muslim-Turkish Bourgeoise

The CUP Central Committee tried first to reconcile the two sides. The
renowned Minister of Finance Mehmed Cavid strived to make peace
between the two parties, but in vain. Economic liberalism, with low
customs duties regulated through capitulations, had always jeopardized
the interests of the petite producers and Muslim guilds. Devoid of any
protective measures and accumulated capital, Muslim merchants, too,
complained of the unequal competition from foreign and non-Muslim
commercial houses.

The Balkan Wars (1912–1913) between the Ottoman Empire and
the Balkan states initiated a new era in the policy orientation of the
CUP. After having lost the war, The Unionists faced the necessity of
relying upon strata who had limited ties with the economically dominant
imperial powers. Ottoman Greeks and Armenians were then identified as
instruments of liberalism, and therefore “agents” of Western economic
expansionism (Keyder, 1987). As long as the free-market mechanism
ruled, and capitulations existed, they constituted the privileged strata of
the Empire. Artisans and merchants of Muslim-Turkish origin fit the
description and became the backbone of the new nationalist ideology,
as the Ottoman Empire lost a large portion of its European territo-
ries in the Balkan Wars. In this endeavor, the Jewish community, too,
satisfied to some extent the prerequisites of an “independent” economic
power, and Jewish business milieu also became part of the rising Turkish
nationalism. The Balkan Wars and the Muslim boycott of 1913 against
non-Muslim trading interests were the crucial starting points in search
for a national economic policy. Supported by the Turkish Hearths (Türk
Ocakları), the intellectual clubs of the emerging Turkish nationalist move-
ment, Muslims were advised to emulate their non-Muslim compatriots in
the trades. Muslims were invited to embark upon commercial pursuits
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(Çetinkaya, 2013). Following the Balkan War, in a few months, around
600 shops were opened in different districts of Istanbul, and Muslims
were advised to purchase from their coreligionist shopkeepers. Pamphlets
were distributed in support of the campaign. A “patriotic” literature
guided by Unionists appealed to the national feelings of the Ottoman
Muslim people (Toprak, 2013).

Meanwhile, a bye-law for the encouragement of industry was enacted
in 1913. It was the time for launching a state-regulated economic model.
Clubs associated with the CUP in the countryside provided the milieu
for the establishment of joint-stock companies, cooperatives and banking
institutions. Indigenous credit mechanisms were fostered through state
funds. Industry started to benefit from protective tariffs, exemption of
capital goods and intermediates from import duties, cheap credits, as well
as direct government investment. This was the beginning of the process
that would ultimately lead to state capitalism in Turkey in the wake of
the War of Independence. A full-blown “import substitution industrial-
ization” policy, however, had to await until the officially declared etatism
(devletçilik) in 1930 (Boratav, 1988).

But the main turn came with World War I. Radical steps had to be
taken in the early days of the war. Capitulations were abolished unilat-
erally in September 1914. Due to capitulatory rights, there were many
foreign companies carrying out business on the Ottoman soil. These
companies came under the jurisdiction of their own respective nations.
Lawsuits between firms of different nationalities were decided in the court
of the defendant’s nation; those between foreign firms and Ottoman
subjects by the Ottoman Mixed Tribunals. When the capitulations were
abolished, the privileges of foreign companies were overridden, and they
were rendered answerable to the Ottoman courts (Toprak, 2012). As for
the Ottoman public debts, their regular payments were postponed. New
customs tariffs brought about protective measures for the infant indus-
tries and local products. The employment of Muslims in economic and
financial sectors was promoted through a “language reform.” Turkish
became the mandatory language in all business correspondence and
official accounting.

The most spectacular development of the time was the commercial
control of the CUP on basic food necessities. An allocation mechanism
under the guidance of local CUP clubs was designed to suppress war spec-
ulation. In securing commercial supremacy, the CUP was greatly aided by
its hold on various trade guilds of Istanbul. The practical effect of the new
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commercial movement was to create something like a Muslim monopoly
of trade which resulted in huge profits (Ahmed Emin, 1930).

After the abolition of trade guilds in the early years of the revolu-
tion, artisans did not lose time in reorganizing their corporative structure
under various societies (cemiyet ). The 1909 Law of Societies provided
them with further solidarity for their activities. In 1915, the new arti-
sanal societies gathered and formed a central body under the name of The
Society of Tradesmen (Esnaflar Cemiyeti). The new corporative structure
under the official patronage of Ismet Bey, then the Prefect of Istanbul,
was in harmony with the sociology of the era, namely, solidarism which
was borrowed from the Third French Republic.

One of the side effects of the war economy was the increasing visibility
of Ottoman women in society as the result of male labor shortage. Men
were called under arms and moved to the fronts. Women were invited
to enter professions hitherto regarded as the exclusive domain of men.
They were employed as national governmental and municipal clerks, as
factory workers, as street cleaners and even as barbers in many districts of
Istanbul. Women from the outskirts of Istanbul brought their products
to the city to market them. There was even a bazaar in Galata, earmarked
exclusively for women merchants. The First Army in Istanbul initiated
Women Workers’ Brigades and trained them for support services. The
Fourth Army in Syria organized a Women’s Battalion to provide farm-
hands for agricultural production in the Çukurova Region. By the end
of World War I, large numbers of women had been integrated into the
social and economic life of the country. The poverty-stricken, isolated
Ottoman women had no choice but to seek employment to survive as
their men, who had hitherto provided for the household, were called to
arms (Toprak, 2014).

Panacea for Implosion: Sociology

and Economic Solidarism

To understand the conceptual framework behind the restructuring during
World War I, one must look at the Unionist intellectual milieu. A member
of the central committee, Ziya Gökalp framed, in broad outlines, the
“new life” (yeni hayat ) of the Ottomans (Toprak, 2017). In fact, the
Unionist economic policy was an amalgam of German “national econ-
omy” and French “solidarism,” the latter being partly influenced by the
German school of sociology. In this symbiosis, Ziya Gökalp played the
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French part. He was a disciple of Durkheim and believed in the “divi-
sion of labor” within the same ethnic entity, creating “outsiders” within
the Ottoman society. As for the German ingredient, a Jew from Salonika
brought the basic principles. Moiz Cohen, alias Munis Tekinalp, is one
of the lesser-known Ottoman intellectuals who have contributed substan-
tially to the development of Turkish economic nationalism in the early
twentieth century (Landau, 1984). Jews in the Ottoman Empire seldom
enjoyed foreign protection, and together with the Muslim elements,
suffered heavily the consequences of European economic supremacy. The
teaching of Tekinalp was in a way a challenge against liberalism. His main
argument aimed at structuring the “nation-state” of the new era.

Tekinalp, under the guidance of his mentor Ziya Gökalp, and in line
with CUP’s ideological framework, conceptualized the economic prereq-
uisites of a nation-state in a journal entitled Economics (İktisadiyyat ).
He was strongly influenced by German “national economy” and “social
economy” in the making since the second half of the nineteenth century.
He advocated economic development and industrialization under state
supervision. Gökalp’s and Tekinalp’s articles on solidarism and national
economy heralded in the etatist and neo-mercantilist era in Ottoman-
Turkish political, economic and social life.

But the crux of the problem was financial independence of the country.
Credit mechanism had to fuel the new entrepreneurs. In the financial
sphere, the CUP decided to run its own banks. The National Credit Bank
(İtibar-ı Millî Bankası) was founded in January 1917 with a capital of 4
million Ottoman liras to replace the Ottoman Imperial Bank owned by
foreigners. The General Bank (Bank-ı Umumi) was also a CUP enter-
prise, in which merchants, especially in the provinces, were invited to take
shares. And finally, The National Bank of Economy (Millî İktisat Bankası)
was the last CUP banking enterprise in Istanbul, run in conjunction with
the Weighers’ (Millî Kantariye), Produce (Millî Mahsulat ) and Cloth
(Millî Mensucat ) Companies (Toprak, 2003). Meanwhile, Anatolian CUP
notables did not lose time to form their own local banking institutions in
different districts.

The war period also witnessed capital accumulation by small merchants
of Muslim and provincial origins. Until then, the lot of the Muslim petty
mercantile stratum depended on credit facilities extended by the well-
established foreign and Christian merchants settled in commercial centers
of the Empire. The CUP interfered in this one-sided interest network and
provided the Muslim merchants with ways and means of accumulating
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their own capital. Local banking institutions were established under the
aegis of the provincial CUP clubs. This was an example to the so-called
primitive accumulation mentioned in classical textbooks (Toprak, 2019a).

Provincial Notables and Primitive

Capital Accumulation

Muslim provincial notables and moneyed men had every reason to
support Unionist policies. They adopted the new economic model with
self-confidence and in hopes of prospering. They responded to the call by
establishing various economic organizations, such as the Entrepreneurs’
Society, the Artisans’ Society, the National Fabricants’ Association, the
Muslim Merchant Association, the Economics Society and Ottoman
Farmers’ Association (Gökatalay, 2020).

The CUP and the Ottoman Parliament did not lose time in promoting
the economic fortunes of Muslim entrepreneurs. Some were businessmen
themselves; others had invested heavily in commerce and agriculture;
hence their eagerness to encourage “national economic” policy, their
readiness to support indigenous capital and their insistence on “economic
independence.” The Muslim farmers and merchants who were integrated
into the “national market” and who benefited from Turkish nationalism
played a very significant role in the post-war national movement and in
the making of Republican Turkey. As the national independence move-
ment started, they joined Ankara and financed the war carried out under
the leadership of Atatürk. “National economic policy,” which became
the motto of the single party era (1923–1946), was the product of the
practices instigated by Unionist “economic rationality” (Toprak, 2013).

Unionists had discovered “economic rationality” thanks to their esteem
for the German political union and development model. They repudi-
ated nineteenth-century economic liberalism and attached their hopes to
the late-comers’ protectionist policies for industrialization (Kemp, 1983).
In other words, the Young Turks discovered “economics” in the early
years of the Revolution and mainly during World War I. Before the
war, economics was taught in secondary and high schools, but most of
the curriculum then consisted of word-by-word translations of the clas-
sical doctrine preached in Adam Smith’s, Leroy Beaulieu’s, or Charles
Gide’s textbooks. Economists of a non-classical trend, such as Friedrich
List, Adolph Wagner, Gustav Schmoller and Eugen von Philippovich
were unknown. The Ottomans discovered these economists thanks to the
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war and had consequently embarked upon a program for building up
a “national economy.” Friedrich List was the most important figure in
the studies of national economy, pioneering in protectionism in Europe.
Hailed as the “national economist,” he elaborated the principles of
economic redress in Germany. The unity of Germany accomplished under
Bismarck’s guidance had followed the path designed by List. Thanks to
his contributions in the first half of the nineteenth century, Germany
acquired supremacy in the economic field in the early twentieth century.
Hence, Germans considered him a national hero. He was praised as the
Bismarck of the economic world. In Unionist view, the Ottoman Empire
had to emulate Germany which had become an industrial giant in a
quarter of a century. Turks had to study carefully German economic
development of the last forty or fifty years and learn from German experi-
ence how to build a national economy. In short, national economic theory
bore German brand. And nationalism was the main spurt in the making
of a national economic model.

Accordingly, the emerging Turkish nationalism required protectionism.
The precepts of classical economic thought sponsored by Ottoman
liberals for almost half a century since the Tanzimat era had resulted, in
the view of the Unionists, in the dependence and dismemberment of the
Empire. An economic model preaching “comparative advantages” domi-
nated Ottoman economic literature until the Balkan War. That model had
to be dismantled so as to pave the way for an autarkic national economy.

This was a challenge to classical economic taught. According to
the national economic doctrine advanced by List and preached by the
Unionists, the liberal economics of the British “Manchesterians” was not
universal. It suited England’s industrialized economy and imperialistic
policies. England had already established its large-scale industry, so it was
bound to export its manufactures and import raw materials. Therefore,
free trade was the most beneficial policy for England (Hardach, 1977).

“National Economy”: A New

Ideology for Economic Mind

The “national economy” had different connotations in the minds
of Unionists. The CUP had a collegial yet heterogeneous structure.
Different perspectives for the nationalist trend coexisted side by side.
Ziya Gökalp’s choice was for a “guild economy” or “guild socialism.”
His corporatist economic model was based on small crafts. A member of
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the central committee, Mehmed Cavid was a devoted liberal in economic
thought. He never lost confidence in classical economic theory. He
tried hard to reconcile “national interests” with the conceptual frame-
work of the classics. As for Tekinalp, he never shared the corporatist
interpretation of nationalism. Rather, he emphasized the importance of
large-scale industry and an inevitable class society. The man who imple-
mented economic nationalism was Kara Kemal, who later served as the
inspector of the CUP for Istanbul and the president of the important
Porters’ Guild, and finally the Minister of Provision of Basic Necessities
(İaşe Nazırı). He schemed his own “national economic” model on the
rise of a Muslim commercial bourgeoisie made up of petite producers. To
his initiative is ascribed the foundation of several “national” joint-stock
companies in Istanbul. He convinced petty merchants and shopkeepers
to buy the shares of the new companies and induced all the guilds
in town to cooperate in the working of the new commercial network.
The National Weighers’ Company, The National Bakers’ Company, the
National Produce Company and the National Cloth Company were
among the most important commercial institutions directed by Unionist
nominees. As the CUP’s commercial position grew stronger, its sphere
widened, and other trading companies followed suit. Under the aegis
of the CUP, a “national bourgeoisie,” made up of petty producers,
flourished.

However, due to the implosion of the Ottoman society in war years,
economics and sociology had to go hand in hand with each other.
Gökalp’s economic thought associated Durkheimian sociology with List’s
economics. For him, “national economy” meant a market economy
with advanced division of labor and organic solidarity. He thought that
functional interdependence would defy class conflict. He propounded a
nationalistic economy with no class tensions or economic egoism, which,
he thought, were detrimental to the public interest (Parla, 1985). By
contrast, Tekinalp criticized the sociological viewpoint of “national econ-
omy” and rejected Gökalp’s occupational solidarity. He underlined the
inevitability of classes in a capitalist system. For him, advance in civiliza-
tion meant capitalist development, and nationalism as an ideology served
to strengthen capitalism. Therefore, Ottoman society had to follow the
same pattern. In his article entitled “Capitalist Era is Taking Off,” written
in 1917, he pointed out that the foundation of more than forty joint-
stock companies in a single year and the establishment of the National
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Credit Bank to replace the Imperial Ottoman Bank were concrete proofs
of this transformation (Tekinalp 1917).

During the Second Constitutional Period (1908–1918), economics
became one of the basic issues of intellectual life. Economic problems
were discussed in the columns of the newspapers. Economic journals
were published, while the parliamentary agenda was full of economic
concerns. Textbooks, booklets, pamphlets on economic issues flooded
the market. While welcoming the emergence of “national capitalism” in
the Ottoman Empire, the Unionist intellectuals expressed great concern
about its social consequences. As war speculation deepened, disparities in
income widened. The bureaucracy and the army fell in destitute due to
the vagaries of the war. The lot of the lower strata worsened. Individual
interests endangered public well-being. Hence, it was left up to the state
to protect the common interests of the nation. Since natural harmony
that liberal thought assumed had lost its credibility, the state had to inter-
fere on behalf of the have-nots. The new policy to be pursued was called
“state economics” (devlet iktisadiyatı). This orientation, in fact, was, in a
way, the prototype of Republican etatism (Toprak, 2019a).

Most of the Unionist intellectuals became mild estatists as the Ottoman
society collapsed. Such etatism did not involve the suppression of the
private sector. Rather, the state would act as an intermediary between
public and private sectors. State economics would never endanger private
entrepreneurs. On the contrary, the state would provide the appropriate
milieu for the encouragement of private initiative so that maximum profits
could be obtained from both sectors. But the making of a nation-state
required more than economics. Hence, Unionist intellectuals felt that
social unity necessitated “sociology.” In fact, as a discipline in higher
education and as a panacea for Ottoman social disintegration, sociology
opened new vistas to Ottoman intellectuals. Indeed, solidarism turned out
to be the basic creed of the Turkish Republic in the following decades. In
the solidarist discourse, “populism” (halkçılık), later one of the six pillars
of the Turkish Republic, took center stage.

“Populism” had been introduced into Turkish political literature by
Gökalp. He used the term as a synonym for democracy. In the article enti-
tled “Halkçılık,” published in 1918, in Yeni Mecmua, he distinguished
between political democracy (“siyasî halkçılık”) and social democracy
(“ictimaî halkçılık”) (Ziya Gökalp, 1918). Populism based on solidarism
would eradicate social Darwinism and install in its place what Tekinalp
called “social politics,” which would prevent imperialistic tendencies in
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the world as capitalism would follow “the New Path” (“Yeni İstikamet”—
The neue Orientirung) (Tekinalp, 1918). Social revolution (ictimaî
inkılâb) based upon “populist” precepts would spread over the whole
globe and wipe out imperialism (Toprak, 2013).

As we shift to the 1920s, it can be argued that the Young Turk Era
(1908–1918) harbingered the Republican Turkey. The “state economics”
of the Unionists anticipated the neo-mercantilist policies in the early
decades of the Republic. As for “populism,” its brand was carried out by
the Republican People’s Party. Due to the emphasis given to the political
and legal structure of the new republic, historians tend to underestimate
the continuity between these two epochs. Without losing sight of the
radical political steps undertaken in the early republican years, one must
search for the social and economic continuities in the process of change
(Boratav, 1988). In fact, the shaping of nation-state in Turkey was a
response to the challenging nineteenth-century liberalism, and the Young
Turks pioneered this dissent in the semi-periphery of global capitalism
(Zürcher, 1984).

Lausanne Treaty and Emancipation:

The End of Capitulations

The post-war settlement was shaped by the Treaty of Versailles (1919)
in the context of the Paris Peace Conference. However, it exacerbated
the serious economic problems, failing to take account of economic real-
ities. On the other hand, Turkey too had its own problems after the
Lausanne Treaty. Several factors affected adversely the interventionist
economic policy of the government. First and foremost, despite the offi-
cial end of the capitulations, the Lausanne Treaty still imposed certain
limitations on the government, especially about customs, taxation and
concessions. Many complicated problems resulting from the popula-
tion exchange, such as resettlement issues and financing the incomers,
became the priority of the government. The early stage of nation-state
making imposed many stumbling blocks upon the policy space. The feudal
Kurdish riots against the unitary structure of the state popped up in
several parts of Eastern Anatolia. The government had difficulty in finding
the required capital for the start-up cost of reconstruction. Furthermore,
Ankara had ignored several restrictions imposed upon it by the Lausanne
Treaty, with respect to customs and concessions, along with the strict
measures that deterred foreign companies. The problem of dealing with
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these issues was further compounded by an international economy which
was undermined by the outcome of World War I and characterized by
economic fluctuations and instabilities. Such ups and downs culminated
in the Great Depression that struck at the end of the 1920s (Hershlag,
1968).

The intricate but fragile system of international division of labor had
grown gradually in the century prior to the onset of World War I in
August 1914, and brought unprecedented levels of well-being and even
affluence to the populations of Europe and some overseas outposts.
However, it suddenly disintegrated with the outbreak of World War I.
After more than four years of the most destructive war the world had
yet witnessed, world political leaders sought a “return to normalcy” but
the world economy could not easily be put together again. Concentrated
destructiveness of World War I surpassed anything in human history until
the mass air raids and atomic bombings of World War II. Estimates of
the direct money costs of the war (military operations) range from 180
to 230 billion dollars (1914 purchasing power), whereas indirect money
costs because of property damage add up to more than 150 billion dollars
(Broadberry & Harrison, 2005). Ankara had the mission of building a
new nation-state under these catastrophic conditions. Several economic
provisions of the Lausanne Treaty acted as constraints on Turkey during
the 1920s. The most important were related to the tariff and tax struc-
tures. As the tariffs were frozen at the level of the adjusted specific scale of
1916, which approximately corresponded to the level of nominal protec-
tion prevailing on the eve of World War I, Ankara had to wait for the end
of the “grace period” of the Lausanne Treaty for implementing protec-
tionist trade policies. Differential rates of excise on imported and locally
produced commodities were prohibited, the only significant exception
being the government monopolies where higher prices could be charged
for revenue purposes. Moreover, Turkey was obliged to eliminate existing
quantitative restrictions on foreign trade and abstain from introducing
new ones until 1929 (Tezel, 1994).

Reform acts, the main drive toward progress and development,
speeded up dramatically just before and after the foundation of the
Republic. The İzmir Economic Congress, held in February–March 1923
and the declaration of “economic independence” (misak-ı iktisadî), a
replica of the “national independence” (misak-ı millî) act, which became
the manifesto of the War of Independence in 1920, had a symbolic
meaning for the pursuit of national economic policy. Delegates from most
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of Turkey’s urban and rural areas, including representatives of capital
and labor, were invited to the Congress. The resulting policies were not
limited to urgent reconstruction projects, but also looked ahead to ambi-
tious economic programs. The Congress laid down certain principles of
industrial activity, which may be summarized as follows: Promotion of
legislation for the encouragement of industry in basic necessities; changes
in the customs tariffs according to the developmental needs of national
industry; preference rates in land and sea transport for local produce;
creation of better credit facilities for industry and agriculture; and tech-
nical education and training of engineers for industry (Ökçün, 1968).
Through legislation and active entrepreneurship, the state attempted to
initiate new patterns of economic development. The government’s invest-
ment activities were reinforced by three national banks. The capital of
the Agricultural Bank (Ziraat Bankası), which was established in 1888,
increased to 20 million Turkish liras. Two new investment banks were
founded: The Business Bank (İş Bankası) in 1924 and the Industrial and
Mining Bank of Turkey (Türkiye Sanayi ve Maadin Bankası) in 1925.
Both of these banks were established to finance the public and private
initiatives of early republican years.

Republican Mercantilism:

Economy Under State Protection

War finance is a branch of defense economics or war economics. World
War I was not only a military conflict, but also an economic war. In
this context, financial mobilization played an important role. The macro
logistics was on the side of the Allied Powers. In the first stage of the
war, the Allies had access to five times the population, eleven times the
territory and three times the output of the Central Powers. In terms
of the resources as compared to either side, the Ottoman Empire did
not seem to have much hope. If Germany, using surprise attack on the
Western front with superior military qualities, could not win the war for
the Central Powers in the first six weeks, then the chances of victory
could only diminish over a longer span of time. With a protracted war,
the balance of resources would become increasingly more decisive. In
all belligerent countries, labor and material resources were shifted from
civilian production to war-related purposes. A central planning system
was established to organize production and distribution. This orientation
heralded the age of regulation, or etatism in short (Supple, 2014).
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The economics of financial mobilization involved three courses of
action. First, a reasonable portion of the expenditure for troops, arma-
ments, munitions and other war-related purposes was financed by taxes.
In the second step, war loans were issued to fund the short-term govern-
ment debt. As the third step, governments borrowed from the central
banks, which practically meant printing money. The Ottoman Empire
lacked flexibility in taxation, along with a lack of confidence for internal
borrowing. Therefore, the third method of financing the war, the most
unfortunate and dangerous option, was resorted to and implemented. As
no more taxes could be collected at a time when the government’s cred-
ibility was severely undermined, the only way to finance the war was to
print money. The Ottoman government had no choice but shift from
hard currency to paper money. Consequently, huge amounts of money
were printed, adding up to 161,000,000 Ottoman liras in three years
(Toprak, 2019a). Financing war expenditure through enormous increases
in money supply did fuel price rises to a level unseen in world history.
This course of action made the Ottomans the first to experience what
might be called “hyper-inflation,” as spiraling prices skyrocketed from
the third year of the war. The cost-of-living index increased more than
twenty times from July 1914 to the end of 1918. The annual inflation
rate of 406% for 1917 remained unmatched in the economic history of
Turkey. At the end of the war, prices in the USA averaged about 2.5 times
higher than they were in 1914, in Britain about 3 times, in France about
5.5 times and in Germany more than 15 times. The great instability in
Ottoman prices and consequently in the value of home currency caused
severe social and political repercussions. The Ottoman society, creating its
own haves and have-nots, imploded socially and lost the war much earlier
than the armistice (Hardach, 1977).

On the positive side, however, it can be argued that wartime condi-
tions, along with wartime government economic policies, changed the
mentality of the Young Turks and “import substitution” helped pave the
way toward a national economy. Republicans adopted basic tenets of the
Young Turk government. “National economy” (millî iktisat ) became the
motto of the new republic. The period at least until 1927, and possibly
until 1929, marked by decent rates of growth, should be interpreted as
one of recovery and a return to pre-war levels of production.

The economic development of Turkey between the two world wars
can be analyzed in two separate intervals: First, the period of rehabilita-
tion from the ravages of the long years of wars with limited government
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intervention, mainly by administrative and legislative means; and secondly,
the period of strict etatist policies from 1929 through the 1930s, char-
acterized by energetic government intervention in the economic sphere,
especially in the establishment of basic industrial units and financial insti-
tutions to replace the foreign ones. Those years altogether were mainly
tilted toward the ideal of economic self-sufficiency on the part of Turkey,
while the system of gold standard failed to restore itself to pre-war years in
the world. The pressure of wartime finance had forced belligerent coun-
tries, except the USA, off the gold standard, which had served in the
pre-war period to stabilize, or at least to synchronize, exchange rates and
price movements. The disintegration of the gold standard brought the
final dislocation in economies at both national and international levels, as
divergent rates of inflation began to reign in countries (Hershlag, 1964).

After the dismemberment of the Ottoman Empire by the Allied powers
and the three-year War of Independence, the Republic of Turkey was
finally founded on 29 October 1923. It comprised a substantially smaller
geographical area than the Ottoman Empire, containing only Eastern
Thrace in Europe and Anatolia in Asia. Greater Syria and Iraq, and
Western Thrace were lost. Total population dwindled from 24 to 13
million. The geographical boundaries of the new country and the nature
of its political, economic, commercial and financial relations with the rest
of the world were codified in the Lausanne Peace Treaty on 24 July 1923.

The Lausanne Treaty represented a major break for the new republic
from the previous agreements of international legal framework that had
governed the relations of the Ottoman Empire with the European powers.
Three issues that caused a great deal of disagreement and conflict in
Lausanne were particularly important for Ankara. First, the capitulatory
system had opened the empire to arbitrary interpretations of the priv-
ileges granted to the capitulators. The second was the penetration of
foreign interest and influence in economic and political fields, limiting the
independence of the country. And thirdly, Ottoman foreign debts accu-
mulated remarkably since the Crimean War (1853–1856). In the second
half of the nineteenth century, the capitulatory system had facilitated the
penetration of foreign capital. The government had granted an increasing
number of concessions and privileges for the establishment and operation
of a variety of economic enterprises in the Ottoman Empire. Concessions
for railways, public utilities, banking, insurance companies and mining
were, especially important.
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The crucial issue at Lausanne was the settlement of the Ottoman debt,
which had reached 142 million Ottoman liras on the eve of World War I
(Toprak, 2019a). After protracted negotiations, Turkey assumed respon-
sibility for the part of this debt that corresponded proportionally to its
new geographical borders. As the Republic lacked financial resources,
all payments on the outstanding debt, including interest payments, were
frozen until 1929. Starting in 1929, however, this item became excessively
important, partly because of the deflation in the 1930s. By that time,
yearly payments accounted for 13–18% of total budget expenditures of
the government. Meanwhile, under the pressure of the Allied Powers, an
agreement was reached for the elimination all reparation payments arising
from the War of Independence against Greece.

The Lausanne Treaty abolished capitulations and all privileges provided
to foreign concessionaires, second time after 1914, this time multilaterally.
It restored full sovereignty and freedom of action for the Turkish authori-
ties. The treaty finally made it possible for the new government in Ankara
to nationalize some of the more important foreign enterprises, particu-
larly the railways, in return for compensation. Meanwhile, the government
embarked on an expansive, long-term effort to build new railroads that
would link eastern Anatolia with the rest of the country. This was an
important step toward national security and the creation of an integrated
domestic market within the borders of the new nation-state.

A closely related issue concerned the right of the country to pursue
independent commercial policies. The free-trade treaties of the nineteenth
century, signed with Western powers as an extension of the capitulatory
system, ruled out government monopolies and committed the Ottoman
state to low rates of customs duties, that is, 5% on imports and 12% on
exports. Duties on exports were lowered and remained at 1% ad valorem
until World War I. Ad valorem duties on imports were raised to 8% in
1861 and further to 11% in 1905. The most important aspect of the
system was that tariff rates could not be changed without the consent
of the European powers. As a result, Ottoman governments were unable
to pursue protectionist trade policies until the outbreak of World War I
(Issawi, 1980). At Lausanne, tariff rates on imports were fixed at levels
comparable to those established by the Ottoman tariffs of 1916. After
a grace period of five years, the new republic would be free to pursue
independent commercial and tariff policies.

During World War I and the War of Independence, Turkey’s losses
were very large. Total population within republican territory appears to



98 Z. TOPRAK

have declined by more than 30% between 1913 and 1923 (Toprak, 2017).
Life expectancy declined to almost 30 years and literacy rate to 5%. Infant
mortality rose to more than 60%. Animal husbandry dwindled to one
quarter of the 1913 stock. There was a sharp fall in the urban population.
The population exchange between Turkey and Greece, starting in 1923,
further exacerbated the difficulties of economic redress, as new settlers
had hard time to adapt themselves to their new environments. Agriculture
also suffered heavily from the wars. Large segments of rural population
were dislocated. Ethnic hostilities in different parts of Anatolia, along
with the departure of Greek and Armenian peasants, affected the rural life
adversely. The drastic fall in the number of draft animals reduced means
of agricultural production. Areas under cereals cultivation decreased by as
much as 50% between 1913 and 1923 (Pamuk & Toprak, 1988). Cash
and tree crops were also hard hit. Levels of production of tobacco, cotton,
raisins, ir branches of mining and industry were also severely affected.
Railways, roads and ports were to a large extent destroyed.

However, in some branches of manufacturing, the disruption of
imports, coupled with the rise in tariffs after 1916, encouraged the
domestic production of imported goods. Not surprisingly, foreign trade
had fallen sharply from its high levels in the years before World War I. In
1918, the value of exports was only 11% of the value in 1913 (Eldem,
1994).

Major Targets of the Government

Toward Self-Sufficiency

Meanwhile, the government laid down the major target of policies mainly
as the protection of the national industry, of the local producers and
their works and the utilization of domestic raw materials for industrial
development. Balancing the budget and limiting the amount of money
in circulation were also considered crucial, as the ravages of Ottoman
economy haunted the minds of policymakers. First of all, the govern-
ment had to avoid foreign aid on binding terms. “Balanced budget and
strong currency” (Denk bütçe, sağlam para) became the motto of national
economy. The amount of Turkish lira in circulation in 1923 did not
change until 1939, leaving behind the dreadful and catastrophic price rises
during World War I (Pamuk, 2018).

Measures were also taken in the field of industrial legislation. In April
1924, raw materials for export industries were exempted from duties.
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1925 witnessed new regulations defining the legal status of professional
associations of craftsmen, which were henceforth to be under the control
of the Chamber of Commerce and the Ministry of Economy. The same
year, the government published a decree which imposed on state institu-
tions and those assisted by the state the duty of purchasing local produce
if its price did not exceed that of foreign produce by more than 10%
(Toprak, 2019b).

On the eve of World War I, attempts were made to encourage local
industrial development through legislations issued in 1909 and 1913.
They stipulated facilities for investors about acquisition of land and
exemption from taxes and custom duties on imported raw materials, fuel
and machinery. In the republican years, investment was further stimu-
lated both by the Law for the Encouragement of Industry (Teşvik-i Sanayi
Kanunu) of 1927 and the announcement of tariff reforms to be under-
taken at the expiration of the “grace period” of the Lausanne Treaty.
The 1927 Law reflected the government’s decision to implement its own
declarations and resolutions of the İzmir Economic Congress, concerning
the encouragement of private initiative. Government intervention was
restricted to those cases where private activity failed and capital-intensive
investment was required. According to the industrial census taken in
1927, 44.30% of the enterprises were concentrated in food processing
and 23.83% in textiles. The share of industries producing or servicing
capital goods did not exceed 7–10%. The government owned at that time
only the remnants of the pre-war state enterprises: The shoe factory in
Beykoz, wood mills in Hereke and Feshane and a cotton-weaving mill in
Bakırköy. These enterprises were transferred to the Industrial and Mining
Bank of Turkey. Owned by the state, the Bank further aimed at facilitating
the supply of credit to private initiatives and participated in 16 enterprises
(apart from state-owned enterprises taken over by the military) until it
became integrated, in 1933, with state-owned Sümerbank, the flagship
of the industrialization in the thirties, within the framework of the First
Five-Year Industrial Development Plan.

Lack of adequate initial capital was the main handicap of the slowly
emerging industry. Great importance should therefore have been attached
to the development of investment banking facilities. The initial step was
taken by the establishment in 1924 of the Business Bank (İş Bankası).
Although founded by the initiative of Atatürk, the president of the
Republic, the Bank had a private character and reflected the then existing
tendency of supporting private initiative for economic development. The
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tasks of the Bank extended over a wide range of activities, including
investments in industry, mines and commerce; credit facilities in the orga-
nization of export activities; and stimulation of more extensive savings.
In the early years of the Republic, the government encouraged the
rapid growth of sugar industry, as Turkey suffered heavily during World
War I due to the lack of sugar imports. The area of sugar beet culti-
vation increased, and the first sugar factory was established in Uşak,
with the financial assistance of the Business Bank. Shortly afterward, a
second factory was established at Alpullu in Thrace, and a third one in
Eskişehir. Simultaneously, the government monopolized the import of
sugar and regulated its price at home. Imports of sugar sharply dropped
and disappeared completely in 1935. One of the concessions with lucra-
tive income during the Ottoman years was tobacco. The government took
over tobacco Regie in 1925, and at the end of the 1920s, it controlled
the monopolies of tobacco, salt, alcohol and spirits, matches, sugar, oil
and gasoline. The income from these essential goods did close the gap
resulting from the abolition of the tithe (aşar), the land tax based on
Sharia.

Institutional Framework for National Economy

The reorganization of internal trade was of great importance for the
future development of both agriculture and industry, as well as for the
marketing of their products. Following the Greek exodus, commercial
activities carried out by Turks increased and many new trading companies
started up. The Law of Chambers of Commerce and Industry (Ticaret
ve Sanayi Odaları Kanunu) enacted in 1925, regulated professional
issues, made membership of Chambers compulsory for businessmen with
a capital of more than 5000 Turkish liras and put the Chambers under
government control. Commodities Exchange Markets were established in
several cities; for hazelnuts in Trabzon and Giresun, for cotton in Adana
and Mersin, for grapes and figs in İzmir and Manisa, for cereals and wood
in Ankara, Konya and Eskişehir and for cereals and opium in Kütahya
and Afyon. As for external trade, the tariff rates to be introduced were
not known until 1929, but preparations for the reform had begun in
1925 and the general expectation was that the new tariff would be highly
protective, with high rates for final consumption goods and low rates for
imported inputs.
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The government also changed the tax structure with the abolition of
the traditional tithe of about 10% of output in agriculture and the animal
tax (ağnam). To replace partially these sources of revenue, it increased
the indirect tax levied on consumer goods, with a new 10% tax on the
value of domestic industrial products, and raised the prices of commodi-
ties such as salt, sugar and kerosene sold by state monopolies. A first
attempt to introduce income taxation was also made, with agriculture
exempted. The abolition of the tithe has been viewed as the most impor-
tant single change in policy affecting the agricultural sector during the
interwar period. In 1924, the tithe accounted for 22% of the central
government’s budget revenue and 63% of the direct tax revenue. The
abolition of the tithe, thus, involved the loss of the most important source
of public revenue, and the newly instituted indirect taxes did not fully
make up for the loss. The overall tax payments of the agricultural popu-
lation were reduced considerably during the 1920s, shifting the burden
on the urban population. But the internal terms of trade still made the
rural populace vulnerable, as the price of non-agricultural goods increased
faster than agricultural goods (Toprak, 2019b).

Close to one-third of the firms established in the 1920s were joint
ventures of Turkish and foreign investors. The positive attitude toward
foreign capital had a counterpart in government subsidization of domestic
private enterprises (Keyder, 1981). The Law for the Encouragement
of Industry offered a wide variety of incentives and subsidies to the
new industrial establishments. Private investors also benefited from state
monopoly of sugar, tobacco, oil, matches, harbors and other business
areas. The government did not directly exercise its monopoly rights but
allowed them to be held by domestic or foreign firms under favorable
terms. The model of industrial development pursued by Ankara empha-
sized public financing with active participation of private local investors
and capital contributions from foreign investors. Shortages of capital for
financing industrialization and mining were met by the above-mentioned
investment banks. They extended loans to the new industrial enterprises
at low interest rates.

The years from 1923 to 1929 were characterized by the typical high
growth rates of post-war periods. The estimated growth rate for GDP was
7.5% (Hansen, 1991). Terms of trade losses brought the rate of growth
of gross national product down to 6.9%. The corresponding per-capita
growth rates were 5.4 and 4.8%, respectively. Considering that these are
growth rates for a post-war reconstruction period, they are respectable
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but not remarkably high. Behind the overall growth rates is an 8% annual
increase in agriculture from 1923–1925 to 1927–1929. But construction
and financing grew even faster, by 17 and 23%, respectively, and transport
grew at a rate of 11%. The increases in manufacturing and government
expenditures were less than average, but what held the overall growth rate
not-so-high was the very low growth in housing and services (Hansen,
1991).

The increase in agricultural population is not known, but the exodus
and exchange of population must have been a disrupting factor. The use
of modern agricultural implements and machinery began expanding but
data indicate a very low degree of mechanization, which was due to low
level of education and lack of technical expertize. Turkey had labor short-
ages. Foreign labor had to be imported from Balkan countries for the
construction of Ankara. Attempts in labor-intensive methods failed in
most cases. The tractors imported from Italy ended up in tractor ceme-
teries as they were designed for Italy’s soft soil and unsuitable for Turkey’s
harsh landscape. Furthermore, there was a lack of technical manpower
required for the reparation of farm implements. The unusually rapid
increase in yields may have been related to a return to pre-war circum-
stances and favorable weather conditions. Such a rise in yields was an
important factor that should be emphasized in terms of the contribution
of agriculture to the expansion of exports until 1929. Despite the exodus
of rural Greeks and Armenians, who specialized in cash crops much more
than their Muslim counterparts did, exports of tobacco, cotton, figs,
raisins and hazelnuts to Europe and the United States rose steadily. By
1929, if not earlier, volumes of exports of these cash crops from the areas
within the country’s borders appear to have reached, if not surpassed,
the levels of 1913. The share of manufacturing in 1923–1929 was by
no means negligible, that is, almost 10% of GDP. Several factors should
have served as a stimulus to industrial growth, but they were apparently
slow to work. Post-war recovery in the urban areas led to the tripling
of construction activity, thus generating substantial demand for building
materials, timber, brick and cement. On the other hand, the high growth
rate in agriculture must have generated a higher demand for consumer
goods and possibly for agricultural inputs (Hansen, 1991).



3 FROM GLOBALIZATION TO DEGLOBALIZATION … 103

Concluding Remarks: The End of Dependency

The monetary and financial disorders caused by the war and aggravated
by the peace treaties eventually led to a complete breakdown of the
international economy. The 1920s were trial-and-error years of Euro-
pean powers. Unable to restore international trade to pre-war levels, they
implemented a variety of restrictions, such as protective tariffs, physical
import quotas and prohibitions, export subsidies and other measures to
stimulate exports. Exaggerated economic nationalism resulted in lower
levels of production and income. These drastic measures further deepened
the crisis to such an extent that the protectionism of the 1920s may well
be labeled as “neo-mercantilism.” Each new restrictive measure provoked
retaliation by other nations whose interests were affected. Volume of
world trade had more than doubled in the two decades before World War
I. It barely achieved the pre-war levels in the two decades that followed
(Pamuk, 2018).

Turkish government’s efforts toward reconstruction paid off. Toward
the end of the 1920s, Turkey was able to meet its previous financial
commitments and the economy recovered at least to its pre-war levels.
The 1920s also saw radical economic and social reforms, however insuf-
ficient, in agriculture and in the public budget and taxation methods.
These novelties, together with the beginnings of modern industry and
real growth in traditional manufacturing, promised greater economic
independence for the future (Pamuk, 2018). Gradually, the government
reduced budget deficits and even registered a small surplus in 1928/1929
fiscal year, thanks to controlled expenditure and improvements in tax
collection. Only in the depression episode of 1929/1930 did the deficit
climbed once again. Then came the 1930s, when international upheavals
and national responses and attitudes dramatically altered the economic
setup both in Turkey and the world.

The post-tariff regulation policy took various forms. Foreign-exchange
control was imposed in December 1929, following a huge demand for
foreign currency for large imports in that year, causing a considerable
depreciation of the Turkish lira. A system of quotas and restrictions on
the import of certain commodities, along with a system of clearing and
compensation agreements, constituted the measures taken by the govern-
ment, bringing practically all foreign trade under government control. All
these measures favorably affected Turkey’s trade balance and increased
the protection of domestic production. However, they hampered the
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development of a healthy and normal import–export policy. Meanwhile,
Germany knew how to apply the clearing system and brought Turkey
into its own international trading network, gaining effective control over
Turkish foreign trade until World War II (Tekeli & İlkin, 1983).

In fact, apart from its cost in terms of the pitiable destruction of
human life, the Great War was pyrrhic. Draining efforts of the war
and commitments and the punitive peace designed in Paris in 1919–
1920 led Europe and Turkey into profound economic difficulties and
vicious political tragedies. The Austro-Hungarian, German, Ottoman and
Russian Empires imploded. France was profoundly weakened. The United
Kingdom lost its finance pre-eminence and trading strength to the USA
and entered a prolonged and slow period of imperial twilight. The devas-
tation was global. The costs and material destruction of war and the peace
settlement, the huge overhang of public debt, and the consequent dislo-
cation of trade, money and capital flow, all helped to destroy the basis of
the pre-war gold standard and global economic and financial system. The
profound misery of humanity’s economic and social experience between
the two great wars flowed directly from the Great War. Meanwhile,
the capitalist system had temporarily accepted state intervention (Supple,
2014).

Turkey did survive under these dire conditions before establishing its
nation-state in the 1920s. War finance for the first time in Turkish history
challenged the Ottoman administration. This was a “total war.” Home
front had to sacrifice almost all its assets. High inflation created Ottoman’s
haves and have-nots. Ottomans lost the war in the fronts. But Ottoman
society imploded before the end of the war.

The War of Independence was a watershed for the restoration of the
national economy in Turkey. Despite the depressive milieu, the Repub-
lican economy fared reasonably well in the 1920s. The year 1929 was in
several ways a turning point for economic development. This was the year
of the beginning of the Great Depression when new strategies were called
for at the level of the world economy. It was also the final year of the five-
year grace period for customs tariffs of the abolished capitulations when,
among other things, Turkey obtained tariff and tax autonomy. For both
reasons, 1929 was the year from which new development efforts should
have been expected as it heralded the last stage of what may be called
“Turkish deglobalization.” Finally, after the war economics of World
War I and early republican endeavor for national-economy building, the
third stage of Turkish self-sufficiency efforts, characterized by respectable
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industrialization in the 1930s, exhibited the highest growth rates in
Turkish economic history, at a time when Ankara implemented economic
planning as the second case in the world after Moscow (Yenal, 2003).
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Ekonomisi. Türk Tarih Kurumu.
Gökatalay, S. (2020). The political economy of corporations in the late Ottoman

empire and early Turkish Repulic (1908–1929). Atatürk Araştırma Merkezi.
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CHAPTER 4

Turkey’s Attempt to Break the Fetters Before
the Ladder Was Kicked Away, 1929–1947

M. Erdem Özgür and Eyüp Özveren

Introduction

There exists a rich tradition in political economy that takes either “impe-
rialism” or “international division of labor” as a point of departure and
attributes the ill fortunes of undeveloped or underdeveloped countries
to this specific connection. It is argued that development is made diffi-
cult and distorted with obstacles placed on the way, if not outright
impossible. More sophisticated formulations responding to the visible
trends in the 1970s and 1980s without conceding from the earlier
gains of dependency approach turned to seemingly oxymoron—but when
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thoroughly considered, meaningful—specifications such as “dependent
development” (Evans, 1979). Underlying these approaches are graded
notions of a “dependency” that characterizes the connection between
developed countries and the rest of the world as basically of an asymmetric
nature. Various studies conceived with this basic perspective in mind,
depending on where they stand along the optimism–pessimism axis, spell
out strategies for “breaking the fetters” to “unbound the Prometheus”
once more pace David Landes (1969), borrowing the title of his now-
classic study of European industrialization, on one end, and to resonating
Albert O. Hirschman (1970) to specify the possibilities as “voice and exit”
by recourse to “exit” as “de-linking” after Samir Amin (1990) on the
other. In this chapter, with this “dependency” literature in mind, we are
concerned first and foremost with how close Turkey came to “breaking
the fetters” in the wake of the Great Depression.

As of the 1970s, with the seemingly contradictory observation of
industrialization in developing countries, there has accumulated a new
critical literature from within the development economics. Development
could no longer be treated synonymously with industrialization as had
been the case until then with both mainstream and heterodox approaches.
It became increasingly clear that industrialization itself was subject to
geographical relocation from “center” to “periphery,” just like any other
entity on which the principle of Vernon’s (1966) product life cycle
applied. The shift in itself did not suffice to tell a success story about
the country on the receiving end. More often than not, it showed the
degrading of the activities involved in the relocation. Critical scholars
thus had to adopt a subtler analytical framework that took into consider-
ation the deeper dynamics at work beyond mere dependency, as well as
measuring development in both absolute and relative terms. This critical
literature serves as a safeguard to the excesses of modernization theory,
as well as a constructive criticism to some of the lacunae in dependency
formulations. It not only shoulders the nineteenth-century lessons of
Friedrich List and the German Historical School, but also emphasizes
that institutions matter as the other leg of the context. The best-known
example of this kind of development economics is advocated by Ha-Joon
Chang (2003).1 He has repeatedly argued that now-developed countries
developed by doing exactly the opposite of what they, along with inter-
national organizations such as the World Bank and the IMF, recommend
today as best policies and practices to developing countries. It is not only
that they recommend different policies, but they actually make sure, by



4 TURKEY’S ATTEMPT TO BREAK THE FETTERS BEFORE THE … 109

changing the “rules of the game” when necessary, that the newcomers
cannot replicate their experience. His path-breaking work that captures
the specification of this deliberate obstruction, Kicking Away the Ladder
(2002), provides us with the second component of our title.2 We formu-
late our argument concerning Turkey’s attempt as seen from a window
of opportunity that was shortly opened by the Great Depression when
the ability of those who kicked away the ladder was considerably eroded
by a set of circumstances, and it was later to be closed by a new round
of “kicking away the ladder,” as witnessed with the construction of the
postwar world under Bretton Woods international order. So much for the
parameters of our deployed analytical scheme as summarily expressed in
our title.

A few words on identifying the motivating problems for our work
in existing literature remain in order. It is always useful to put ideas in
perspective by use of (very) long-term observations with respect to greater
spatial units of analysis. A recourse to economic history will help highlight
them more easily. Let us do to Roger Owen the same honor he did to
Charles Issawi at the very end of his now-classic Middle East in the World
Economy (1981):

In post-war Turkey, the regime established by Atatürk and the Republican
People’s Party remained embarassingly dependent on foreign capital and
foreign enterprise even during the period of étatist policies in the 1930s.
Neverheless, by 1914, the beginnings of a movement directed against the
structure of dependence established in the nineteenth century can dimly be
discerned. On this subject let Charles Issawi have the last word. Writing in
1961 he noted:

In the last forty years, and more particularly in the last ten, three main
shifts of power have taken place in the Middle East: from foreigners to
nationals; from the landed interest to the industrial, financial, commercial
and managerial interests; and from the private sector to the state. (Owen,
1981: 293, emphases added)

Owen speaks of the persistence of an embarrassing dependence in the
long term. Issawi qualifies this further in terms of timing and changing
forms across the Middle East. Forty years back from 1961, we get to
the early republican Turkish experience, and ten years back, we get to
the more general postwar spread of “economic development” in the rest
of the Middle East. In one of the best studies of political economy of
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the Middle East by Alan Richards and John Waterbury, we see this point
worked out in greater detail:

Turkey serves as bellwether for the region in this process. It is one genera-
tion in advance over all its neighbors in the Middle East, having begun in
economic policy and state building in the 1920s what most other countries
would not attempt before the 1950s. (Richards & Waterbury, 1996: 43;
emphases added)

They go on to speak of a “Turkish paradigm,” and of “replicating
the paradigm,” with Turkey as “an example if not a model” for the
other countries in the region, and argue that “Turkey showed what
could be done to thwart imperialism,” launching on an experimenta-
tion with import-substituting industrialization (ISI) strategy as early as in
the interwar period (Richards & Waterbury, 1996: 175–176, 180). The
authors opine that, after the 1950s, when a “liberal” economic phase was
experienced, “[o]nly after a military takeover in 1960 did Turkey return
to etatism. By that time it had been joined by another half-dozen states
in the region” (Richards & Waterbury, 1996: 179–180; emphasis added).
They felt obliged to note that the dissemination concerned was not the
consequence of voluntary emulation but of broader forces of conver-
gence at work on a world scale: “In fact, state-led ISI spread throughout
the developing world in the years after 1945 and, as a strategy, had a
logic independent of any single country’s efforts” (Richards & Water-
bury, 1996: 180). Notwithstanding the question of whether or not it
was the same etatism to which Turkey returned in the 1960s, we need
to emphasize in our narrative how Turkey’s role in this respect as an
outlier and a pioneer-trendsetter in the 1930s3 was “normalized” so as
to become one among the many in the postwar context. Such “nor-
malization” was nothing less than an erosion of the global significance
of the Turkish experience with the shifting context. This normalization
process, moreover, possessed an out-of-the-ordinary attribute that begs
for further scrutiny. Not only was Turkish economic development “nor-
malized,” but also Turkey got stuck or “trapped” at a certain stage of
economic development, to use a more fashionable term:

The case by case periodization of growth according to the stages formu-
lated by a leading modernization theorist indicate that Turkey and
Argentina are exceptional as far as persistence within an early phase is
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concerned (Rostow 1978). Both countries, which had made an early entry
into the path of development were now being taken over by late-latecomers
in their political economic environment. (Özveren, 2000: 15)

This empirical demonstration by W. W. Rostow (1978), the develop-
ment economist who previously authored a “noncommunist manifesto”
of economic growth that left a deep mark on mainstream modernization
theory, suggests how the early success of Turkey may have been arrested
because of changes in international economic climate that benefitted the
very forces economic development and the war economy cultivated in the
first place. This concern lies behind our periodization of this chapter into
two phases. Before going into that in the next section, however, several
historical reminders are in order.

The Ottoman Empire yielded its heartland territories to the Turkish
Republic as the major heir, after a decade of successive wars, the last
of which was a national liberation struggle (1919–1922). This national
liberation movement inspired many future leaders of the Third World,
including Mahatma Gandhi and Jawaharlal Nehru of India, not to
mention Sun Yat-sen of China. It was the first example of a country
defeated in the First World War rejecting what John Maynard Keynes
called a “Carthaginian Peace” imposed by the winners at the Paris
Conference in Versailles by way of a resounding victory in the War
of Independence. Not only was the effect of this event of potential
worldwide significance, but also the making of this victory at both the
battleground and the peace talks depended on a correct reading of
the international context and exploiting conveniently the circumstantial
opportunity created by the Soviet Revolution. By forging a mutually
beneficial strategic alliance with their northern neighbor, the Kemalist
regime in Ankara could turn the table upside down to its advantage.

The newly formed state inherited a huge international debt from its
predecessor, which was negotiated during the peace talks leading to the
Treaty of Lausanne (1923). Some economic clauses of the peace treaty
put certain limitations4 on state-led economic policy in terms of the trade
regime and monetary policy. In addition to the massive debt burden, the
expenses of reconstruction due to physical destruction by warfare in the
more developed market-oriented regions of the country, and the costs
incurred by resettlement of refugees from Greece and Bulgaria upon the
agreements of population exchange compounded economic difficulties.
The new regime, despite its strong developmental aspirations it inherited
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from the last decade of the Ottoman Empire, was thus confined to a “lib-
eral” economic policy until the start of the Great Depression in 1929. The
1920s can best be understood as a period of “reconstruction under open
economy conditions” (Boratav, 1993: 37; 2008: 311). The distinguishing
characteristic of the era was international market-led agricultural devel-
opment. The new regime compromised from ideological and doctrinal
commitments and “adopted a relatively free trade and finance policy.” For
Keyder (1981: vii), the 1920s were “a period of full integration into the
world economy despite the constitution of an independent nation-state,
and it exhibited an almost exemplary structure of a dependent economy.”

The far-reaching changes the national economy underwent in the
1930s, will be presented in the next section. We will see how this trans-
formation in structure and purpose had one foot in the world economic
trends of the time and the other in the specificities of national condi-
tions and the resulting institutional “embeddedness” thereof. It should be
noted that the reinforcement of the one-party (Republican People’s Party;
hereafter RPP) regime inherited from the 1920s, as first of a number of
institutional innovations inaugurating the era, was also the precondition
for the emergence and success of a national economic model of develop-
ment just as its postwar dismantling would herald the end of our period
of study.

The First Phase (1929–1939): The Great

Depression & the Innovative Turkish Response

The Turkish Republic changed the track of its economic policies during
the Great Depression, the most serious economic crisis that the world
economy had ever faced, a crisis which dwarfed all previous crises in size
and intensity. In General Theory, John Maynard Keynes suggested that
the instability of investor confidence, which affected the level of business
investment, was a major reason for the collapse of industrial production
in the developed world (Keynes, [1936] 1964: 315–320). While Eichen-
green (1996) denounced the gold standard, Friedman and Schwartz
(1993: 299–301) blamed contractionary monetary policy implemented
in the US. In their view, this policy made the crisis more severe in the
US and contributed to the spread of depression throughout Europe.
Bernanke (1983: 258), in a similar vein, argued that the effects of the
credit squeeze “helped convert the severe but not unprecedented down-
turn of 1929–1930 into a protracted depression.” The credit squeeze in
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the US also affected Europe adversely. Capital flows from the US had
fueled the economic boom of the 1920s in Europe; however, those flows
declined significantly after 1927, causing a severe credit shortage. All in
all, international lending declined by over 90% between 1927 and 1933
(Hobsbawm, 1996: 89).

Whether the Great Depression was triggered from within the US
economy is important because in the course of the process US was on the
way to become the primary global actor in the world economy and ulti-
mately rise as the world hegemonic power promoting its custom-tailored
postwar international order. Whereas John Kenneth Galbraith (1961:
182–191) focused on the internal structural problems of the US economy
to do with the unequal distribution of income, investment deficit, and
the role of luxurious consumption, Kindleberger (1986: 289) turned his
attention to the greater picture with Britain unable, and the US unwilling,
to assume responsibility for managing the financial flows of the world
economy. The crisis in the developed world spread to the underdevel-
oped world swiftly, as the advanced countries hit by the crisis held a large
share of world trade. Protectionism was seen as the best way to defend
national economic interests against the vagaries of the world market. Such
policy, however, was easier said than done, as national state-capacity in
the economic sphere was required to implement protectionism (Polanyi,
[1944] 2001: 216–217).

The deflation that followed the crash in 1929 hit primary-good
producing countries harder than the industrial ones, owing to deterio-
rating terms of trade resulting from the sharper decline in the prices of
agricultural and primary goods. Be that as it may, when the Great Depres-
sion hit Turkey through mainly reductions in agricultural export revenue,
the country was nevertheless in a better position than many other equally
vulnerable peripheral economies, as it possessed full political indepen-
dence and a corresponding capability to shape its own economic policy
at a time when such autonomy was a rare phenomenon in what would
become the Third World only after the Second World War. With the
expiration in 1929 of certain important economic clauses of the Treaty
of Lausanne, such as the customs policy stipulations, the new regime
could proactively adopt an interventionist and protectionist develop-
mental policy, thereby, transforming the unfolding international economic
crisis into a national developmental opportunity. Yet, this economic
orientation would emerge neither easily nor spontaneously. Competent
policymakers were needed throughout this trial-and-experience process.
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The year 1929 was the beginning of a heavy storm that reshaped
the world economy, but at the same time it was a window of oppor-
tunity for developing countries (Frank, 1967). During that short period
of time from 1929 to the beginning of the Second World War, the policy
decisions made by peripheral countries could break the fetters of depen-
dency. Turkey was among the countries that could take advantage of
the weakened power relations between the core and the periphery, orig-
inating from the aggravated internal problems of the former. Political
and economic independence was the motto of the new regime in Turkey
from the very beginning, but the 1920s were tough years, because of the
economic reconstruction underway as well as the temporary economic
provisions of the Treaty of Lausanne, for the state to assume the role of an
autonomous policymaker. The obvious weakness and inability of national
bourgeoisie to initiate the much desired industrialization, along with the
adverse conditions generated by the Great Depression, steered the policy-
makers toward a major shift in economic course of action. Starting from
1929, the state began to take pronounced measures to increase its control
over the economy, including foreign trade. The “revolution from above”
type of intervention in the sociopolitical sphere, pertinent to the 1920s,
was introduced with a new vigor into the economic sphere in the 1930s.
Possessing a certain degree of policy autonomy, the state, controlled by
a strong bureaucracy situated somewhat above—if not equidistant to—
social classes, launched protectionist measures along with an early version
of import-substitution industrialization (ISI) policy. One should keep in
mind, though, that the inward-oriented policy framework of the time was
by no means peculiar to the Turkish case.

Prime Minister İsmet İnönü declared the character and pronounced
the name of the new economic policy in 1930: Etatism. However, etatism
in this context was not synonymous with economic planning. It meant
more than that, and “how much more” was the main subject matter.
Etatism suggested that the state go beyond “a handmaiden role” vis-
à-vis the private sector so as to “to seize the ‘commanding heights’ of
the economy” (Richards & Waterbury, 1996: 178), controlling the key
sectors. Yet, this augmented role of the state did not indicate a dimin-
ished role for private entrepreneurship, because a zero-sum game was not
conceived between the two. State power and scope would be expanded via
more active involvement in the economy, and the private sector could also
benefit from this state-led economic framework through profits. Indeed,
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the policymaking elite of the period believed that private entrepreneur-
ship would be protected and fostered in the playground set by the
government (Kuruç, 1987: 53). Increasing public investment expendi-
tures were not meant to crowd out private investments.5 Instead, by
undertaking investments that the private sector usually shied away due
to reasons of scale or profitability, the state would show its support for
private entrepreneurs and its underlying commitment to capitalism. As
a matter of fact, the emerging bourgeoisie prospered through “etatism
by obtaining marketing monopolies through the state economic enter-
prises, exclusive import licenses, credit from state controlled banks under
very favorable terms and lucrative contracts from state firms to under-
take major construction projects” (Pamuk, 1981: 26). In a sense, etatism
helped create early segments of a national bourgeoisie within the broader
“national economy” framework. Before delving into the developments
that followed the initial phases of the Great Depression, we should take a
look at its effects on society.

The Great Depression had varying effects on different social groups.
Agricultural population was affected negatively in general, but large
land-owners, despite their political strength, suffered more than the
medium-sized, non-mechanized farms and peasants with self-sufficient
family holdings because of the severe contraction of the export markets.
Moreover, input prices did not decline as much as product prices resulting
in another source of strain for large, market-oriented farms. The Land
tax, which replaced the tithe, forced small- and medium-sized farmers
to market a certain portion of their products, making life more difficult
particularly for small family farms whose surplus production was quite
limited. Landless laborers in rural areas lost their employment opportu-
nities in large farms, but road construction schemes of the government
provided them with an alternative job opportunity. In short, the Great
Depression affected the overall rural population adversely in varying
degrees. Merchants, industrialists, bureaucrats, and urban laborers that
compose the urban population were not immune to the effects of the
Depression either. Merchants who were in direct contact with agri-
cultural producers suffered from declining revenues, yet usurer/trader
type of merchants benefited from the negative rural conditions through
appropriating the lands of peasants unable to pay their debts. Large
exporters were definitely affected negatively, while small local traders were
not influenced much. Foreign trade restrictions shifted internal demand
toward domestic goods. Hence, the industrialists benefited from the
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Depression conditions, thanks to lower agricultural prices accompanied
by stable manufacturing prices. Civil servants were also among the bene-
ficiaries, as their real incomes increased. Similarly, urban laborers enjoyed
new job opportunities created by developing small- and medium-scale
industrial enterprises. The consensus on the necessity of industrializa-
tion between the bureaucracy and large landowners, who wanted a stable
internal demand for their products independently of the conditions of the
world economy, was a significant consequence of the Great Depression
(Tekeli & İlkin, 1983: 216–223).

Economic development through industrialization had been the
strongest aspiration of the Republic since its foundation. The Great
Depression, along with the uncertainties it created in the international
milieu, provided Turkey with a historical opportunity to run after this
aspiration. Core countries of global capitalism found themselves in the
midst of an unexpectedly deep and long crisis, which forced them to
renounce the premises of liberal capitalism such as free trade and the gold
standard (Polanyi, [1944] 2001). Preoccupied with their own problems,
the core countries lost their grip on the periphery, providing the latter
with a window of opportunity for developing their own national indus-
tries (Berend & Ránki, 1974), through imitation as well as ad hoc trial and
error, in response to the unfavorable primary commodity export trends,
“and the attendant balance of payment crises” (Bagchi, 1987: 167).

With a swift policy change, and with one-party system in place, Turkey
seized this opportunity by preparing its First Five Year Industrializa-
tion Plan (FFYIP) as the major vehicle of etatism. The FFYIP aimed at
building up an independent and industrialized economy that is immune
to wartime and peacetime crises. In this process, Turkey benefited consid-
erably from Soviet guidance, which did not involve any strings attached,
political or otherwise. Soviet economic experts arrived to Turkey in
August 1932 and submitted their report titled “Turkish Cotton, Linen,
Flax, Chemical and Iron Industries” (Türkiye Pamuk, Keten, Kendir,
Kimya, Demir Sanayi) in November 1932. Not all suggestions of the
Soviet experts accorded with the wants and needs on the Turkish side, but
they still provided an important source of inspiration for the industrializa-
tion plan and even for longer-term industrialization attempts6 (Tekeli &
İlkin, 1982: 158–168). Because of the Soviet role in the Turkish plan-
ning process, the First Plan would have a compulsory dimension that
went further than the characteristic incentive planning of the postwar
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mixed-economies, and even in the 1960s, after the mainstream retrench-
ment, Turkish economic planning would remain compulsory for the
public and incentive for the private sector. Except for the loan from
the Soviet Union, with a value of 10.5 million Turkish Liras and used
for textile investments exclusively, and the loan from Britain, which
was worth 16 million pounds and used to finance Karabük Iron and
Steel Factory; the industrialization plan was financed with government’s
budgetary funds, especially through indirect taxes levied on consumption
goods. There was no substantial increase in internal or external debts
during the 1930s (Kepenek & Yentürk, 1994: 59, 61). Although the
planners did not have much control on the technology of production,
the industries covered by the plan would employ domestically available
inputs eliminating concerns that could arise from the availability of raw
materials. Hence, although technological dependence was an unavoidable
aspect of the period, the authorities tried to minimize the dependence on
external financial resources and the problems associated with raw material
availability in the implementation of the Plan.

The FFYIP began to be implemented in 1934 and covered the period
between 1934 and 1938. It involved the establishment of state-owned
factories within a coordinated framework. The priority was given to
consumer goods, such as textiles, sugar and food processing, and also
to intermediate goods, such as paper, cement, glass, iron, and steel.
The locations picked for these new enterprises were medium-sized urban
centers on the existing railway lines (Arnold, 2012: 367; Pamuk, 1981:
26).7 Industrialization was a development path with increasing returns
and the FFYIP was a success.8 Dependence on foreign producers (and also
on “comprador” importers) of basic consumer goods declined consider-
ably. Industrialization not only created new employment opportunities,
but also helped to attain a relatively balanced budget on the part of the
government. The next step was to launch a more ambitious second Plan
in 1938, which covered such areas as mining and construction of power
plants for electrification. Nonetheless, the outbreak of the Second World
War in 1939 prevented its implementation.

One major indicator of the success of planned economic development
via industrialization was the high growth of national output, as reflected in
its annual average growth rate of 9% between 1933 and 1939 (Kepenek &
Yentürk, 1994: 70), though this figure is suspect of a certain over-
estimation. Be that as it may, even if it were less, qualitative significance
of the change underway far outweighed its numerical measure. Various
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reports and studies about the second and third plans reflect an orienta-
tion toward a more comprehensive approach to economic development
by establishing growth poles around Zonguldak-Karabük and Kütahya
(Tekeli & İlkin, 1992: 47). Such orientation indicates an awareness of
the significance of “industrial districts” as a vital catalyst to growth and
development via spillover effects. There was also a growing concern for
the “microeconomic” aspects and efficient management of state economic
enterprises in terms of cost-conscious and rational decision making. This
turn of mind could serve as a check for the common problem of fostering
internationally uncompetitive high-cost industries in the context of the
early version of ISI. In this way, an important bottleneck could be resolved
by raising prospective export earnings that would then sufficiently finance
the imports of technology, machinery, and certain necessary inputs.

The contributions of Dr. Max von der Porten, a consultant employed
by the Ministry of Economy and a protégé of Celal Bayar, the last Prime
Minister of Atatürk, are important in this respect. Recourse to the view-
point of outsiders reflects the outward-looking attitude of policymakers
at a time when the collapse of world markets encouraged autarchic aspi-
rations. At first, the best technologies available were sought for the new
state economic enterprises (Kepenek & Yentürk, 1994: 61). It did not
take long to see, however, that the best technology was not always
the same as the “economically” best choice. Kadro9 economists had
practically recommended that second-hand machinery be imported from
bankrupt businesses in Europe during the process of building up new
plants. Von der Porten went further and pointed out how the best tech-
nology could fail to fit the existing organization and factors of production
by raising costs and reducing efficiency (Tekeli & İlkin, 1992: 23–24).
Instead, he suggested functional combinations of equipment and work-
force. The fact that these issues were taken seriously demonstrates the
intellectual sophistication behind the development efforts underway.10

On the one hand, the FFYIP itself was a major innovation that would
later serve as an archetypal scheme to instruct postwar latecomers. On
the other hand, its success as a specific course of action should be eval-
uated in connection with certain formal institutions, such as the newly
organized Ministry of Economy, the “Supreme Economic Assembly” (Âli
İktisat Meclisi, an advisory board established to help design economic
policies), the Central Bank (established in 1930, only a few years prior
to the Plan), the Foreign Trade Office (established in 1934), and Sümer-
bank and Etibank11 as the two major entities responsible for establishing
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and operating state economic enterprises covered in the Plan. Türkiye İş
Bankası (“Business Bank of Turkey”), the first national bank founded in
1924, also played a supplementary role in financing the Plan during the
1930s. The fact that İş Bankası was founded by the prominent figures of
the time12 for supporting the private sector indicates that the Plan did
not intend to impose an absolute state control upon industrialization.

There was also a steady drive to inculcate the urban consumers with a
sense of duty to buy domestically produced goods, such as the annual
exhibitions organized in Istanbul and Ankara to display and promote
“native products” (Yerli Malı Sergileri) and a nationwide festivity week
with the “native products” theme (Yerli Malı Haftası). Yet, another
institutional endeavor to develop saving habits at national level was the
establishment of the National Economy and Saving Society (Millî İktisat
ve Tasarruf Cemiyeti), headed by Kazım Özalp, the then president of
the National Assembly (Tör, 1999: 15, 16). This Society, as an umbrella
institution, also organized a “Congress of Industry” (Sanayi Kongresi) in
1930 and a “Congress of Agriculture” (Ziraat Kongresi) in 1931. It was
in these two congresses that a consensus on state-led and planned national
economic development was reached. Moreover, this Society also took
part in fairs and expositions in Budapest and Leipzig in 1937, on behalf
of the Ministry of Economy (Tör, 1999: 17). All these development-
oriented organizational efforts constituted a single institutional matrix
that aimed to generate the desired economic outcomes at national level.
In 1937, etatism, as one of the six basic principles of the Republican
People’s Party, was incorporated into the Constitution, and was retained
as a constitutional principle until the Constitution of 1961.

Agricultural sector, on the other hand, is a slightly different story.
The fall in agricultural prices with the Great Depression affected a large
portion of the population, as more than 80% of the total population
lived in rural areas in the 1930s (Pamuk, 2018: 189). The existing prop-
erty relations and distributional patterns, lack of transportation network,
and scarcity of physical and human capital prevented profitable agricul-
tural production, hence capital accumulation in agriculture. In 1933, an
Austrian geographer described Turkey’s peculiar agricultural structure as
follows:

The rule that of all grains wheat obtains the best soil, generally holds true
throughout the world; nevertheless, in Turkey it is practicable only for
regions so situated that they have connections with the world market. But
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when a region is so poorly connected to the main streets of commerce that
its agricultural production cannot be exported, then it applies such agrarian
laws as it deems best, producing those grains and products in demand in its
own neighborhood and in adjacent territories. (Stratil-Sauer, 1933: 328)

Despite unfavorable price developments, agricultural output increased
and its strong performance turned agriculture into a source of economic
growth during the 1930s. Despite all negative conditions generated by
the Depression, the agricultural sector managed to grow at an annual
rate of 4.4% during the 1930s (Pamuk, 2018: 158). One of the primary
reasons for this performance was the demographic recovery coupled with
the expansion of cultivated land. The number of family farms and the
average amount of land cultivated by each family farm increased. In
order to cope with the declining prices, the amount of family labor
in production was increased. Another reason was the improvements in
the transportation network. Construction of railways linked central and
eastern Anatolian lands to urban markets, and by the end of the decade,
Turkey became an exporter of not only traditional cash crops but also of
a major staple food, wheat. Beyond any doubt, the manufacturing sector
owed its strong performance to the resilience of the agricultural sector
(Pamuk, 2018: 189–190).

Improvements in transportation and communication networks, and
health and education services, along with a more stable financial system,
were on the agenda of the government. Given the fact that an over-
whelming majority of the population still lived in rural Turkey, modern-
ization attempts were not confined to urban areas. Nation-state building
required the elimination of backwardness, in the widest sense of the
term, in the countryside, by borrowing from examples observed in a
wide range of countries along the political spectrum ranging from the
more obvious Soviet Russia to Mussolini’s Italy (Muşat, 2015: 542–543).
Whereas the earlier “model village” project was put into action in 69
sites by 1934 (Örmecioğlu, 2019: 734–735), the establishment of village
institutes (Köy Enstitüleri) gained momentum in the second half of the
decade. These institutes were designed to educate, both practically and
politico-culturally, the rural population by recruiting teachers from the
rural youth. The project was quite innovative and certainly brought some
change to the countryside after centuries of neglect.

The economic policy followed by the government during the 1930s
was a successful mix of orthodox and Keynesian policies. Orthodox
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elements of economic policy involved strict fiscal discipline and tight
(strong) money; while the Keynesian elements were reflected through
government intervention, regulation, and planning. Fiscal discipline
implied that deficit-financing of the industrialization process would be
ruled out in principle. The government chose to implement such a hybrid
policy because of the lessons learned from the past, while common sense
also necessitated it. The Ottoman experience with external debt and
public deficit had left such traumatic scars on the civil and military bureau-
cracy of the time that they had no tolerance whatsoever for debt- or
deficit-financing. Expansionary fiscal and monetary policies were, thus,
out of the picture throughout the 1930s. Yet, according to available esti-
mates, both GDP and GDP per capita rose during the 1930s with average
annual growth rates of 5.2 and 3.2%, respectively (Pamuk, 2018: 158).

As an important indication of “monetary independence,” the Central
Bank of the Republic of Turkey was established in 1930 and became func-
tional in 1931. Founded as a joint-stock company, it enjoyed a certain
degree of autonomy during the 1930s, reflected in relatively low infla-
tion rates. Naturally, the authority of issuing money belonged exclusively
to the Central Bank, which could set discount rates and regulate the
money market, but nominal money supply did not change during the
decade, and the Turkish Lira appreciated against major currencies. In
this environment, export revenues as a ratio of GDP declined “from
more than 11 percent in 1928–29 to less than 7 percent in 1938–39”
(Pamuk, 2018: 187). On the other hand, the measures taken to main-
tain a balanced foreign trade through import tariffs, quotas, and foreign
exchange controls resulted in a fall in imports in terms of both quantity
and value (Tekeli & İlkin, 1983: 217). Indeed, these measures “sharply
reduced the import volume from 15.4 percent of GDP in 1928–29 to
6.8 percent by 1938–39” (Pamuk, 2008: 278).

Hale (1980: 108) noted that, in 1928, basic consumer needs, textiles,
clothing, and sugar “accounted for 44.7 per cent of total imports,
compared with 20.2 per cent for metals, machinery and vehicles. By 1939
these percentages had been virtually reversed to 19.2 per cent and 42.5
per cent respectively.” Turkey managed to spare a higher proportion of
its foreign exchange earnings to finance imports of capital goods, which
had a positive effect on economic growth. A combination of external
and internal conditions created a suitable environment for the flourishing
of small- and medium-scale enterprises in the country. Although prices
of manufactures declined in international markets, they remained more
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or less constant within the country (Tekeli & İlkin, 1983: 219). Fall in
imports resulted from protectionist policies, and the strong-money policy,
coupled with low wages and low raw material prices, enabled private
entrepreneurs to increase their investments and profits (Pamuk, 2018:
189).

A crucial outcome of the Great Depression in Turkish economic
thought was the Kadro movement. Indeed, an early version of the
“dependency approach” emerged in Turkey during the first half of the
1930s with the publication of Kadro journal. For Kadro economists,
the Great Depression heralded the imminent collapse of capitalism as
they knew it. They perceived the Depression as an exceptional oppor-
tunity for the underdeveloped world to severe their dependency ties to
a certain degree (at least on consumption goods) with the core coun-
tries. Importing relatively cheap capital goods was the shortest way of
creating a national industry under crisis conditions. Turkey, as the leader
of national liberation movements in the early twentieth century, should
have set yet another example of independence—this time in the economic
sphere. A spurt of industrialization through state intervention, regulation,
and planning would not only make the Turkish economy strong enough
to compete with the core countries, but also prevent social class forma-
tions that vitiated developed capitalist societies, according to the Kadro
authors (Aydemir, 1932: 24; Belge, 1932: 39). To this effect, they argued
that the key sectors of the economy had to be controlled by the govern-
ment. Their views were rather extremist for the mainstream ruling elites
and quite disturbing for the societal groups whose faith in liberal capitalist
development was unshakeable. Expansionary monetary and fiscal policies
they proposed were not heeded as an alternative to the orthodox poli-
cies of the government. For a regime that was far from willing to burn
bridges with capitalism, the “renegade” Şevket Süreyya and Vedat Nedim,
and perhaps even İsmail Hüsrev, remained suspect of crypto-communism.
Policymakers, unlike the Kadro authors, believed that etatist policies were
not meant to ultimately build a state-controlled economy, but aimed at
nurturing private initiative as a side-effect along the course of economic
development (Boratav, 2008: 325). After the publication of its 36th issue,
the Kadro journal was closed in January 1935.

During the 1930s, Turkey’s relations with Germany and Soviet Russia
improved as a result of increasing foreign trade and economic coopera-
tion. The share of clearing agreements in foreign trade increased during
the 1930s, and Germany became an essential partner in these agreements.
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Likewise, the feedback of Soviet experts in the preparation of the FFYIP
was essential. Diversifying external economic relations was another way
of diminishing the level of economic dependence. Turkey’s dependence
on its traditional partners, Britain and France, decreased along with the
improving relations with Germany, Soviet Russia, and also the United
States (Ahmad, 1993: 100). Intensification of political-economic rival-
ries among these countries created exceptional opportunities. As a major
heavy-industry investment through British credit, iron-and-steel plant in
Karabük started operation in 1939 (Kepenek & Yentürk, 1994: 59, 66).
In an international conjuncture where Britain collaborated, behind the
scenes, with its rival, Germany, to reject assistance to Greece and obstruct
their attempts for a similar project as part of an ambitious industrialization
program,13 Turkey’s relative success in getting a favorable response was of
major significance as it reflected the ability of the government two achieve
“milking two cows at the same time”—a phrase the popularity of which
is generally attributed to Joan Robinson (1903–1983), the influential
British economist, who campaigned for unorthodox economic develop-
ment in the 1960s and 1970s. Robinson conceived this option some
twenty-thirty years later, in a world where the Western and Soviet Blocs
sought to expand their spheres of influence at the expense of one another,
and their rivalry served to strengthen the hand of Third World coun-
tries that desperately needed foreign aid and credit for their economic
development projects. Toward the end of the war, Turkey would symbol-
ically declare war against Germany with an eye to admission to the United
Nations; and later on, Soviet Russian territorial demands would push the
country to the North Atlantic coalition in the making, with the United
States expanding its sphere of influence so as to include Turkey. Before
these developments took place, however, there was yet another phase for
Turkey, during which the world was “burning up in the horrors of an
inter-imperialist war”,14 while the future of the Turkish economy hung
in the balance.

The Second Phase (1939–1947): Wartime

Derailing of the Turkish Political Economy

High growth rates and low inflation that Turkey enjoyed during the
1930s, along with the experimentation of an early version of ISI, came to
an end with the outbreak of the Second World War. The implementation
of the ambitious Second Five-Year Industrialization Plan (1939–1943),
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which sought to deepen and spread industrialization, was indefinitely
postponed. Even before the war began, resources were switched to mili-
tary ends. Turkey did not participate in the war, yet suffered from severe
economic downturns as a result of diminishing imports and increasing
defense spending financed by monetary expansion and resources extracted
from the peasantry. On the other hand, one of the main measures taken
to increase government revenues, the Wealth Tax (Varlık Vergisi), quite
common elsewhere, turned out to be a contentious issue in Turkey ever
since its introduction in 1942 because of the disproportionate burden it
practically generated for the non-Muslim bourgeoisie (Pamuk, 1981: 26,
2008: 280).

During the Second World War, both agricultural and industrial produc-
tion declined, but paradoxically, war conditions speeded up the process
of creating a national bourgeoisie. In an environment characterized by
scarcities and shortages, black markets flourished, opening a new way for
capital accumulation in private hands in the form of excessive earnings.
Wartime inflation contributed to such accumulation.15 Imports decreased
by half during the early years of the war, and the intense shortage of
imported machinery and spare parts triggered a fall in domestic industrial
output. Agricultural output also decreased severely because of the rising
military conscription and the prolongation of compulsory service. The
production of the major staple food, wheat, dropped by 50% during the
war years (Boratav, 2008: 333).

The incumbent governments during the war faced more or less the
same problems. Shortages and high inflation hit large masses. At the
same time, serious problems emerged in meeting the needs of the urban
population, such as the provision of food, clothing, and heating. During
the first two years of the war, the government attempted to solve the
problems by taking harsh interventionist measures and imposing price
controls; but rather than solving the problems, these measures aggravated
them by leading to black markets, hoarding, and bribery. After 1942, such
interventionist policies were replaced by relatively more market-oriented
alternatives, and price controls were largely abolished. The immediate
effect of this policy shift was a hike in prices, rendering 1942 and 1943
the years with the highest wartime inflation rate (Boratav, 2008: 335).
Because of the high inflation rates, the real wages that had not changed
significantly during the 1930s declined by around 30 percent during the
war. Indeed, the real wages did not catch up with their prewar levels until
1948 (Pamuk, 1981: 26).
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In 1944, just before the end of the war, the Turkish government
decided to prepare a postwar development plan. As of May 1945, the
program summary was ready, sharing significant similarities with the
Second Five-Year Industrialization Plan that had been put on the shelf
because of the war. The industrialization program consisted of two parts:
The first was the urgent one (hence the resultant Urgent Industrialization
Plan), and the second part included industrialization schemes that would
be phased out. In this plan, infrastructure projects, such as railroad and
highway construction, ports, irrigation, and electrification works, were
proposed along with a comprehensive industrialization package. Since two
members of the Kadro movement, Şevket Süreyya Aydemir and İsmail
Hüsrev Tökin, were actively involved in the preparation of the plan, it
carried the features of thorough “work plans” depicted in various articles
in the Kadro journal a decade earlier. The state was given a chief role in
the plan for preventing the emergence of a parasitic social stratum depen-
dent on foreign capital and avoiding antagonisms among social classes
(Tekeli & İlkin, 1981: 1–4).

Nevertheless, the postwar domestic and external conditions forced the
government to put aside this plan and prepare a new one in line with
foreign expectations and internal demands in 1947. The most powerful
internal reason was the pressure posed on the governing RPP through the
formation of a rival political party by a splinter group, the Democrat Party
(DP), in conjunction with the transition to a multiparty system in 1946.
The DP embraced a liberal stance, opposed the land reform that had been
on RPP’s agenda since the 1930s, and had certainly more pro-business
leanings. In order not to fall behind in the race for adapting to the
new postwar international climate, the RPP government, after winning
a disputed election in 1946, switched to a more moderate pro-market
position by scaling down the interventionist content of the economic
plan. The main external reason was the unwillingness of foreign circles to
tolerate, let alone extend financial and technical support for an ambitious
industrialization program. Seeking security under the Western alliance and
adopting a multiparty regime, the Turkish government was then deprived
of any Soviet support. Therefore, there was no foreseeable alternative than
yielding to the Western external pressure. The result was a new plan,
that is, the Vaner Plan16 prepared mostly by the more liberal-minded
bureaucrats of the day (Kepenek & Yentürk, 1994: 82). Expecting to
receive foreign financial support, the new plan focused on agriculture
and agriculture-related transportation and energy projects. In order to
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look eligible for the Marshall Plan, the new plan was called the “Turkish
Recovery Program.” Having remained practically neutral during the war,
with no physical destruction, Turkey was initially considered ineligible as
a country in need of urgent reconstruction when the Marshall Plan was
first launched in 1947. In return for a more liberal, more open, and more
agricultural economic structure, Marshall Plan was extended to Turkey
in 1948 (Kepenek & Yentürk, 1994: 84, 122; Pamuk, 2018: 206). The
favorable revision of attitude to Turkey in this respect was helped by the
urgent need to provide aid during the Greek Civil War (1946–1949) that
made US increasingly aware of the Soviet threat hanging over the Balkans
and the Straits.

The result was further pruning of the 1947 Vaner Plan, which was
itself a curtailed version of the original 1945 plan. In the new version,
agriculture was accentuated as the principal sector and singled out as the
prospective engine of economic development. In addition, private initia-
tive was allowed to invest freely in any area of economic activity. Foreign
pressure, thus, forced the ruling party to follow a liberal path, prefer
private enterprises over public ventures and prioritize agricultural develop-
ment over industrial development. In retrospect, the significance of this
unimplemented plan lies in mirroring the reorientation of the Turkish
economy at a crossroads (Tekeli & İlkin, 1981: 1–26). After the war,
etatist policies based on planning were already being strongly criticized by
liberal circles within the country. However, the last nail in the coffin came
from what is widely known as the Thornburg Report and remains beyond
the scope of this chapter (Thornburg et al., 1949). In short, because the
original industrial growth strategy could not be pressed forward as orig-
inally intended, sideward economic outgrowths via the black market and
smuggling as well as other rent-seeking activities distorted the existing
political economy and cultivated social forces waiting for their turn in the
wings.

Conclusion: Erken Öten Horozu Keserler!
17

Through etatist planning and inward-oriented policies, a great deal of
industrial and infrastructural investments was undertaken during the
1930s with a sincere desire for creating an independent economic struc-
ture. By the end of the decade, Turkey was already producing basic
consumption goods it had previously imported. Despite unfavorable
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changes in prices, agricultural sector also exhibited a noteworthy perfor-
mance, contributing to the growth of national income rather than
becoming a bottleneck for the further progress of an early version of
ISI. It is true that the capitalist core found itself preoccupied with its
own problems, providing a critical window for peripheral countries like
Turkey to develop their own industries, yet, the dependency relations
established and forged during the nineteenth century, which continued
until the Great Depression, were not easy to break in a decade.

An extremely powerful external factor, the Second World War, inter-
rupted, and the emergent and profoundly different postwar political-
economic order reversed the tide of what may be called “Turkish excep-
tionalism.” The combined effect of the cost of maintaining a large army,
armament expenditures, declining output in manufacturing and agricul-
ture, diminishing imports (especially of capital goods, spare parts, and
raw materials), rising inflation, deteriorating internal economic condi-
tions as a result of hoarding and black-marketing, and profiteering was to
compound domestic distress during the war years. Foreign trade surpluses
and the concomitant accumulation of gold and foreign reserves were posi-
tive developments of the war years. Joseph Stalin’s postwar territorial
demands and the gloomy psychology of domestic groups18 pushed the
government to the Western bloc forged under the US leadership. Turkey
became a member of the International Monetary Fund and the Inter-
national Bank for Reconstruction and Development (the World Bank) in
1947. The path chosen after the war restrengthened dependency relations
which had tended to take a different course during the 1930s.

The vindictive attack by foreign experts like Thornburg and his asso-
ciates on the Turkish attempt to set up heavy industries reflected not
only a mainstream economic criticism based on a static notion of efficient
resource allocation, but also the cumulative frustration in the West with
Turkey’s out-of-the-ordinary development strategy that could have had
a dangerous demonstration effect on late latecomers waiting in the line.
Even if the example of securing British finance for an iron-and-steel plant
project in Karabük was “uneconomic” by standard “economic” criteria, it
manifested a benchmark performance by its “political economic” quality.
If Turkey, by exploiting great-power rivalry to its own advantage in the
1930s, could do what others could not, this was proof of developmental
success of the international political-economic kind. Such an attainment
had to be prevented at all costs. The window of opportunity that made
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“milking two cows at the same time” possible had to be closed. Achieve-
ment of this end was only a matter of time in a postwar world where
international neutrality was no longer possible, and where geopolitics
dictated that a multiparty democracy be adopted immediately in return for
international security.19 It is no wonder why the Turkish planning experi-
ence of the 1960s, dissociated from etatism in tune with mainstream ISI
spreading all over the world, would not measure up to the etatist planning
of the 1930s in terms of producing “differential gains” that hold the key
to the improvement of the relative position of a country in international
political economy.

The determination to erase the memory of Turkish exceptionalism
became an understandable self-reinforcing trend ever since the Survey of
Thornburg and his company. The question as to why Turkey serving as
a laboratory for economic development during the 1930s, with not only
Turkish economists but also genuinely interested German and Russian
experts, did not actually leave a strong mark in postwar institutionaliza-
tion of development economics has been raised (Tekeli & İlkin, 1992:
59). While this remains a legitimate question as far as mainstream develop-
ment economics is concerned; within a broader perspective, we would like
to bring to the notice of the reader the insufficiently recognized legacy
of the Kadro movement. The effect of the Kadro movement remained
limited in pushing Turkish etatism ahead in a radical direction. But its
contribution into the interactive intellectual environment in which the
Turkish model took shape was greater. To put it differently, it played
a greater role, albeit indirectly. By theorizing economic development in
relation with dependency along the way, it was of worldwide significance
as a precedent of the Latin American Dependencia school. As such, the
originality of Kadro economic thought deserves credit as one further indi-
cator of Turkish exceptionalism during the 1930s. It remains as testimony
to the deliberately carved void in collective memory, at home and abroad,
concerning the highly original Turkish political-economic experience of
the interwar period. The Turkish experience itself, came too early, before
the Third World emerged within decades as an unintended consequence
of the postwar order reaping the benefit of bipolar balance of power. This
gives historic significance to the Turkish case as a pioneer of what was
yet to come, though at a high price, because the unfavorable context
prevailing in the meantime undermined its chances for survival.
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Notes

1. See his edited volume with a wide range of contributions for a
good sample of critical work in this direction.

2. The originator of the term is Friedrich List who stated: “It is a very
common clever device that when anyone has attained the summit
of greatness, he kicks away the ladder by which he has climbed up,
in order to deprive others of the means of climbing up after him”
(List, [1841] 1885: 295).

3. “Turkey became first among the backward countries to conduct an
experiment in planned development with its first five year plan in
1934” (Hershlag, 1968: 74).

4. “At Lausanne, the Turkish delegation was forced to make
economic concessions in return for the abolition of the polit-
ical and legal capitulations. As a result, tariffs were frozen at the
1916 rates, with prohibitions on differential rates for imported and
locally produced goods. These restrictions came to an end at the
beginning of 1929; until then Turkey forfeited her right to protect
her already ailing economy” (Ahmad, 1993: 94).

5. In 1938, after the completion of the First Five-Year Industrial-
ization Plan small-scale private enterprises still provided 75% of
employment in manufacturing (Pamuk, 2008: 278).

6. In 1933 and 1934, a group of American experts also prepared a
survey on the Turkish economy (the Report of the Hines-Dorr-
Kemmerer Mission). Whereas Tekeli and İlkin (1982: 173–174)
argue that this survey did not have any influence on the FFYIP,
Trask (1964: 76) asserts that it “contributed much to Turkish
economic planning and development”.

7. Arnold (2012: 367) notes: “Twenty-one enterprises were planned,
including a paper mill in İzmit, a cement plant in Sivas, an iron
and steel plant in Karabük, and brimstone and copper factories
in Keçiborlu (Isparta) and Ergani (Diyarbakır)….cotton textile
mills at Nazilli and Kayseri….cotton textile factories were estab-
lished in Kayseri (1935), Ereğli (Konya, 1937), Nazilli (1937),
and Malatya (1939)…. A rayon plant at Gemlik (1938) and wool
factory at Merinos (1938) in Bursa completed the array of textile
investments”.

8. Boratav (2008: 328) states that annual average growth rate of
the industrial sector was 11.6% between 1930 and 1939, and it
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has been the highest rate ever in Turkey. The reader should be
cautioned that higher rates are nonetheless easier to attain by also
arithmetic necessity at lower stages of growth when one starts with
a “base” little more than nothing.

9. A movement formed by a group of economists organized around
the Kadro Journal, short-lived yet influential.

10. Only as of the 1960s did development economists like Joan
Robinson, through theoretical insights gained from the “Cam-
bridge capital controversies” and the “switching of techniques”
debate, recommend “unorthodox” combinations of factors to the
less-developed countries in compliance with the Chinese principle
of “walking on both legs.” Robinson believed that the coexistence
of old and new techniques “was consistent with rapid accumula-
tion without imposing an intolerable sacrifice of consumption.”
(Harcourt & Kerr, 2009: 149–150).

11. Sümerbank and Etibank were critical institutions of the etatist
era. The former was established in 1933, both as a bank and
a primary institution responsible for the execution of investment
plans. The latter was established in 1935 together with the General
Directorate of Mineral Research and Exploration (MTA) and was
responsible for mining operations.

12. Mustafa Kemal (Atatürk) himself was one of the founders and
provided one fourth (250.000 TL) of its initial capital.

13. Greek attempts to circumvent the obstacles by recourse to buying
used equipment from the US also failed, and the Metaxas regime
had to renounce its plan in 1937. We thank Soner Aytek Alpan for
drawing our attention to the details of this parallel process, and to
a source in Greek (Chatziiosif, 1993: 165–174).

14. “Before humanity chokes (or basks) in the dungeon (or paradise)
of socialism it may well burn up in the horrors (or glories) of
imperialist wars”. An original footnote clarifies that the section was
written in 1935, before the war broke out (Schumpeter, [1942]
1976: 163n).

15. “From a base of 100 in 1939, the Istanbul cost of living index had
risen to 354 by 1945, an average rate of increase of around 23
percent per annum” (Hale, 1980: 110).

16. This plan was conveniently named after the chairperson of the
council that prepared the plan, Kemal Süleyman Vaner.
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17. Popular Turkish proverb that can literally be translated as “They
cut off the early crowing rooster”.

18. Wartime taxation and the burden of urban provisioning upset the
rural population, especially the poor peasantry. Large landowners
were already disturbed by the land-reform plans of the ruling
party, and the bourgeoisie (despite their increasing revenues thanks
to lucrative opportunities) started to demand less government
regulation and more private initiative (Pamuk, 2008: 281).

19. Spain and Portugal under the dictatorships of Franco and Salazar,
respectively, also faced a similar pressure for adopting multiparty
democracies, but because they were not under threat from a
disproportionately powerful neighbor, they could resist until the
Cold War forced the West to reconcile with them as they were.
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Pamuk, Ş. (2008). Economic change in twentieth-century Turkey: Is the glass

more than half full. In R. Kasaba (Ed.), The Cambridge history of Turkey



4 TURKEY’S ATTEMPT TO BREAK THE FETTERS BEFORE THE … 133

volume 4 Turkey in the modern world (pp. 266–300). Cambridge: Cambridge
University Press.
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Tekeli, İ., & İlkin, S. (1981). Savaş Sonrası Ortamında 1947 Türkiye İktisadi
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CHAPTER 5

Transition to Dependent Development,
1947–1960

Yakup Kepenek

Introduction

The period between 1947 and 1960 is of crucial importance in order
to understand Turkey’s economic development. What makes the period
under inquiry very important and unique is that it is the initial phase
during which the Turkish Republic, having been founded after an
anti-imperialist Independence War (1919–1922), withdrew hastily and
indisputably from its determination for independent decision making.

In the post-1945 period that began with the Cold War, establishing
close ties with the United States of America (US) within the fields of
foreign relations and defense, Turkey experienced a drastically sharp shift
in economic policy, along with critical changes in domestic political and
intellectual realms. All of these developments took place in interplay with
each other. Yet the analyses provided in this chapter will focus mainly
on the issues surrounding the economy. The “great transformation” of
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the economy toward external dependence and agricultural specialization
under the aegis of private capital is important due to its decisive role in
shaping the social, political, and later on, cultural developments not only
in the period under inquiry here, but also in the decades that followed.

This chapter is organized as follows. First, the rapprochement process
between Turkey and the US, with an eye to two reports prepared by the
US experts, is scrutinized. Second, the transformation of the economy
is analyzed in detail, along with a particular emphasis on agricultural
specialization in terms of both its “shining” and “stumbling” trends.
Third, the “great social transformation” is examined in conjunction with
contemporaneous political developments. Fourth, ideological and cultural
processes are very briefly elaborated by underlining the “economy-
versus-democracy” dilemma. All of these are followed by concluding
remarks.

The Radical Shift in Economic Policy

After World War II, it was vital for the US, by far the greatest power and
the undisputed hegemon of global capitalism, to strengthen the war-torn
Europe, and to prevent, or at least contain by all means, the expansion of
the Union of Soviet Socialist Republics (USSR) into Western Europe and
the Third World (Halle, 1967, 120). This rift between two countries led
to the Cold War, which was extremely comprehensive, involving not only
the domains of ideology and military, but also the political, economic,
cultural, and administrative fields (Cohn, 2012: 61–62; Halle, 1967: 109;
Örnek, 2015: 65; Özkan and Gürakar, 2020).

The US managed to reshape the capitalist world economy and politics
as well with the help of newly established institutions like the United
Nations (UN), the World Bank (WB), and the International Mone-
tary Fund (IMF). Moreover, the dollar was establishing its place as the
“soundest currency,” becoming the international means of payment and
reserve money, while the dollar-pegged system was to characterize the so-
called Bretton Woods era (Panitch & Gindin, 2012: 69–80; Peet, 2009:
36–65). Such an institutional setting aimed at preventing developed
economies from drifting into crisis and enabling developing countries to
take the capitalist path. When the World War II ended with the breaking
up of colonial empires and political emancipation of colonies, economists
were challenged by the urgent problems of development. As their invest-
ment opportunities, access to markets and sources of raw materials were
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at stake, the “grave danger” for major capitalist countries was that those
newly independent countries could fall under communist domination
(Meier & Seers, 1984: 8).

Post-war conception of economic development from an international
perspective rested upon an “uneasy compromise between neo-classical
and Keynesian theory” (Kiely, 2005: 49); while the former was grounded
on private entrepreneurship, the domination of the free market and the
international division of labor based on specialization, the latter was the
architect of the Bretton Woods order consisting the WB and the IMF.
Of these two regulatory financial institutions, the WB was created to
oversee global investments, and thus production processes; whereas the
IMF dealt with exchange rates as well as international monetary and
capital flows, facilitating international trade in goods and services (Rodrik,
2011: 67–88). In addition, the worldwide price stability of raw materials
and agricultural products would be achieved with the General Agreement
on Tariffs and Trade (GATT). These three institutions would manage
full employment, freer and expanding world trade and stable exchange
rates. Thus, a kind of “international” public sector or macro-economy,
so to speak, was created. In other words, that is how dependent economic
development was born at this juncture.1

The question of “Why Turkey?” is, thus, meaningful in this context.
Turkey–US relations were not so close in the years during and following
the Turkish War of Independence (Trask, 1971). Yet what laid behind
the excessive rapprochement beginning with the Cold War was the desire
of the US to subordinate Turkey, which stemmed from its extraordinary
geostrategic importance due to the long borders it shared with the USSR,
as well as its possession of the Straits and a strong army that stayed out of
the World War II. Moreover, Turkey could make important contributions
to the containment of the USSR by building defense alliances with its
neighboring countries (Hale, 2000: 78, 111). Also, Turkey could become
a role model for the post-colonial countries that were gaining their polit-
ical independence (Doster, 2020: 303). For Turkey, it was rather for
security reasons than economic ones to choose sides within the context
of the Cold War. Furthermore, Turkey could contribute food and raw
materials to the recovery of Europe as well. It also had the potential to
become a market for US-made weapons, durable household goods, and
gradually, cultural products (Örnek, 2015). Lastly, petroleum was then
the main source of energy, and Turkey’s historical and cultural affinity
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with, and geographical proximity to, the oil-rich Middle Eastern coun-
tries could well be utilized to benefit the US. In short, with the onset of
the Cold War, the most decisive external factor that determined Turkey’s
political, economic, and cultural transformation was, by its full appella-
tion, the USA! The US scripted and directed this process by exploiting
every possible opportunity. Turkey was thus becoming subordinated into
a comprehensive dependency relationship with the US, losing its indepen-
dent policy making power accordingly (Aybar, 1968: 5–188; Kepenek,
2019: 43; Örnek, 2015: 43).

The first unequivocal step toward the US–Turkey post-war rapproche-
ment was the Truman Doctrine, which was announced on March 12,
1947, with the justification that Greece and Turkey needed to be
protected from “the perils of communism” (Hale, 2000: 115–116). As
a matter of fact, shortly after the Truman Doctrine, Turkey was also
included in the Marshall Plan in July 1948, which was designed by the US
for the reconstruction of war-torn Europe (Hale, 2000: 16; Price, 1955:
37). Since Turkey was not affected by the war in terms of physical destruc-
tion, it was, in fact, not meeting the criteria for inclusion in the Marshall
Plan. The main reason behind Turkey’s inclusion was the widespread
opinion held by the American foreign aid networks, according to whom
the country could contribute to the reconstruction of Europe via its agri-
cultural and mining products (Harris, 1972: 31; Hershlag, 1968: 150) .
Such inclusion in the Plan meant not only making Turkey an integral part
of the US-led capitalist world, but more importantly acknowledging that
Turkey was a European country.

Thus, unlike the former colonies, Turkey had already completed the
process of nation-building and was fit to become a founding member
of the Organization for European Economic Cooperation (OEEC; or
OECD since 1961), which was formed in 1948 to implement the
Marshall Plan, and a member of the Council of Europe, which was
founded in 1949 for promoting human rights, democracy, and the rule
of law in Europe. Turkey was also admitted to the North Atlantic Treaty
Organization (NATO) as its thirteenth member in 1952, upon sending
troops to the Korean War. As an expected outcome of these develop-
ments, in the summer of 1959, Turkey applied to join the European
Economic Community, which was established by six founding members
after the Treaty of Rome in 1957, constituting the basis of the present-day
European Union.
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For a full analysis of the dependency process of Turkey, a more detailed
account of two reports, which are the backbone of the US recommenda-
tions, will be examined pointedly: Thornburg-Spry-Soule report (1949;
hereinafter TSS report) and the World Bank Report of 1951 (WB, 1951;
also known as the Baker Report ). In accordance with the purpose and
scope of this chapter, only industrial policy recommendations of these
reports are underlined. To start with, both reports were attempts to
concretize the approaches put forward by the Truman Doctrine and the
Marshall Plan. More importantly, if the recommendations were not imple-
mented, the reports explicitly held, Turkey would be deprived of military,
technical, and economic aids from the US (TSS, 1949: viii). As a matter of
fact, the great discord and the near-rupture in Turkey–US relations, which
emerged in the second half of the 1950s, was mainly due to Turkey’s
efforts to defy the reports’ recommendations on industrial policy.

The TSS Report , with the subheading “An Economic Appraisal,” was
commissioned by the Twentieth Century Fund, which “chose Turkey for
the subject of this study even before the announcement of the ‘Truman
Doctrine’ in 1947—with the strategic significance of that country. …
Turkey was a key bastion in any defense that may be required against
further Communist encroachment” (Foreword by Evans Clark). The
report investigated the background of US-Turkey cooperation, the sub-
sectors the US firms could invest in, and the conditions for the US foreign
aid.

The WB report was written after the Democrat Party (DP) assumed
office, between the summer of 1950 and May 1951, and complemented
the TSS report in the sense of its implementation. The WB report not
only outlined the economic situation in the country, but also investigated
such issues as national education, health, and public administration. In
compliance with the main function of the WB, the report recommended
long-term development policies. Interestingly, it was the Republican
People’s Party (RPP) government that requested the preparation of the
report, yet the DP was in power when it was completed.

Concrete Proposals: “Specialize in Agriculture” and “Stay Away
from Heavy Industries”

Both reports, especially the WB report, relied on the theory of inter-
national division of labor and specialization, adopted as the foundation
of the neoclassical model of trade: Turkey needed to specialize in labor-
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and land-intensive agricultural production rather than in capital-intensive
sectors. As it was spelled out in the TSS report, “the major objective
at the beginning must be to increase the efficiency and productiveness
of agriculture” (TSS, 1949: 22). Arguing that “industrial development
has been overemphasized at the expense of agriculture” (1951: 32), the
WB suggested a similar development path: “Our Report has stressed
the importance of agriculture. We believe that agricultural development
should have top priority in allocation of public investment resources
because it provides the greatest opportunity for increased productivity and
because it is an essential prerequisite for industrial development” (WB,
1951: 264). The US, having become industrialized by defying this theory
just as many other industrialized countries did, was imposing it on Turkey
“in the name of science” after World War II (Mason & Asher, 1973: 303).

Turkey’s specialization in agriculture could perhaps be defended for
two presumable reasons. First, according to the General Census of 1945,
Turkey’s population was approximately 20 million, and 80% of it was in
the agricultural sector. On this account, it could be proposed that Turkey
should have prioritized the role of agriculture in development. Secondly,
with the transition to the multi-party political system in 1946, prioritizing
agriculture in pursuit of votes would seem politically “natural” to the
parties that started to strive for electoral success. What was not “natural,”
though was that the US-imposed proposals threatened with sanctions,
and excluded any give-and-take. Thus, Turkey was being situated in the
international division of labor of global capitalism, based on a coerced
specialization in agriculture.

Proposals of the reports to prioritize agricultural development are
concluded with assertions on industrialization. In both reports, Turkey
was suggested to steer away from heavy industries, and focus instead
on developing light industries. Starting its recommendations with an
emphasis on American aid to Turkey, the TSS report (1949: 205) puts
Turkey’s national pride into question.2 Thus, the report suggests that
“[the] urgent need is for small and light industries … [such as] plants for
the assembly and repair of agricultural, road building and other essential
machinery, the manufacture of building materials. A great opportunity
exists in industries for food processing and preservation” (254). The
report concludes that attention should be “…concentrated on the most
efficient production of most widely needed goods … [in which case]
Turks will be able to make good use of their rich resources or Americans
will be able to offer them effective help in doing so” (255).
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In comparison with the TSS report, the WB report lays a much
stronger claim on the issue of industrialization. The report underlines
the scarcity of capital as a factor of production, in contrast with the
overabundance of labor, asserting that industrialization policy should
be formulated in such a way to prioritize labor-intensive sectors. Not
contented with this recommendation, the report does not even leave
the decision to Turkey regarding the sub-sectors that should be priori-
tized. To be precise, eight such sectors are pointed out: (i) processing
of agricultural products; (ii) light machinery; (iii) building materials; (iv)
leather; (v) woodworking; (vi) light chemicals; (vii) ceramics and pottery;
and (viii) village handicraft (WB, 1951: 100). Interestingly enough, the
report goes beyond counting the priority areas, and also enumerates the
sub-sectors that should not be prioritized: (i) luxury goods of all kinds;
(ii) heavy machinery and metalworking industries; (iii) heavy chemical
industry; and (iv) cellulose and paper industry (WB, 1951: 102).

Both reports notably pick out the issue of the shortage of skilled
labor force in Turkey. While the WB report insists that “the shortage
of responsible managers is still acute” (WB, 1951: 28), the TSS report
elaborates this issue in greater detail. Identifying that Turkey would need
“general consultants, experts in public works, technical specialists, agri-
cultural experts, experts in public and education economics” (TSS, 1949:
213–216), the report proposes explicitly and at length how they could
be acquired from the US in the section entitled “Methods of Obtaining
Advisers” (216). As with capital, skilled labor too would come from the
US. In fact, Turkey had worked with foreign experts before World War II,
nonetheless, it had then chosen them on its own in accordance with the
needs of national-economy building. After World War II, on the contrary,
patterns of dependence with regards to educated workforce were being
formed; and the national policy of raising own experts was set aside.

Among the policy proposals made by the US, one is an example of
inconsistency par excellence, while another one is of deliberate ignorance.
The first is related to the issue of roadways. The US experts had started
to work in Turkey to develop railways, with allocated resources and a
plan, at the outset of the rapprochement between Turkey and the US in
1946 (TSS, 1949: 81). However, only within a year, a new delegation
headed by the deputy commissioner Harold Hilts of the US Bureau of
Public Roads called for putting a definite priority on the construction of
roadways (Hershlag, 1968). Turkey, still ruled by the RPP government
that attached a special importance to the railways, could neither question
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this sudden change in the transportation policy, nor coordinate it with
other means of transportation.

Secondly, the US needed to assert Turkey’s underdevelopment for
building up ties of dependence. As if they decided to speak with a single
voice, both reports emphasized that the Turkish economy was on the
whole in a pretty good shape, yet also concluded that, with much still
remaining to be fixed, “[it was] ‘largely underdeveloped’ (TSS, 1949:
253) … judged by Western European or American standards, … but a fair
evaluation of progress [was] made since the establishment of the Republic
in 1923” (WB, , 1951: 27). Hence, the fact that Turkey had achieved
a “take off” by around 1937; the industrialization and institutionaliza-
tion processes with which it gained great success (Rostow, 1956: 25–48;
Singer, 1977: 5; Meier & Seers, 1984: 238); and the foundations of all
those, namely the institutional infrastructure, rule of law, modern and
scientific education, peaceful foreign policy were all deliberately ignored.
The industrialization strategy, that constituted the main axis for these
accomplishments, was thus said to be wrong, without showing signs of
consistent reasoning in any manner.

All in all, according to the US proposals that were formulated in these
reports, Turkey was an underdeveloped country, and it could overcome
underdevelopment only with the US foreign aid, i.e., through “dependent
development” by specializing in agriculture with more market-oriented
and private-capital-dominated approaches.

Developments in Domestic Political Sphere

With Turkey’s transition to the multi-party system,3 the party in power,
the RPP, changed its economic-policy stance accordingly. First, in the
government program announced in the Parliament on August 14, 1946,
an agenda for state-private sector partnerships was set forth (Öztürk,
1968, 294). That attempt was the first step toward a mixed economy.
Secondly, a “new etatist” approach was announced, which defined the
main role of the state as supporting private entrepreneurship. Thirdly,
another step of crucial importance was taken with the preparation of the
Turkish Economic Development Plan (EDP) of 1947 (Tekeli & İlkin,
1974). The EDP relied upon the same logic that was underlined above
in the context of US reports. Arguably, the EDP was the first domestic
economic-policy document that bounded the country by “dependent
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development.” Fourthly, as a complementary act, the first drastic home-
currency devaluation in the history of Republic was implemented in
order to adapt the Turkish economy to “free-market” conditions. On
September 7, 1946, Turkish lira (TL) was devalued from 1.30 to 2.80
TLs per US dollar. The aim was to regulate the trade balance through
the market mechanism in an increasingly liberalized foreign-trade regime.
Another important reason for the devaluation was the expected member-
ship to the IMF, whose member countries were not allowed to devalue
their currencies by more than 10% without permission (Kepenek, 2020:
118).

On the other side, the DP in the main opposition started to get
stronger from 1947 onwards, with the explicit support of the US and
thanks also to President İsmet İnönü’s unbiased attitude toward both his
RPP and the DP. On May 14, 1950, the DP, with its election slogan
“Enough! The nation has the say!” (Yeter! Söz milletindir!), rose to power
after winning 55% of the votes and gaining 85% of the seats in the Parlia-
ment (Ahmad, 1976: 66). One can argue that this was solely a shift from
one single-party regime to another with similar features, since both parties
were united against the same external danger, i.e., the USSR (Harris,
1972: 23).

The change of power with the 1950 elections, also known as the white
revolution (Huntington, 1968: 433–463), carries a historical significance
for at least two reasons. First, unlike the 1946 general elections, the first of
multi-party elections, which was heavily criticized due to systematic irreg-
ularities (Ahmad, 1976: 23; Karpat, 1959: 164), the single-party system
was terminated peacefully in 1950 by free and fair elections. Secondly, the
fact that the people held onto their vote and overthrew the RPP govern-
ment was indeed “revolutionary” (Boran, 2016: 92–107). For that was
the first time that an election could bring about a change in government.
This change in government left a true and lasting impact on the collective
memory of all segments of society (Kaynar, 2015, 296; Kepenek, 2019:
60).

The Great Transformations in the Economy

The policy foundations of the period had already been laid out by 1947,
as summarized above. For a proper and realistic analysis, however, the
period will be parted into two sub-sections: first the shining and then the
stumbling years.
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The Shining Years with the Rise of Agriculture

Capital accumulation process is generally the key concept to understand
aspects of economic policy in less-developed countries. The first half of the
period, until 1954, was a process of what can conveniently be called “cap-
ital explosion” in both quantitative and qualitative terms. It can be seen in
Table 5.1 that expansionary trends were observed in money, budget, and
credits; and with the contribution of the US aid and loans, a good amount
of increase in investment, and high rates of growth were also achieved. In
the second half, between 1954 and 1960, on the other hand, the stability
measures marked the period in response to the foreign-exchange short-
ages and rising inflation, as well as capital contraction. As Table 5.1 shows,
foreign trade decreased to around one fourth of its peak and credits
shrank acutely while the inflation rate almost doubled; all leading to a
drastic fall in the rate of growth. From a bird’s eye view of the period, it
can be observed that the DP ran the economy like a racing horse that was
first speeding but then getting out of control, expediting economic and
social transformations (Kepenek, 2020: 84–136).

Ascending to power in 1950, the DP put aside altogether the previous
decades’ politics of achieving balance in the triad of money, budget,
and foreign trade. Money supply was increased disproportionately to the
output growth, while balanced-budget requirements were entirely aban-
doned and the balanced-trade approach was forgotten. In addition to
the monetary expansion, the US foreign aid and loans, as well as the
reforms implemented to secure guarantees to foreign capital, contributed
to the remarkable expansion of budget and credits in the early 1950s.
Moreover, the US military assistance to Turkey as “deliveries and expen-
ditures” was amounting to 1,781,5 million dollars during the 1948–1960
period (Harris, 1972: 155). Lastly, as stated by W. W. Rostow, the defense
support provided by the US was vital to compensate abnormal mili-
tary outlays proving an effective instrument of development assistance
(Meier & Seers, 1984: 248).

As a result of the developments indicated above, the DP government
provided full support to the agriculture. The agricultural output skyrock-
eted initially, with the exponential increase in the main inputs. First, the
number of tractors increased from 1556 in 1947 to more than 9000 in
1949, and then above 40,000 and 42,000 in 1955 and in 1960, respec-
tively. Secondly, the amount of cultivated land significantly increased
from 113.6 million hectares in 1947 to 14.5 million hectares in 1950,
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Table 5.1 Main economic indicators, 1945–1960

Growth ratea Investmentb Moneyc Budgetc Creditsc Pricesd

1946 – – 6.1 – −3
1947 4.1 −29.2 53.5 38.5 1
1948 – 5.0 −10.4 9.3 3
1949 5.0 – −13.8 12.1 10.0 11
1950 9.4 9.6 7.3 −6.7 21.7 10
1951 12.8 10.3 16.8 7.7 36.7 6
1952 11.9 12.8 9.6 41.4 47.3 1
1953 11.3 12.4 16.5 2.0 30.9 –
1954 3.0 14.7 3.1 11.9 25.7 11
1955 7.9 14.3 31.5 29.0 17.4 8
1956 3.2 13.4 29.2 5.4 16.3 20
1957 7.8 13.2 26.6 19.4 33.3 26
1958 4.5 14.0 3.6 19.6 11.3 25
1959 4.1 15.6 11.5 35.2 8.9 37
1960 3.4 15.9 12.3 8.8 1.4 12

Importse Exportse External Trade
Balancef

Terms of
Tradeg

Foreign
Capitalh

Foreign Tradei

1945 126 219 +93
1946 224 432 +208 9.6
1947 685 625 −60 17.4
1948 770 551 −219 13.9
1949 813 694 −119 16.6
1950 780 738 −42 0.98 – 15.9
1951 1126 879 −247 0.90 1.2 17.7
1952 1557 1016 −541 0.88 1.1 19.2
1953 1491 1109 −382 0.88 0.4 16.7
1954 1339 938 −401 0.89 2.2 14.3
1955 1393 877 −516 0.91 1.2 11.9
1956 1140 854 −286 0.97 3.4 9.5
1957 1112 967 −145 1.00 1.3 7.1
1958 882 692 −190 0.75 1.1 4.5
1959 1316 991 −325 0.75 3.4 5.3
1960 2219 1721 −498 0.89 1.9 8.4

aAnnual percentage change in Gross National Product (GNP) at fixed prices, base year=1948
bRatio of Fixed Capital Investment to GNP (percentage)
cAnnual percentage rate of change
dInflation (Wholesale Price Index, WPI, 1953=100); annual percentage rate of change
eIn millions of Turkish Liras (TL)
fIn millions of TL; Surplus (+), Deficit (−)
gThe ratio of export price index over import price index, Px/Pm; calculated from Singer (1977:
393)
hForeign investment in millions of US dollars. During the period, a total of $1177.1 million was
obtained from the US; of which $824.2 million was donated, and $352.9 million was loaned. A
loan of $320.4 million dollars was obtained from other institutions, mainly from the World Bank
and the OECD
iVolume of Foreign Trade (Exports + Imports) / GNP (percentage)
Sources Kepenek (2020: 98) and Hershlag (1968: 369)
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and then to 21 million in 1955 and 23.3 million in 1960 (SIS-TIS, 1973:
165). Agricultural loans were also raised accordingly (SIS-TIS, 1973:
361). In addition, the share of the agricultural sector in total employment
was 80.8% in 1955 and 77.7% in 1960. However, total employment in
agriculture increased by more than three percent, from 9.4 to 9.7 million
people even in the 1955–1960 period (OECD, 1970: 185).

The increase in cultivated land was largely due to freely occupying
publicly owned pasture lands. In this respect, it was a free direct transfer
of wealth to those who were able to occupy these lands. However,
this remarkable expansion did not lead to a significant change in the
economies of scale in agriculture, as can be observed in the agricultural
surveys of 1950 and 1963. For one reason or another, the US did not
urge Turkey to design a land reform. Small farming was still dominant; of
all cultivated land, 61.7% in 1950 and 68.7% in 1963 were still owned by
those who were cultivating an area between 1–50 decares (1000–50,000
square meters). It should also be mentioned that entrepreneurs cultivating
25 decares of land on average were cultivating around 18.9% of all culti-
vated land in 1950; whereas these figures were 19 decares and 24.3%,
respectively, in 1963 (Kepenek, 2020: 107).

The mechanization in agriculture and the increase in the quantity of
cultivated land were complemented by price and loan supports. Swift
proliferation of the roadways also contributed to agricultural expansion.
Concrete roads were exponentially increased from 1624 kilometers in
1950 to 7046 kilometers in 1960, with a rate of increase by 334% (Singer,
1977: 221). This highway program was rightly described as “success on
wheels” (Harris, 1972: 79). Similar expansions in other types of roads
precipitated the process of rural commercialization. Irrigation and storage
infrastructures were also built. Domestic and foreign conditions, boosting
the demand for agricultural products, also generated a boom in agri-
cultural output. Consequently, the main crop, wheat, production nearly
doubled; while industrial inputs from agriculture, such as cotton, sugar
beet, and tea, exhibited significant increases (Singer, 1977: 229).

As the national-income accounts show, agricultural production consid-
erably surpassed the pre-War values in 1948, having increased by 40%
until 1953, and in 1960 it was 60% above its 1948 level—that is, nearing
to twice of its pre-War figures. Indeed, “the expansion in this period
[1948–1960] of cultivated lands and of agricultural output is unprece-
dented in the past 200 years of Turkey” (Pamuk, 2014: 289). As a result,
the agrarian sector in the period under inquiry underwent a substantial
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change from self-sufficient, closed village farming to production for sales
in the market rather very rapidly. This transformation undoubtedly bene-
fitted mostly the large landholders, yet the agricultural sector as a whole
largely retained its small farming features.

In general, labor and capital are inseparable in small farming. In terms
of its structural features, small farming tends politically toward conser-
vatism. Agrarian economic policies of the DP government restructured
the rural sector as its own sociopolitical basis. Regardless of how it is
called, populism, or the golden years, as some scholars would call it; the
objective truth is that the DP government caused Turkey to undergo
a “great transformation” in agriculture. And, such transformation left a
long-lasting mark in the country’s politics, both quantitatively and qual-
itatively, not only in the period under scrutiny, but also in the decades
that followed (Keyder, 1987: 117). Hence, this agrarian transformation
sparked truly a radical social change. Above all, with the commercializa-
tion of the closed and self-sufficient village economy, millions of people
rapidly moved away from pre-capitalist socioeconomic dependency rela-
tions and began to enter a market-dependent process in the broader
context of global capitalism.

The manufacturing industry also grew fast as a result of agricul-
tural development, along with urbanization and increasing domestic
demand. Two factors were decisive for the expansion of the supply side
of the industry in the period under consideration. First, the Industrial
Development Bank of Turkey (IDBT) was founded; and secondly, state
economic enterprises (SEEs) were revived by the pro-entrepreneurship
DP government.

The IDBT was founded in 1950, with the support of the WB, as
an exemplary experiment for underdeveloped countries in accordance
with the mission of the Bank. For this purpose, the Bank aimed at
supporting the development of private industry by establishing domestic
and foreign partnerships and empowering private-ownership structures
(Mason & Asher, 1973: 166–167). The IDBT provided approximately
one tenth of all bank loans in the period, at a time when private banking
was also flourishing. Nevertheless, its support was primarily reserved for
consumption-good industries. The goal was to situate the Turkish manu-
facturing industry in its “appropriate” place within the global division of
labor, in terms of its development trajectory and business management
(Keyder, 1987: 139). Lastly, since the IDBT loans were mostly allocated
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to projects located in the Marmara region, the rest of the private indus-
trial capital also gravitated prominently toward this region. Consequently,
a great inequality emerged in the regional distribution of industrial devel-
opment, which concentrated within the Istanbul-Bursa-Kocaeli triangle
(Kepenek, 2020: 108–109).

In the decade of the DP’s rule, the SEEs, despite the promises in
the first government program, were not privatized. Furthermore, the
DP government needed to expand the SEEs especially when domestic
production plus imports did not meet domestic demand. The produc-
tion capacity of the SEEs in such goods as cement, paper and sugar was
increased, and some new SEEs were also established (Kepenek, 1993:
33). Thus, the SEEs moved on a sui generis development path with their
support to the private sector.

The SEEs supported private capital accumulation through three main
channels. First, the SEEs directly transferred resources by establishing
either partnerships or subsidiaries with the private sector. (For the full list
of public–private partnerships, see Ministry of Finance, 1977: 522–524).
Secondly, the SEEs provided the private sector with inputs that were way
underpriced with regards to their production costs. The losses incurred by
the SEEs were then registered as “duty losses,” which were compensated
from the state budget. Thirdly, the SEEs also indirectly provided skilled
labor force with experience to the private industry by their eventual trans-
fers, as a result of large public–private wage gaps, or in response to the
bureaucratic problems occurring within the SEEs (Kepenek, 1993: 111).
Thus, private capital, back then, preferred exploiting the SEEs rather than
purchasing them (Buğra, 1994).

In this period, the domestic production of basic consumption goods,
such as food, textiles, and apparels grew adequately to meet the domestic
demand. Yet, increased import difficulties during the second half of the
period still created a stimulus for domestic industrial production. Thus,
an implicit import-substituting industrialization (ISI) process, so to speak,
was realized. This process paved the way for the planned and much
more systematic ISI strategy of the 1960s and 1970s. Expansion of
domestic markets with the commercialization of rural production, as well
as economic externalities that emerged thanks to public infrastructural
investments in road haulage, energy, and infrastructure, contributed vastly
to the increase in fixed capital formation in the private industry (Kepenek,
2020: 109).



5 TRANSITION TO DEPENDENT DEVELOPMENT, 1947–1960 149

Another main feature of the period under examination was the rapid
expansion of the services sector. The share of services in GNP rose from
39% in 1946 to 45% in 1960, so as to surpass the share of agriculture.
Interestingly enough, the services grew independently of the develop-
ments in agriculture and industry. Especially, such sub-sectors as the retail
trade, construction, financial institutions, and transportation grew rapidly.
Moreover, the rapid expansion of roadways and the spread of services,
such as transportation, maintenance-repair, and tourism, changed the face
of the economy by facilitating the growth of the market for motor vehi-
cles, especially in terms of the use of private cars and fuel consumption
(Kepenek, 2020: 115).

The Stumbling Years and Beyond

Very high rates of steady growth lasted until 1954. From that year
on, painful consequences of the “populist” policies started to surface.
Domestic demand exploded as a result of expansionary monetary, fiscal
and credit policies, along with the contribution of rapid urbaniza-
tion. However, it was impossible to meet this surge in demand, given
the internal constraints of the Turkish economy. Although the foreign
exchange and gold reserves at the initial phases enabled an easy increase in
imports; supply shortages especially in industrial products and raw mate-
rials emerged with the lapse of time, as the 1946 devaluation had not
encouraged exports relative to imports. Moreover, exports fell with the
ending of the Korean War in 1953, widening the trade deficit even more.
As a result, the volume of foreign trade, which was approximately around
15% of GNP until 1954, decreased remarkably to values less than 10% in
the second half of the 1950s. Throughout this process, the problem of
foreign-exchange shortage intensified further at a time when significant
growth slowdowns were accompanied by widening trade deficits, as can
be seen in Table 5.1, aggravating the dependence of the Turkish economy
on external borrowing (Kepenek, 2020: 118).

The supply shortages, arising both from the decrease in agricul-
tural yield due to the drought in 1954 and the fall in imports due to
the foreign-exchange bottleneck, led to a situation of unsatisfied excess
demand. The ratio of exports to imports fell drastically to 63% in 1955
from 92% in 1950, alongside a sharp rise in the annual inflation rate
to over 20% from around 10%. Not surprisingly, this combination of
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economic difficulties resulted in a major crisis, bringing the economy to
a near halt.

The DP government looked for a solution to the supply-side problems
by means of even more expansion and higher growth; that is to say, it
wanted to ride the horse even faster. There were two conditions for such
a solution: First, increasing the production of goods and services at home;
and secondly, utilizing external resources through foreign borrowing. The
government tried both but failed, especially in the latter. Therefore, the
DP government had to accept the implementation of an IMF-designed
stabilization program in 1958, which was initiated for the first time in the
history of the country.

As it was pointed out above, a “covert” and ad hoc import-substitution
process could have been implemented via the utilization of the SEEs,
without openly clashing with the US requests. An obvious supporter of
private entrepreneurship, the DP government implemented a SEEs-based
industrialization policy due mainly to the imperatives of objective condi-
tions (Kepenek, 1993: 32). Insofar, as domestic production could not
meet domestic demand, the ruling party followed a policy that priori-
tized the domestic production of industrial products, especially that of
intermediate and durable consumer goods, which could not be purchased
from abroad due to the scarcity of foreign exchange. Under these circum-
stances, the DP government aspired to benefit from the SEEs as much as
possible. In a sense, it had to take a compulsory yet implicit and partial
step toward the etatism of the 1930s.

The DP government took some measures to prevent the economy
from drifting into depression. For instance, it paid more than the
official exchange rate (2.80 TLs per US dollar) for some of the dollar-
denominated monetary receipts; began to implement multiple exchange
rates in imports as well as price controls in the domestic market; raised
interest rates and limited commercial loans. However, all these measures
remained insufficient to overcome the financial bottleneck. Two further
developments, moreover, aggravated the crisis: Prime Minister Menderes
resisted the recall of a WB delegation on the grounds that “they were
intervening the country’s internal affairs by making inflation a subject of
debate” (Krueger, 1974: 69), and the US refused Turkey’s $300 million
request for supplementary aid.4

Given these conditions, and in line with the requests of the IMF, on
August 4, 1958, the government decided to devalue the TL; liberalize
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imports; limit the money supply; restrict public spending; schedule invest-
ments according to a specific program; and increase the prices of goods
and services supplied by the SEEs. The dollar rate was gradually yet dras-
tically increased from 2.8 TLs to over 9 TLs. Measures were also taken
for facilitating imports and easing the terms of foreign-debt obligations.
Consequently, a foreign credit of $359 million could be obtained from
abroad. Thus, Turkey was, for the first time, paying the heavy price of
drifting away from its determination to implement independent economic
policies, as the consequence of the crisis experienced from the mid-1950s
onwards. As a matter of fact, covering imports with short-term external
borrowing had started to generate problems in debt repayment as early
as 1952. Eventually, Turkey became the first country both to use funds
in excess of its IMF quota and to request an extension of its repayment
deadline (Horsfield, 1969: 347).

It is not easy to assess the economic consequences of the stabilization
measures because of the political crisis that occurred in 1960. But one
major conclusion can be derived: The dependence of the economy on
foreign capital reached an unprecedented level at the end of the ten-year
period of DP government. Turkish economy was highly integrated with
the US-led capitalist world, and Turkish policymakers were no more able
to take independent steps without the IMF approval. In a sense, domestic
economic stability was tied to elements of external dependence.

The Great Social Transformation

A distinct and unprecedented social transformation is the primal charac-
teristic of the period. First, the total population of the country increased
from 19 million to 27.5 million, or by 44.7%, with a 2.98% annual
average during 1945–1960. The share of urban population in the total
also increased from 18 to 25%, with an annual increase of about 5%.
Population growth and mobility rates were, in other words, exceptionally
high.

Second, a rapid acceleration of internal migration and urbanization
took place (Karpat, 1976). Urban migration was primarily caused by
impressive mechanization, that is, the use of tractors in agriculture and
facilitation of road transportation in rural Turkey. It must be underlined
rather emphatically that this unprecedented population mobility, which
we call physical emancipation, was a result of the dissolution of pre-
capitalist formations. As the precondition of all other types of freedoms,
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physical emancipation here refers to the disintegration of the age-old, self-
subsistent, and stagnant village structures due to the increasing share of
marketed crops and the use of money, as well the substantial weakening of
people’s traditional familial, squirarchical (ağalık), and tribal ties all across
the country.

Rapid urbanization brought about not only new problems, but also sui
generis solutions. Besides unemployment in the cities, the process raised
two important problems, namely accommodation and transportation.
Rather practical solutions found for these two problems were squatter
housing (gecekondu; literally meaning “built overnight”) and shared
minibuses (dolmuş s), respectively. Though the relative effects of dolmuş s
were limited, the gecekondu question rather became a crucial one from
legal, economic, and social points. Constructed via the de facto seizure
of publicly owned lands, the gecekondu neighborhoods thus became not
only a subject of various sociopolitical problems and controversies, but
also the backbone of the urban construction sector. In fact, the share
of urban population living in gecekondus increased from 1.4% in 1945
to 12.8% in 1950, and to 17.9% in 1960, underlining its extraordinary
dynamism (Danielson & Keleş, 1980: 273).

Physical emancipation also brought about two further significant
changes that need to be briefly touched upon here. First, the demand for
education, historically one of the most important tools of vertical social
mobility, resulted in a surge along with the additional effect of emerging
economic necessities (Kepenek, 2020: 133). Second, as a response to the
burgeoning political and economic liberalization, a series of institutional
measures in the labor market were undertaken, such as establishing the
Ministry of Labor and the Labor Employment Office (LEO), in order
to coordinate the supply of and demand for labor. With the increasing
pressures for enhanced labor rights, labor unions were established, albeit
without the enactment of the right to strike. Accordingly, the first govern-
ment Program of Menderes stated that "we will legalize the right to strike
… which we recognize as a natural right in accordance with the princi-
ples of democracy" (Öztürk, 1968: 330). However, no further steps were
taken in this direction, even in the years when the economy was growing
rapidly. By 1960, the number of unionized workers and the number
of socially insured workers were each around 10% in non-agricultural
employment, which proves that the DP’s class preference was not on
the labor side (Koç, 2019: 238). The LEO statistics, the only source
regarding the labor market of the period, also indicates a striking social
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development of the day: as a result of the rapid migration to cities, the
job applications of women increased at a rate that cannot be compared
with the subsequent years (Kepenek, 2020: 126).

Lastly, from the available data limited to the unionized workers, it is
seen that the real wages increased until 1955, but fell in the following
years. Although similar figures can be observed for agricultural incomes,
it should also be noted that the government was already supporting
the agricultural sector both directly and indirectly. Salaries of the civil
servants, on the other hand, were generally increasing below inflation.
The wage-salary differentiation process is indeed one of the indicators of
the DP’s class base (Boratav, 2019: 93; Keyder, 1970).

Ideological and Cultural Developments

Leading to the Great Dilemma

Ideological, political, and cultural aspects of the period should also be
summarized briefly here, since they were the mirror images of subsequent
developments. To start with, the DP came to power by creating a “revolu-
tionary” culture of freedom and democracy, although limited by a heavy
Cold War atmosphere. As soon as the party took office, however, more
conservative thoughts, especially Islamism, gained momentum. Accord-
ingly, attempts to erode the Reforms, which were initiated after the
establishment of the Republic, surged (Eligür, 2010: 48; Kısakürek, 1959;
Tuğtan, 2020).

Two important points should be underlined. First, as the following
short quote concisely sums up, the Marshall Plan in Turkey resulted in
the “strengthening of the Political Islamist movement under the umbrella
of ‘democracy’” (Teazis, 2010: 46). Secondly, anticommunism became
the primary and decisive factor shaping not only national politics, but
also the short- and long-term developments in the country’s intellectual
life, via its negative impacts on creative thinking (Karpat, 1959: 138).
Concomitant institutional restructuring, created within the framework
of cooperation with the US, was accompanied by cultural convergence,
that is, “the American way of life,” which is detailed elsewhere (Örnek,
2015). The rapprochement in the early 1950s focused especially on public
bureaucracy, including the drafting of some important economy-related
laws (Kara, 2006). As for education, as well as social and cultural rela-
tions, the US replaced Europe. English became the dominant foreign
language, replacing French. Moreover, the likes of Chicago Boys in Latin
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America started to become prominent in the country (Boratav, 2015:
100; Kepenek, 2011: 159). As stated elsewhere, the WB allied itself with
the “development minded” figures in the country (Mason & Asher, 1973:
648).5 Likewise, as the cost of sending people to the US were becoming
high, similar educational institutions were being established in Turkey
(Harris, 1972: 76–79). The aim was not only to make up for the qualified
labor force of the country. Rather, it was a total change in thought and
culture.

Meanwhile, Prime Minister Menderes hardened his attitude toward
the intra-party opposition by limiting participation and expelling those
who criticized his leadership. Increasing monopolization of the selec-
tion process of parliamentary candidates by the party president not only
diminished the effectiveness of the Turkish Grand National Assembly
(TGNA), but also strengthened the one-man, top-down structure of the
DP (Cerrahoğlu, 1996; Eroğul, 2014: xi). In fact, such leader-dependent
restructuring of the party set a precedent as a wrong legacy not only
for other political parties, but also for all other types of associations that
followed (Kepenek, 2019: 82). Accordingly, the DP government, which
had already become well identified with the leader, was beginning to take
a hardline stance against the opposition especially after the 1957 elections
(Mert, 2007: 21–22). Notwithstanding, the opposition made its voice
stronger and louder in its battle for fundamental rights and freedoms,
such as demanding freedom of the press, autonomy of the universities,
economic and social rights, etc., which influenced the developments in
the following years (Ahmad, 1993: 102; Kepenek, 2019: 120).

It should be underlined that the main reason for the tightening up
of the dress of democracy emerged primarily due to the economic crisis,
while the ruling party was dragged into what we can call a big dilemma
of the “economic advancement-versus-democratization.” As underlined
repeatedly, the DP leadership was firmly determined for achieving more
growth, even at the cost of disregarding all possible destructive conse-
quences.6 Ironically, the “top defender” of freedoms and the “free
world,” the US, was nevertheless not showing any sensitivities about
further limitations of rights and freedoms in Turkey, at least not until the
country ran into political turmoil in May 1960 (Armaoğlu, 1996: 216;
Kepenek, 2019: 99).

The changing nature of the Cold War, especially after the launch of
the first satellite by the USSR, namely Sputnik, in October 1957, as
well as the political upheavals in the Middle East, drove the US–Turkish
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relations to even a more vulnerable situation, as observed by Rostow
(Meier & Seers, 1984: 259). The Turkish–US relations harbor various
unknowns to this date in many aspects (Armaoğlu, 1996: 208, 212).
What we know, though, is that, when the DP could not obtain funds for
industrialization from the US,7 it turned its gaze toward the USSR. The
decision of Menderes to visit the USSR with two ministers in mid-July
1960 would mean the unilateral termination of the dependency relation-
ship that had started with the Cold War. As the Turkish Ambassador to
Tehran, Mahmut Dikerdem summarized lucidly: “In 1960, the US had
serious reasons to overthrow the Menderes-Zorlu duo… Since 1947… the
country’s government… was attempting an action on its own for the first
time … without first receiving a permission from the US. … This could not
be left unpunished” (Dikerdem, 1977: 23–24).

Not surprisingly, as a result, during the second half of the period,
the honeymoon between Turkey and the US came gradually to an end
due to deep disagreements over industrialization. The DP’s attempts to
find foreign loans for industrialization in some vital sub-sectors were
constantly blocked by the US, which acted consistently in line with the
TSS and WB reports analyzed above. Even Menderes himself expressed
his confusion for why Turkey’s allies opted to oppose those industries
that would process agricultural products; he thus simply stated: “I do not
understand” (Yavuzalp, 1991: 89).

Conclusion

The period of 1947–1960 analyzed in this chapter was truly path-
breaking, characterized by great changes and transformations. Further-
more, this period underlay the steppingstones for the following decades.
Initially, Turkey found itself in the midst of a global restructuring process,
led by the US as the hegemonic power of the capitalist world, within the
Cold War environment that started after World War II. Turkey under-
went radical changes in this period, starting especially in the domains
of foreign affairs, defense policy, and economic restructuring. Eventu-
ally, the country lost its ability to determine, design and implement an
independent policy.

Taking the path of dependent development with the urgings of the
US, Turkey started rather abruptly to specialize in agriculture and partici-
pate in the international division of labor accordingly. With the change
in government upon the will of the people for the first time in the
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country’s history in 1950, the more “liberal-leaning” DP, backed by
the US, commercial capital and landowners, came to power. Afterward,
socioeconomic mobility and transformations gained an unprecedented
momentum.

With the help of its past acquisitions, along with the US economic
and military aids and loans, as well as increasing volume of foreign trade
thanks to favorable external conditions, the economy grew immensely
at a rate of 11.4% on average per year between 1950 and 1953. This
success was the outcome of combined effects of the commercialization
of rural areas, which were previously both economically and socially
closed and self-sufficient, the rapidly increasing use of tractors in agri-
culture, construction of new roads and the swift expansion of the
cultivated areas, which, more or less, provided economic well-being to
all segments of society. This extraordinary process stimulated internal
migration remarkably by freeing the rural population and prompting rapid
urbanization, notwithstanding the new problems it generated. Neverthe-
less, this impressive economic expansion, along with prominent social
change, was not accompanied by democratic development. Instead, the
DP government restricted the rights and freedoms with a staunch anti-
communist bias. The result was a combination of an unleashed liberal
market economy with circumscribed political rights and freedoms.

However, the remarkable episode of economic expansion could not be
perpetuated after 1954, due to the slowdown in agricultural production,
foreign-exchange bottlenecks and concomitant supply shortages. The DP
turned to the SEEs in order to boost domestic production and supply; yet
this effort failed to save the situation. The government, which eventually
turned to market controls, as a result, had to accept stringent stabilization
measures and a substantial devaluation of the Turkish lira in line with the
IMF recommendations in order to obtain foreign aid and loans. Thus, the
country, having already devalued its currency by its own will in 1946, was
doing the same in 1958, but this time according to IMF conditionality.
Such conditionality started to become increasingly more binding in the
decades to come.

With an even more definitive and impressive electoral victory in 1954,
the DP started to gain a leader-dependent character by narrowing intra-
party participation and began to constrain political rights and freedoms,
especially after the 1957 snap elections when it fell below the majority
of the popular vote. While implementing the IMF stabilization measures
of 1958 rather reluctantly, the government decided to overcome the
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“unacceptable” economic stagnation by expanding on agriculture-based
industries and producing some industrial intermediate goods domesti-
cally. Simultaneously, though, the DP government was trying to further
curtail existing rights and freedoms. Thus, the DP opted for prioritizing
economic development in the midst of a great dilemma of “economy-
versus-democracy.” Nonetheless, the DP could not obtain the foreign
capital support it desperately strived for. Its attempts to receive the hand
of the Soviet Union also remained futile, as that ran into the wall of the
US.

To sum up, the process started with a shift in economic policy toward
specialization in agriculture, as formulated by the US. It encompassed all
of the major policy domains over time. In a very short period of ten years,
economic and social mobility increased tremendously, and Turkish society
became economically more responsive and politically more conservative.
Accordingly, the independent policymaking processes, along with the
previous legal and institutional infrastructure, secular education, peaceful
foreign policy, that is, the essential backbones of the Atatürk Reforms
have entered a period of erosion.

As a matter of fact, the DP government had begun to put its signature
to immense socioeconomic transformations. Nonetheless, it failed to put
into operation and carry forward the democratic processes through which
it had risen to power, while also running into a deadlock in its relatively
more successful field, that is, the economy. The upshot of this failure was
the military takeover of 1960, which was unfortunate not only with its
dire consequences immediately for the party, but in the long-run, also for
the country.
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Notes

1. The literature on development economics, with its various notable
contributions from theoretical and applied research, initially began
to grow at a time corresponding to the period under scrutiny in
this chapter. Some pioneering examples were Lord Bauer, Colin
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Clark, Albert O. Hirschman, Sir Arthur Lewis, Gunnar Myrdal, Raul
Prebisch, Paul N. Rosenstein-Rodan, Walt Whitman Rostow, H.
W. Singer, and Jan Tinbergen. Their works put forward important
concepts and theses within the areas such as “unlimited supply of
labor” (Lewis); the theory, strategy, stages, and patterns of develop-
ment (Myint; Hirschman; Rostow; Chenery and Syrquin), foreign
trade (Prebisch; Emmanuel), and a critique of proposed liberal poli-
cies (Joan Robinson). For a succinct collection of the pioneering
figures in development economics of the day, see Meier and Seers
(1984).

2. Interestingly, the TSS Report states that “the Karabük steel mill and
its related plants present more than a problem of efficient manage-
ment. In no proper sense of the word is there an ‘industry’ here to
be managed. The problem of Karabük is one of large-scale salvage
operation” (1949: 227), and “the greatest need which Turks them-
selves cannot yet fill is that of trained advisers, good managers,
competent technicians, industrial and commercial know how. This is
a need which Americans can supply, provided that the opportunity
is offered to them to exercise their talents” (1949: 254).

3. Transition to the multi-party system is of crucial importance for
a proper understanding of the period, yet its full analysis falls
beyond the scope of this chapter. A few brief remarks should suffice.
The multi-party system that started almost simultaneously with the
beginning of the Cold War, which divided the world into two
camps—“free” and “unfree,”—remained largely limited in terms
of democratic development, especially in the sphere of freedoms
of thought, expression, and association. Moreover, a new devel-
opment occurred in the context of the rapprochement between
Turkey and the US. Two right-wing political fractions, namely
political Islamists and ultranationalists that had until then been
experiencing disaccords with the regime, formed an alliance to
fight against communism. The anticommunist campaign that united
the Turkish right accorded with the US intentions. This harmony
became increasingly prominent and influential after 1946, shaping
the habits of thought and political climate in the country on the
one hand, and leading to a corrosion of the foundational values that
defined the sui generis modernization project of the Republic, that
is, Atatürk Reforms, on the other (Kepenek 2019: 44). For more
details, see Tekeli and İlkin (2014).
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4. See Harris (1972: 49–84) for an extensive analysis of the coop-
eration as well as the rifts between the two countries, not only
in economic policies but also on all issues, during the “Menderes
Decade.”

5. Indeed, Demirel and Özal are perfect examples in this regard. After
obtaining their engineering degrees in a public university in Turkey,
they were both sent to the US for further education in the 1950s.
They both joined the ranks of bureaucracy, after Menderes was
overthrown. Becoming the leading US-backed politicians of the
center-to-the-Islamic right, along with their emphasis on economic
liberalism, they served for over three decades, roughly from 1965–
2000, as prime ministers and presidents of the country (Heper &
Sayarı, 2002: 87–105, 163–180).

6. Challenged by economic difficulties, Prime Minister Menderes
stated that, if necessary, democracy could be given a break or post-
poned for the sake of economic progress; while President Celal
Bayar had a sharper attitude than Menderes in this regard (Ahmad,
1993: 110; Eroğul, 2014: 214, 217). Thus, with Prime Minister
Menderes, economic development gained momentum, but not
in the direction of enhancing democracy. Yet, this approach has
frequently been resorted to in the subsequent decades.

7. For instance, despite Prime Minister Menderes’s persistent insistence
starting from 1954, foreign credits needed for Ereğli iron and steel
mill, among other projects, could not be obtained until 1960, when
an agreement was eventually reached for the WB’s provision of $129
million. Other technical and financial problems aside, the main diffi-
culty arose from the “condition of US assistance” that “the majority
of shares must be privately owned” (Harris, 1972: 99). The Ereğli
case should be considered as a concrete example illustrating the
limits of Turkey’s independent decision-making abilities.
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CHAPTER 6

Import-Substituting Industrialization
Strategy and Planning Experience in Turkey,

1960–1980

Ümit Akçay and Oktar Türel

Introduction

This chapter reviews the import-substituting industrialization (ISI)
strategy and economic planning experience in Turkey in the 1960s and
the 1970s, with due consideration for its international boundary condi-
tions. It comprises six sections. Following the first introductory section,
the second one starts with the description of the institutional frame-
work established after World War II (WW-II) and the roles of its main
constituents in the governance of the global economy. This institutional
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framework was geared toward a gradual yet definite liberalization of inter-
national trade and investment throughout the 1960s and the 1970s.
The second section then proceeds with a concise survey of the charac-
teristic features and policy instruments of ISI, which turned out to be
the preferred strategy in many developing countries (DCs), including
Turkey, in those years. ISI was sometimes supplemented with indicative
economic planning in DCs, albeit with varying degrees of effectiveness.
New patterns of industrial specialization along the “primary” stages of ISI
and/or recourse to indicative planning in DCs were compatible with the
political-economic interests of the advanced countries (ACs) till the early
1970s.

The third and fourth sections deal with specific aspects of indicative
economic planning and the political economy of ISI in Turkey, respec-
tively. At the onset of Turkish planning experience in the early 1960s,
two basic problems confronting the planners were: (i) the reorganization
of state economic enterprises (SEEs) which had a large share in indus-
trial activities, and (ii) raising domestic savings via a tax reform. It is
debatable whether the political compromise reached in the 1960–1963
period on these issues provided satisfactory answers to the basic prob-
lems faced. In the 1960s and the early 1970s, Turkey’s large business
groups supported the ISI strategy of the government due to the prospects
of high profits it offered through protection from international compe-
tition and various pecuniary incentives provided by the state without
reciprocal commitments. Workers in large enterprises were another group
supporting the ISI strategy. Apart from its importance in providing basic
necessities to consumers and inputs to consumer-goods industries, the
agricultural sector had a limited role as a provider of export revenue. In
view of some industrial deepening in consumer durables and interme-
diates, Turkish version of ISI during the 1960–1980 period resembled
the “secondary” phase of ISI in major Latin American countries in the
1955–1968 period. This analogy was observed in the policy space as well.

In the fifth section, the crisis of ISI in the 1970s is examined in two
different contexts. At the international level, the “over-accumulation”
crisis of 1968–1971 in ACs and the ensuing economic instabilities
throughout the 1970s indicated that the implicit social contract between
capital and labor envisaged by the Keynesian economic paradigm was
no longer sustainable. Besides, the dialogue between ACs and DCs to
establish a just and more equitable world order was moving toward a
deadlock. Irrespective of geography and international political affinities,
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capital at the “center” could no longer tolerate ISI and indicative planning
at the “periphery.” At the national level, after the first oil crisis in 1973,
industrial productivity slowed down, inflation rate accelerated and balance
of payments deteriorated in Turkey, leading to insolvency in interna-
tional transactions of the country in 1977. The government under Bülent
Ecevit’s premiership, which had come to power in January 1978, failed
to manage the crisis and had to resign in November 1979. Its successor,
Süleyman Demirel’s government, announced an economic policy package
in January 1980, effectively bringing the Turkish ISI experience to its end.
Lastly, the sixth section concludes this chapter.

International Conditions

Institutional Framework for the Governance of the World Economy

Policy orientations of major actors within the institutional framework
for the governance of the world economy are summarized below. The
post-war decades were characterized by the political-economic promi-
nence of the International Monetary Fund (IMF), the World Bank (WB),
the General Agreement on Tariffs and Trade (GATT), and the United
Nations Conference on Trade and Development (UNCTAD).

IMF : In the 1950s, IMF mostly lent to the ACs which suffered from
“dollar shortage,” and administered relatively moderate exchange-rate
alignments. The pattern of lending changed significantly in the following
two decades: In the 1960s, about two fifths of the total approved lending
were extended to the DCs, and that proportion went up to about two
thirds in the 1970s. Furthermore, the conventional form of IMF lending,
that is to say, Standby Arrangements (SBAs), started to become longer
in duration and more articulate in terms of the economic assessment of
debtor countries and “conditionalities” attached to the loans (Reinhart &
Tresbesch, 2015: 2–10).

As the economic boom enjoyed by many DCs in the first half of
the 1970s turned into a protracted slump later, both the number and
the total volume of IMF lending arrangements started to increase very
rapidly till 1983. What was more disturbing was that, from the mid-
1970s onward, IMF support programs usually went beyond the original
mission of providing liquidity to countries in distress, and started to
involve broader intervention in national economic policies and resource
allocation.
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WB: Notwithstanding a tardy start, the WB gradually turned into a
major international investment bank over the 1950–1968 period, lending
mostly to the DCs outside the socialist block. In that period, the
WB adopted a market-friendly, pro-growth and pro-private sector policy
stance, emphasizing export promotion, and liberalization of international
trade and investment. However, the WB management was flexible enough
so as not to categorically oppose: (i) ISI, (ii) protectionist practices and
administrative controls in the economy, if these were moderate, and (iii)
public ownership of productive enterprises in the borrowing countries.
It was also tolerant of the adverse distributional impacts of pro-growth
policies, being a firm believer in “trickle-down” processes of economic
development.

Two other important institutions under the WB’s umbrella were estab-
lished in that period: International Finance Corporation (IFC) in 1956
and International Development Association (IDA) in 1960. The former
was entrusted with the task of lending to or participating in the private
ventures in the DCs. The latter was expected to provide long-term,
concessional finance to the poorer DCs.

The next period of 1968–1978 almost fully coincided with the demise
of the Keynesian paradigm, the breakdown of the Bretton Woods system
and the global crises following it. By a major overhaul in policy priori-
ties, the WB management tried to: (i) enlarge the volume of its lending,
(ii) increase the effectiveness of the WB in international relations, (iii)
set up a new system of country programs so as to better guide the
policies of member countries, and (iv) place greater emphasis on reduc-
tion of poverty, protection of environment, population control, urban
development, and reforming macroeconomic policies (Kapur et al., 1997:
488–503). The global swing toward economic orthodoxy made a definite
impact on WB headquarters in the 1978–1981 period, as manifested by
the announcement of the idea of Structural Adjustment Loans (SALs) in
1979, which would further narrow the room for maneuver in the policy
space of the DCs.

GATT : GATT’s code of conduct was drawn up with reference to
three trade-related principles which had been staunchly defended by the
US governments since the mid-1930s, that is to say, non-discrimination,
reciprocity, and free trade as the ultimate objective.

Non-discrimination essentially meant adherence to the “most favoured
nation” (MFN) principle. However, a number of exceptions that were
legitimized under the GATT clearly violated the MFN principle, for
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instance, (i) preferential trade agreements, (ii) customs unions, and (iii)
free trade areas (Barton et al., 2006: 38–41; Van der Wee, 1987: 349–
350). Besides, some flexibility in interpreting the principle of reciprocity
was needed in order to make trade liberalization acceptable to the DCs.
A meaningful step in this direction was taken rather lately in 1971, when
the Generalized System of Preferences (GSP) developed by UNCTAD’s
efforts was incorporated into GATT’s regulations, and its validity was
confirmed by the Enabling Clause of the GATT Decision (1979).

A series of trade negotiations organized by GATT from 1947 to 1961
were concluded with modest, but meaningful tariff reductions.1 In the
history of GATT, the most important and comprehensive rounds of
trade negotiations were the Kennedy Round (1963–1967) and the Tokyo
Round (1974–1979). Both of these rounds were set forth by the initiative
of the US, which reacted to changing patterns of trade and competitive-
ness across major trading blocks, that is, the US, the European Economic
Community (EEC) and Japan. By and large, DCs were passive onlookers
with regard to these rounds.

UNCTAD and the New International Economic Order: Resolution
1710 (XVI) by the United Nations (UN) General Assembly in 1961,
which proclaimed the 1960s as the “First Development Decade,” was
an indication of growing sensitivities over the pressing problems of the
DCs. In 1962, the General Assembly decided to convene UNCTAD I
(Resolution 1785, XVII).

In the Final Act adopted by UNCTAD I in 1964, a strategy of reform
for the governance of global economy was put forward, which included
three basic policy proposals: (i) preferential and concessionary entry of
DC exports to the ACs, (ii) attainment of an equitable and satisfactory
stability in primary commodity prices, and (iii) increasing unconditional
aid to the DCs (Bello, 2000; Taylor & Smith, 2007: 10–13).2 Shortly,
after this conference, UNCTAD was granted a formal organizational
status by Resolution 1995 (XIX).

ACs effectively resisted to the translation of these three policy proposals
in their entirety into concrete international commitments. Nevertheless,
some modest and patchy steps were taken. In the context of the first
proposal, deliberations in and studies undertaken after UNCTAD II
(1968) convinced AC governments to incorporate GSP into the GATT
regulations (see above). In the context of the second, ACs somehow
supported the measures for providing stability to commodity prices and
export revenues of poor countries; but they were against measures that
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would affect their trends and levels, which could help overcome the
problem of “unequal exchange.” The compromise out of differing policy
positions found its expressions in: (i) Integrated Program for Commodities
prepared for UNCTAD IV (1976), which paved the way for a few inter-
national commodity agreements from 1977 to 1981, (ii) Stabex scheme
to be applied by the EEC to the exports of African, Caribbean, and
Pacific (ACP) countries (1975), and (iii) compensatory financing facility
provided by the IMF to DCs in case of a sudden and drastic fall in their
export revenues. As we will accentuate later, these measures were insuffi-
cient responses to the demands and expectations of the DCs for a more
just and equitable world.

After the initiatives of Movement of Non-aligned Nations and G-
77, the Sixth Session of the UN General Assembly adopted Declaration
3201 (S-VI) on the establishment of a New International Economic
Order (NIEO) in 1974, which was complemented with its Plan of Action
(Declaration 3202 (S-VI). In the preamble of Declaration 3201 (S-VI),
members of the UN stated their determination to establish a NIEO based
on “equity, sovereign equality, interdependence, common interest and
cooperation among all states.” The vision of NIEO was by no means
confrontationist, and envisaged the reduction of inequalities between
Global North and Global South by negotiation and mutual consent of
the parties concerned (Boratav, 1976: 75).

Despite efforts by the UN bodies to further qualify and improve the
policy content of NIEO objective, it became clear in the second half of the
1970s that the dialogue between ACs and DCs were moving toward dead
ends: The Conference on International Economic Cooperation (1975–
1977) initiated by the French president Valéry Giscard d’Estaing could
not produce any concrete result; and the Common Fund to finance
UNCTAD’s Integrated Program for Commodities could not be made
operational. Under such circumstances, UNCTAD V in 1979 produced
no significant improvement in North/South negotiations, signaling the
eventual demise of the NIEO idea.

Characteristic Features of the Post-War ISI

Following Hirschman (1968: 4–6), four impulses which stimulated ISI
in DCs can be identified as follows: (i) wars and depressions leading
to a breakdown in international division of labor, (ii) serious balance of
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payments difficulties, (iii) growth of domestic markets, and (iv) a delib-
erate policy choice. The first three of these impulses had been observed
in some DCs (including Turkey) prior to the WW-II, but the rise of ISI
to the status of an official development strategy and thus the transforma-
tion of “infant industry” argument into an “infant economy” argument
(Bruton, 1989: 1605) were post-WW-II phenomena. Both non-Marxian
development economists and supporters of ISI argued that new patterns
of industrial specialization can be shaped by negotiation and consent so as
to yield mutual gains to the DCs and the ACs (Hirschman, 1981: 3–5).

The post-WW-II ISI in the DCs turned out to be a highly sequen-
tial or staged process, starting primarily with the manufacture of finished
consumer goods that were previously imported, and later proceeding to
“higher” stages, that is, the production of intermediate and investment
goods through backward linkages.3 In practice, these backward linkages
did not work as rapidly and smoothly as expected for a number of reasons
related to market size, entrepreneurial behavior, government policies, and
technological capabilities of individual countries (Hirschman, 1968: 13–
24; Schmitz, 1984: 3–4). In many countries, such failures led to a secular
rise in imports-to-GDP ratios. Since export revenues were generally insuf-
ficient to pay for the import bills, followers of the ISI strategy frequently
encountered sizable trade deficits toward the end of their medium-term
cycles, culminating in balance of payments crises and macroeconomic
instabilities.

Trade protectionism implemented under an ISI strategy can be
grouped into three categories: (i) trade policies (tariffs, quantity restric-
tions on imports, import licenses, etc.), (ii) foreign exchange policies
(setting the exchange rate, controls on current account and capital
account transactions), and (iii) indirectly protective policies (interest rate
and wage policies). Here, some explanatory notes on these policies may
be useful.

In the period under our study, nominal tariffs were generally set on the
basis of ad hoc economic considerations (Bruton, 1988: 912), leading to
diffuse structures both in tariffs and effective rates of protection (ERsP).4

In conformity with the logic of ISI, tariffs on imported inputs were
usually set at lower rates relative to those applied to imports of finished
products. This practice could be expected to make (and actually made)
the ERsP higher than nominal rates in industrial sectors. Observed ERsP
were definitely higher in comparison to those in the ACs, showing also a
large variance across DCs on the one hand, and across industries on the
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other (Bruton, 1988: 912; Schmitz, 1984: 6–7).5 Nominal and effective
protection by tariffs were complemented with various quantitative restric-
tions and administrative controls on imports. These policies aimed to
attain some specific sectoral ISI targets and to handle balance of payments
difficulties. Import licenses were essentially used as instruments to safe-
guard imports of basic necessities and/or machinery and equipment for
key industrial investments.

Undoubtedly, the most important one in the second group of policy
instruments was the exchange rate. The dominant tendency in ISI was to
keep domestic currency overvalued, basically for the following reasons:
(i) to promote capital accumulation by keeping imported investment
goods cheaper, (ii) to control “imported inflation,” and (iii) to suppress
domestic prices of traditional export goods so as to transfer real income
from their producers and exporters to other strata of society (Türel,
2017: 208). In order to offset the disincentive of an overvalued currency,
non-traditional (mostly industrial) exports were supported with various
pecuniary incentives.

Interest rate subsidies for promoting output growth and capital accu-
mulation were mostly selective and frequently resulted in negative real
interest rates. On the other hand, wages in the more organized segments
of the economy were above the rates that would be attained under
competitive labor market conditions, putting some parts of the industrial
workforce to a disadvantaged position; but the DC governments gener-
ally did not regard such stratification of the labor market as a negative
phenomenon (Türel, 2017: 208–209).

Not surprisingly, the proponents of mainstream economics, on grounds
of efficiency, objected to all these price “distortions” and the anti-export,
anti-agriculture and anti-employment biases they may have generated.
An OECD-sponsored comparative study by Little et al. (1970) offered
a sophisticated critique of the ISI in line with mainstream economic
thinking, which was later repeatedly referred to by many international
organizations. Some other critical studies in the 1970s reflected growing
sensitivities on the problems of employment, reducing inequalities and
poverty, and meeting basic needs (Arndt, 1987: Chap. 4).

The attitude of DC governments toward foreign direct investment
(FDI) as an external resource and a channel for transferring technology
and know-how differed widely. At one extreme, there were countries that
were fully open to and supportive of FDI, such as Brazil. At the other
extreme, there were countries like India, which did not encourage FDI
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at all (Bruton, 1989: 1619–1633). Turkey was a case between these two
extremes.

Toward the late 1960s, ISI strategy began to lose its earlier attractive-
ness due to the failures of its adherents in: (i) generating sufficient export
revenues, and (ii) raising domestic savings needed to finance the advanced
stages of industrialization. A new policy orientation in such major Latin
American countries as Brazil, Mexico, and Argentina involved the avoid-
ance of excesses committed in the past, concerning protection, negative
real interest rates, and substantial overvaluation of domestic currency.
Such a revision of policy agenda did not receive much political support in
India and Turkey till the 1980s, apart from policies for the promotion of
manufactured exports (Türel, 2017: 210–211).

The brief survey above is focused upon the common characteristics of
ISI in DCs from the early 1950s to the early 1970s. The political economy
of Turkey’s ISI experience in the 1960s and the 1970s, which had many
similarities to the general outlook summarized above, will be specifically
dealt with in the fourth section below.

Planning in DCs

Although development plans and related programs prepared by non-
socialist countries abound in our period of study,6 most of these were
formal exercises devoid of functional significance; because the structure
and traditions and/or the competence of public administration in many
DCs were not conducive to the incorporation of plans into the political
decision-making process. Of course, there were exceptions; India, Turkey,
and Korea stood out as archetypes of countries which carried out central,
comprehensive, and indicative national planning effectively, the former
two being the adherents of ISI strategy, and the latter one shifting to
export-led industrialization (ELI) in the 1960s.7

The Making of Planning in Turkey

The main trends in the world economy in the post-WW-II period
resonated with Turkey as well. Turkey’s experience with ISI and economic
planning went back to the Great Depression era, when Turkish policy-
makers launched industrialization programs under the leadership of the
public sector. Nevertheless, the integration to the US-dominated Western
system in the post-WW-II era resulted in the introduction of multi-party
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system in Turkey in 1946; and the Democrat Party (DP) governments,
which positioned themselves against the statist orientations of the 1930s,
dominated the 1950s. The uncoordinated and fragmented public invest-
ments undertaken by the DP governments were criticized not only by
opposition parties (Simpson, 1965), but also by international institutions
such as the WB (Maxfield & Nolt, 1990). Although it was reluctant, the
DP government invited Professor Jan Tinbergen, a well-known Dutch
economist, to consult on the establishment of a planning institution as
well as its planning model in 1959 (Mıhçıoğlu, 1988). After a balance
of payments crisis led the government to devalue the national currency
in 1958, the DP government also established a Coordination Ministry to
manage public investments in order to meet the demands of both interna-
tional institutions and domestic business groups (Akçay, 2007). Yet, the
ISI framework and indicative planning became official only after the mili-
tary coup of May 27, 1960. Shortly, thereafter, the military government
announced that economic affairs would henceforth be organized within a
planned framework, and Cemal Gürsel, the leader of the coup and later
President of the Republic, declared that “the government is determined
to support the planning activities in every possible way” (DPT, 1960: 26).

After the establishment of the State Planning Organization (SPO)
(Torun, 1967: 58), the central trajectory of the planning system in Turkey
was determined by the High Planning Council (HPC), as laid out in the
1961 “Objectives and the Strategy of the Plan.” According to the docu-
ment, “a development plan will be prepared to attain the highest possible
rate of growth and to achieve social justice within the democratic system
which is the preferred way of life of the Turkish people” (SPO, 1961: 1).
Based on the Strategy Document, planners then embarked on the formu-
lation of the first five-year development plan that covered the 1963–1967
period.

The period between the formation of the SPO in 1960 and the imple-
mentation of the first five-year plan in 1963 was a critical juncture, in
which the main characteristics of the development planning and the ISI
regime were determined by negotiations among planners, bureaucracy,
industrialists, merchants, agricultural interest groups, and politicians.
Planners’ attempt to form a coherent planning regime depended upon
two reform proposals, namely the reorganization of the SEEs and the
tax reform. These were not only important for building a policy frame-
work compatible with the ISI strategy, but also vital for improving the
“extraction capacity” of the state to finance the plan.8



6 IMPORT-SUBSTITUTING INDUSTRIALIZATION … 173

The Reorganization of the SEEs

The reorganization of the SEEs constituted the main pillar of the restruc-
turing project as envisioned by the planners.9 Since Turkey had the
largest public sector in the non-communist world in 1960 (Amsden,
2001) and public sector investments constituted 55% of total investments
that year (DPT, 1963: 74–75), the planners considered the SEEs as the
main engine to increase savings and thus to attain their target growth
rate. More importantly, while private sector operations generally concen-
trated on light industries in such traditional sectors as food stuffs, textiles,
and construction, the SEEs focused on heavy capital-intensive industries
in the manufacturing, mining, energy, steel, and petrochemical sectors
(Walstedt, 1980: 31–32). In comparison to private enterprises, the SEEs
generally utilized more advanced technologies at larger scales with higher
fixed capital formation.10

That being said, the investment strategies of the various SEEs were
neither managed nor even coordinated by a central authority; in fact,
“there [was] no system of Turkish state enterprises” (OECD, 1961: 11).
Instead, each SEE was governed under the supervision of a different
ministry. This fragmented structure posed two main problems: overlap-
ping investments and insufficient data collection. From the perspective
of the planners, the reorganization of the SEEs was thus of paramount
importance for two interconnected reasons: first, a united and strong
instrument—which covered half of the whole economy under the control
of the SPO—was needed to meet the targets of the plan; and secondly,
the operational costs of the SEEs and the government’s budget deficits
were to be eliminated, while additional funds for the financing of the plan
would be created (DPT, 1963: 54). In response, the planners designed
two crucial restructuring schemes at the organizational and operational
levels.

At the organizational level, the restructuring blueprint envisaged that
the investment decisions of the SEEs would be managed under the
auspices of the SPO in order to steer public investments according to
the priorities of the plan. The State Investment Bank (Devlet Yatırım
Bankası) (SIB), which was expected to serve as a link between the
SPO and the SEEs, was the institution proposed for the centralization
of investment decisions. The planners wanted all public investments to
be coordinated and monitored by a single institution, namely the SIB,
which was designed to be under the control of the SPO. The SIB would
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determine the criteria, fields, and scopes of investments, in addition to
its authority to approve the investment projects coming from the SEEs.
However, the SIB would not only manage the investment policies of
the SEEs, but also provide cheap credit when needed for the realization
of investments (Bulutoğlu, 1961a). In short, through this organiza-
tional restructuring, the planners aimed to correct the fragmented nature
of SEEs so that, collectively, SEEs would become a more integrated,
coherent and strong instrument operating under the control of the SPO.

The operational restructuring was as important as the organizational
changes. As organizational centralization provided the SPO with enor-
mous capacity to conduct state investment, the planners anticipated that
operational restructuring would insulate the SEEs from political influence
and intra-bureaucratic conflicts. The main aim of the operational restruc-
turing was to ensure the productivity and profitability of the SEEs. Thus,
the SEEs would be utilized to reach investment targets by contributing
to the financing of the plan under the management of the SPO (SPO,
1962: 9–10). Changing the management patterns of the SEEs toward
a more market-oriented outlook meant that their pricing policies could
not be manipulated by political intervention or by the strategy of selling
at a loss in order to subsidize private enterprises (Bulutoğlu, 1961b:
1). Instead, by subjecting the SEEs to competitive market forces, prices
would be governed by the profit motive so as to make the earning of
“normal profits”the regulating principle of each SEE (Bulutoğlu, 1961b:
4; DPT, 1962a: 49; SPO, 1960a: 1). In other words, the SPO intended
to create a dynamic and competitive domestic market in which public and
private production units were incentivized to rationalize their investments
through a process that would ultimately lead them to increase their levels
of productivity.

The Tax Reform

The tax reform proposal depended on the establishment of a new taxation
system in the agricultural sector, which had previously been untaxed,11

and the realignment of the taxation system to both the priorities of the
plan and the requirements of the ISI regime. During the formulation of
the proposal, the SPO invited Professor Nicholas Kaldor, a well-known
development economist, to prepare guidelines on agricultural taxation
in 1962. Kaldor (1963: 13) believed that “taxation of the agricultural
sector has a vital role to play in accelerating economic development,” and
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his subsequent report concluded that taxation of the agricultural sector
would allow two aims to be fulfilled simultaneously: increases in both
productivity and tax revenues (Kaldor, 1962). In this sense, the Kaldor
report showed that potential output could be used as a taxation base
and suggested a progressive taxation policy, aiming at creating an incen-
tive structure for the efficient use of land based on the taxation of large
landowners. Accordingly, it recommended that only 15% of the total agri-
cultural sector, namely large landowners with 50 hectares of land or more,
be taxed in proportion to their agricultural output (Üstünel, 1962: 5).

More importantly, however, alongside the objective of creating an
additional resource for financing the plan, the planners expected that the
tax reform proposal would also support land reform (DPT, 1962b) by
creating an incentive structure for large landowners to sell their lands
in order to avoid paying higher taxes. In this way, land redistribution
would take place, while idle land would be transformed into productive
units (Üstünel, 1962: 6). In short, taxation of the agricultural sector
was expected to lead to three improvements: agricultural productivity
increases; additional resources for financing the development plan; and
strong incentives to facilitate land reform.

The second major adjustment of the taxation system in line with the
planning framework was to introduce new incentives and disincentives.
The proposal intended to use taxation as a tool to channel private invest-
ment into desired sectors. Specifically, it aimed at heavier taxation in
unproductive fields, along with investment allowances for favored areas.
For example, it recommended “the revision of building tax to render
the construction of dwellings economically less attractive, [so that] more
resources would then be available for investment in directly productive
activities” (Öngüt, 1967: 157). As previously mentioned, the new tax
allowances were also expected to increase levels of investment in the
private sector (Bulutoğlu, 1967: 192).

The Exclusion of the Reform Proposals

The SPO’s proposal to reorganize the SEEs and initiate a tax reform
sparked a vocal opposition, consisting of industrialists and merchants,
the traditional bureaucracy, and the right-wing political elite. The main
conflict between planners and industrialists originated from their differing
priorities: On the one hand, the investment strategy of the Turkish capi-
talist class traditionally concentrated on “economically less productive but
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easier, safer and more profitable fields, notably real estate” (Cohn, 1962:
8). On the other hand, planners aimed at channeling resources into more
productive areas such as industry. In return for changing their investment
patterns in accordance with these new priorities, major business groups
demanded profit guarantees from the government. The industrialists also
saw the reorganized SEEs as a potential competitor in the domestic
market and thus demanded the elimination of any possible competitive
pressures from the SEEs (SPO, 1960b). The industrialists also rejected
the SPO’s tax proposals, insisting that the corporate tax rate be lowered
to its previous level of 10% (Union of Chambers, 1962: 13), that the cost
of, and earnings from, new investments be exempt from taxation (Union
of Chambers, 1962: 23), and that—instead of considering it a method
of revenue collection—the entire taxation system be seen as a means to
encourage private enterprise.

Similarly, the traditional bureaucracy’s resistance to the SPO’s
proposals was also “rational” insofar as it wanted to secure its own posi-
tion within the state system. If the SPO’s proposals were implemented,
all the SEEs would be united under the control of the SPO, which is to
say that not only would all ministries lose their most important agents,
but also their very position in the state system would be downgraded.

Finally, the political elites also turned hostile to the SPO’s reform
program for two reasons. First, along with the SPO’s reform programs
(which meant, in practice, the de-politicization of economic management
in general), there was a strong possibility that the political elite would
lose at least some of their discretionary power and ability to maneuver in
determining economic policies. Secondly, the political elite did not want
to lose their authority over the SEEs, because they saw them as a means
to create new employment opportunities for their voters and to increase
their electoral potential through the choice of investment locations.

The trajectory of the planning regime in Turkey was determined
during the 1962 HPC meetings. The most significant outcome was the
realignment of the plan document in response to the demands of the
opposition bloc. As a result, the SPO’s two key reform proposals, namely
the reorganization of the SEEs and tax reform, were deleted from the
original document (Akçay, 2007: 200; Forum, 1962: 4). As Deputy Prime
Minister Hasan Dinçer stated, “our statism is not socialism. Instead of
undermining each other, the public sector will complement the private
sector” (Milliyet 27 June 1962: 7). The government thus rejected the
SPO’s proposal on SEEs, which constituted the backbone of the reform
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program (Milliyet 28 June 1962: 1). Although the capitalists agreed with
the state during the HPC meetings on the implementation of the ISI,
they rejected the SPO’s reform proposals and demanded new incentive
measures to encourage private sector investment (Milliyet 18 June 1962:
7). The tax reform proposal was assessed as “absolutely unacceptable” by
the political elite. Indeed, Ekrem Alican, another Deputy Prime Minister,
clearly stated that “those who want to change the tax laws are those who
want to change the democratic regime as well” (Yön, 1962: 5). After
the exclusion of the reform proposals, business circles were assured of
two matters: they would not be faced with competition (and there would
thus not be any direct or indirect state intervention in investment deci-
sions) and the SEEs would continue to hold a complementary status in
the economy. Hence, the failed attempt to establish a coherent plan-
ning regime paved the way for the dependent development of Turkish
capitalism.

The capitalist influence over the planning regime was further consol-
idated after the introduction of a new incentive scheme, which was
regulated through Law No. 933, via forming a new body within the
SPO, namely the Incentive and Implementation Department (IID), in
1968. Although the IID was initially formed to orient private invest-
ments through the establishment of a new resource allocation mechanism
according to the SPO’s priorities, the SPO itself became a battleground
of various capital fractions, which were lobbying to alter the incentive
scheme according to their interests (Akçay, 2007). Hence, the installa-
tion of IID further undermined the SPO’s relative autonomy, which was
a requisite for successful economic planning (Milor, 1990).

Political Economy of Turkey’s ISI Experience

Not only did international institutions actively promote ISI in the
post-WW-II period, but also this strategy was compatible with the inter-
nationalization of capital—mainly in the form of FDI (Eralp, 1981:
618). Therefore, as Evans (1979) described in the Brazilian case, the ISI
strategy was key to the process of “dependent development,” whose main
actors were multinational companies, states and domestic business groups.
In addition to the international components, the ISI strategy necessitated
a cross-class alliance at the national level.

At the beginning the 1960s, Turkey’s large business groups began to
demand an ISI strategy since it would provide industrialists with a shield
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from international competition. Conversely, the same business groups
successfully lobbied against disciplinary planning and aimed to separate
the planning framework from the ISI strategy. For capitalists, ISI and the
implementation of “indicative planning” offered a huge opportunity to
increase their profits through subsidies and incentives. What was crucial
for them, however, was that those subsidies and incentives should not
have been seen as a rationale for state intervention aimed at stepping in
and changing the investment decisions of private firms. In other words,
the business community did not want a reciprocal deal; rather, they tried
to gain access to the opportunities of the planning regime as a kind of
“giveaway.” This attitude was not unique to Turkey. As Chibber (2003:
34) observes for the Indian case, the “capitalists therefore had an interest
in supporting the subsidizing side of ISI, while strenuously opposing the
state’s power to regulate and monitor the flow and utilization of invest-
ment.” Amsden (1989: 89) also argues that, in the South Korean case,
“although profit maximization and growth maximization [were] not anti-
thetical, neither [were] they necessarily synonymous.” Therefore, for the
Turkish business class, securing existing investment patterns—or, in other
words, resisting the plan—was not only desirable but also rational from
their own viewpoint.

The planners continuously criticized the bourgeoisie for being narrow-
minded and short-sighted, because they believed that if capitalists had
followed the plan’s direction, they would have benefited from it (Karaos-
manoğlu et al., 2003: 47–48). Nonetheless, the capitalists never opted for
that alternative. Their priorities for profit maximization did not fit with
those of the plan, as investment in industry required higher rates of capital
accumulation and a longer horizon. Moreover, for investing in industry,
uncertainties need to be eliminated for the foreseeable future and neces-
sary financial opportunities must be made available to entrepreneurs.
Unless these two requirements are met, profit-maximizing capitalists
always prefer to invest in projects that offer quick and secure returns
(Wade, 1988: 153). Particularly, after the elimination of the reform
proposals, the industrialists enjoyed unchallenged profit opportunities in
addition to state incentives and tax rebates (Saybaşılı, 1985: 102). As a
result, Turkey’s planning regime became merely a resource transfer mech-
anism to domestic firms that were not required to make any commitments
in return. This particular nature of the ISI regime, therefore, shaped the
dependent development trajectory of Turkish capitalism between 1960
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and 1980. After the initial wave of resignations of the planners,12 the busi-
ness community’s “doubts about the character of the Turkish planning
were settled” (Buğra, 1994: 136). From the vantage point of big busi-
ness, having defeated the SPO, planning was no longer seen as a threat.
What is more, the sustainment of the existing structure of the SEEs was
the most significant gain for business groups from their two-year struggle
with the SPO (Keyder, 1987: 160). Indeed, the support of the Turkish
business community for this “domesticated” version of the ISI regime
can be clearly discerned in a survey dated 1974, according to which,
86.7% of businessmen believed that the SPO had been functioning in
a pro-developmental way, fostering the Turkish economy (Şaylan, 1986:
145).

Along with business groups, industrial workers were another significant
and growing group that was included in the ISI strategy—insofar, as the
industries were producing primarily for the domestic market. Industrial
workers quickly improved their organizational capacity after the passing
of the 1960 amendments to the Constitution regarding collective rights,
including unionization. Between 1960 and 1980, they subsequently
became a powerful social class. Thanks to the workers’ struggle, real wage
increases were no less than the increases in real income per capita between
1962 and 1976 (Karacan, 1983–1984: 84). However, toward the end of
the ISI period, which was characterized by a balance of payments crisis
between 1977 and 1980, the conflicts between industrialists and workers
manifested itself through an increasing number of industrial strikes and
decreasing rates of capacity utilization in the manufacturing sector.

The agricultural sector was the third component of the ISI strategy,
although a rather limited role had been assigned to it. Since the main
target of ISI was to speed up industrialization, the planning model took
the agricultural sector into account only insofar as it generated export
revenue, which was necessary for industrial deepening. It was also impor-
tant for keeping the prices of consumer goods low and stable—the main
rationale for providing extensive subsidies for the agricultural sector. In
addition, it became a strategic sector for political parties, since more than
two thirds of the population still resided in rural areas (Keyder, 1987).

Sustained and relatively low-conflict interaction among business
groups, industrial workers, and agricultural interests was possible only
when the economy grew rapidly. As Table 6.1 indicates, during the first
and the second five-year plan periods, average GNP growth was close to
the targeted rate. However, from the third five-year plan period onward,
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Turkey’s ISI strategy reached its limits, and the internal contradictions
of the dependent development model manifested themselves in a slowing
down of the economic growth rate, which paved the way for increasing
conflicts between social classes and groups.

Crisis of the ISI

The Global Outlook: Structural Crisis of Capitalism

After the great post-WW-II boom (1951–1968) of the world economy,
ACs started to exhibit signs of an “over-accumulation” crisis in the 1968–
1973 period. Their labor markets were getting tighter in the mid-1960s;
so, in order to sustain the high rates of growth of the boom years, capital
accumulation had to be accelerated to pave the way for increased produc-
tivity. Notwithstanding the high propensities to invest, labor productivity
growth slowed down after 1968, while workers could maintain past
rates of product-wage growth for some years, thus lowering the share
of capital in output. Accompanied by a declining output-to-capital ratio,
this process implied a fall in profit rates, which eventually had adverse
effects on investment, generating recessionary tendencies. In contrast to
the earlier experience, these tendencies were concomitant not with falling,
but rising prices (Armstrong et al., 1991: 172–191, Glyn et al., 1991:
51–52, 77–84). Especially, in Western European countries, strikes and
other labor disputes peaked in the 1968–1971 period, indicating that a
transformation in capital-labor relations was under way.

Aggregate demand management of the 1970s in ACs brought about
a stop-go cycle of output change.13 As far as the entire 1970s were
concerned, average growth rate of GDP was substantially lower and the
rate of inflation was substantially higher in comparison to those in the
great boom years of 1951–1968. Profit rates had a tendency to decline
over the 1970s. In order to overcome economic instability, almost all
governments in the ACs got gradually closer to the views that: (i) the
implicit post-WW-II social contract between capital and labor must have
been abandoned, and (ii) economic recovery must have been based on a
broader reliance on markets and restoration of profit rates (see, inter alia,
Streeck, 2014: Chs. 1–2). As we will note again below, the year 1979 was
a decisive turning point toward these directions.

The structural crisis in ACs was also related to the limitations of the
Fordist work organization, which was predominant in the period under
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study. A greater involvement of workforce in production was then needed,
which, in turn, implied an increase in the intensity of work. Attempts of
“lean production” by Japanese industrialists in the 1970s were steps taken
in this direction, which were emulated by other countries in the next
decade (Moody, 2001: 85–113).

In the 1970s, labor unions in ACs resisted the pressures for greater
corporate control over shop-floor, deskilling labor force and increasing
intensity of work. Facing higher unemployment and devoid of a strong
political support, their efforts were not that effective. Besides, there was
an additional problem due to the internationalization of production: less
skill-intensive industries with fairly standardized technologies started to
move to new locations in the DCs that offered lower wages. Transna-
tional corporations and their local subsidiaries were the active agents of
this process. Such a pattern of industrialization caused job losses at the
“center,” and intensified exploitation of labor at the “periphery,” along
with deterioration in living standards (Fröbel et al., 1981: Chaps. 1–2).

From our observations above, it is clear that in the 1968–1979 period,
ACs were very far from a “social psychology” that could respond posi-
tively to the aspirations of the DCs for an equitable and just global
economic order. However, the problem was not confined to the lack of
such a “social psychology” on the part of the ACs. In the second half
of the 1970s, negotiating capabilities of DC governments were seriously
eroded, because DCs experienced: (i) increased economic and political
differentiation, (ii) changing class structures in support of articulation
with international capital, and (iii) policy failures in offsetting external
shocks (Türel, 2017: 334–335).

A brief note on the upheaval in world monetary order in the 1970s
must be added to our narrative of structural crisis. Following the collapse
of the Bretton Woods system in 1971, it took about five years to reach
a compromise on Second Amendment (April 1976) to IMF’s Articles
of Agreement, which legitimized floating exchange rates and conferred
greater freedom on member countries in managing their international
reserves.14 The new “system,” or the “non-system,” as Ocampo (2017)
calls it, was, in fact, a dollar standard. The mechanisms foreseen in the
Second Amendment for institutionalizing international cooperation and
coordinating national policies in an increasingly interdependent world
economy were rather weak and fragile (Spero & Hart, 2010: 26).
Although its adverse effects on trade and investment were limited, the
regime of floating rates substantially increased exchange-rate volatility
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among major international currencies. After renewed speculative attacks
on the US dollar in 1978–1979, which jeopardized its status as an inter-
national reserve currency, the US government switched to a very tight
monetary policy, starting from the last quarter of 1979. This move, which
was later followed by other ACs, was one of the striking harbingers of
the neoliberal world economic order to be established in the 1980s and
beyond.

Crisis of the Turkish Economy, 1977–1980

Our summary of the political economy of ISI in Turkey above suggests
that this strategy was unlikely to end up with an under-consumption crisis,
as in a developed capitalist economy, since it put a strong emphasis on the
expansion of domestic markets. But it resulted in a crisis due to the falling
rates of profit and the declining income-share of capital, in conjunction
with the dissolution of implicit social contract that supported ISI. These
factors were interwoven with Turkey’s balance of payments difficulties in
the late 1970s (Keyder, 1987: Parts VII–VIII).

In Turkey, the ratio of current account deficit (CAD) to GDP was
within the interval of 0.5–2.1% during the 1960s. The CADs in these
years were financed mostly by “program and project credits,” while FDI
accounted for a lesser part. Starting from 1964 and rapidly increasing
to 1.2 billion US dollars in 1973, “workers’ remittances” turned out
to be very helpful in keeping the CADs at moderate levels. These
inflows, combined with the effects of August 1970 devaluation and the
commodity boom of 1972–1973 in international markets, contributed to
the exceptional surplus in the current account around 1.3% of the GDP
(Ministry of Development, 2012).15

However, this situation abruptly changed in 1974–1976: (i) The first
oil price hike in 1973 and the end of 1972–1973 commodity boom led
to a serious deterioration in Turkey’s terms of trade, (ii) the growth of
volume of world trade slowed down, and (iii) workers’ remittances tended
to fall due to the recession in EEC countries (from 1.4 billion US dollars
in 1974 to 1.1 billion US dollars in 1976). Thus, Turkey started to run
sizable and rising CADs (1.4% in 1974 and 2.8% in 1976 as a proportion
of GDP). Helleiner (1986: 905–907) notes that the adverse effects of the
external shock were not offset by domestic policy responses (that is to say,
changes in imports-to-GDP and exports-to-GDP ratios, and reductions
in domestic absorption in 1973–1975). Rather, the Turkish governments
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in the 1974–1977 period relied heavily on borrowing from international
banks either through the “convertible Turkish Lira deposits” (CTLD)
scheme or through trade credits, which together accounted for about two
thirds of the net capital inflow in 1973–1977 period (SPO, 1979: 71).16

By the end of 1977, Turkey was unable to repay its external debts
overdue or close to being due, amounting to about 6.5 billion US dollars.
Approximately, 3.0 billion US dollars of this sum was private debt (a large
part of which was extended by 8 major banks) to be repaid to a motley
group of 230 international banks. Loans extended to the public sector
(or loan repayments guaranteed by the state) amounted to 1.5 billion
US dollars; while non-guaranteed commercial debt (acceptance credits,
etc.) totaled 2.0 billion US dollars. The external debt burden, which
had been around 5% of GNP in 1960, approached 20% in 1977. It was
then clear that, with an export revenue of 2.3 billion US dollars and an
import bill of 6.2 billion US dollars, Turkey was insolvent in international
transactions.17

There were other signs of growing instability in the Turkish economy
over the 1975–1977 period. The ratio of public sector borrowing require-
ment (PSBR) to GDP was on a rising trend (3.6% in 1975, 5.1% in 1976,
and 6.1% in 1977), and a high proportion of public sector deficit was
financed by the Central Bank’s credits to the Treasury. The annual rate of
increase in monetary base was also substantial and rising (23% in 1976 and
57% in 1977), indicative of a loose monetary policy. Moreover, the annual
increase in wholesale price index (WPI) in 1977 (36%) exceeded the
annual average rate of increase in the same statistic in that year (24%) by a
wide margin, which was a definite sign of growing inflationary pressures.

During the first two five-year plan periods (1963–1972), policymakers
in Turkey had been prone to conceive industrialization led by the large
enterprise sectors as a process of “dynamic efficiency” (Boratav et al.,
1996: 40–43), whereby output, employment, and average productivity
might have risen; and in parallel with productivity growth, real wages
might have also increased. The wage share could remain unchanged or
decline, because, if workers regarded real wage increases as satisfactory,
they might not have cared much about the distributive shares. But in
the third five-year plan period (1973–1977), it gradually became clear
that such a process was no longer sustainable due to: (i) the signs of
a slowdown in productivity growth, (ii) the increasing wage demands by
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better organized labor, and (iii) the growing tensions in sectoral and func-
tional distribution of income. All in all, a revision of industrial strategy was
urgently needed.

Thus, the Republican People’s Party (RPP) government, which took
office in January 1978, had a policy agenda with three urgent and
interconnected issues: (i) restructuring external debt, (ii) stabilizing the
economy, and (iii) revising the strategy of industrial development. Its
performance in these issues is summarized below.

External debt: Under the favorable impressions generated after the SBA
with the IMF (April 1978) for two years, negotiations for debt restruc-
turing were initiated. However, the gap between the expectations of the
two sides could not be bridged: Turkish policymakers were expecting
that, after the debris of the “road accident” was cleared, they would
attain freedom of action in economic management in the medium run.
In contrast, Turkey’s creditors were inclined to consider major changes in
economic-policy orientation as an essential complement to debt restruc-
turing (Wolff, 1987: 68–71). This difference in expectations was the basic
reason why the SBA of April 1978 was suspended first (September 1978)
and officially terminated later (December 1978).18

The growing political and economic instability in Turkey convinced
both parties on the need to reopen negotiations in the spring of 1979.
The outcome of this change in attitude was a new SBA with the IMF (July
1979), which facilitated a partial settlement: (i) official debts were restruc-
tured, (ii) “fresh money” (about 0.4 billion US dollars) was extended
to Turkey by international banks, and (iii) the EEC and the WB also
provided some credit support (100 million and 150 million US dollars,
respectively). However, these attempts, as of 1979, were rather late and
insufficient to make a substantial improvement in the Turkish economy,
which was deeply shaken by the second oil shock. It must be noted that
the second SBA with the IMF also had to be suspended in October 1979.

Stabilization: As a prelude to the agreement with the IMF, Turkish
Lira was devalued by 23% in March 1978. In the SBA of April 1978, the
Turkish government made commitments on a tighter monetary policy,
reduction of public sector deficits and a better management of external
debt in order to reduce the CAD-to-GDP ratio and lower the rate of
inflation.19 Although some meaningful steps were taken in these direc-
tions, this SBA was suspended in September 1978 on the grounds of
arguments put forward by the IMF that limits concerning the monetary
base, the public deficits, and the use of external resources were violated.
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Nevertheless, the efforts to stabilize the economy did not fail
completely in 1978. Acceleration of inflation was avoided (annual rates
of increase in WPI were 38% in January 1978, 57% in July 1978 and 49%
in December 1978). The PSBR-to-GDP and CAD-to-GDP ratios were
brought down by 3.7 and 2.5 percentage points, respectively. Events took
a turn for the worse in 1979, however: The annual rate of inflation rose
to 81%, the PSBR-to-GDP ratio increased by 3 percentage points, CAD
in nominal US dollar terms grew by about 11%, real GDP stagnated,
and serious shortages occurred in intermediate goods and basic necessi-
ties. Before the second SBA in July 1979, the government devalued the
Turkish Lira once again in June 1979 by 40% to offset its real apprecia-
tion from March 1978 onward, but the new SBA was also short-lived, as
noted above.

Revision of Industrial Strategy: There were three strategic and inter-
nally consistent options with regard to industrial orientation possibilities:
(i) initiating ELI, (ii) deepening ISI, and (iii) reconstructing populism
(Türel, 2010: 412–415).20 Each of these options was expected to be
implemented not in its “pure” form, but in combination with the other
options. Such a mix of options eventually involved a political choice in
the context of class relationships. Key international organizations and
business communities were in favor of ELI, which would be combined
with some elements of the “soft” variant of the second option, that
is, ISI in consumer durables.21 On the other hand, Turkey’s fourth
five-year plan (1979–1983) envisaged the “hard” variant of the second
option, emphasizing the production of machinery and equipment, and
also incorporating some elements of the third.

Turkey’s major segments of industrial bourgeoisie, which had been a
constituent and beneficiary of ISI in its earlier stages, did not provide
much political support to the deepening of ISI, hence to the fourth five-
year plan. In 1978, they adopted a “wait and see” attitude; and after
mid-1979, their dissatisfaction with the economic policies of the RPP
government became evident.22 Apparently, they were more sensitive to
external financial and political support they might have received, together
with the predictability of economic environment, and less sensitive to
prospective profits of a deepened ISI. In contrast, unionized part of the
labor force was mostly supportive of the government policies because
of the introduction of the “social contract” formulated in 1978, which
aimed to prevent real wage erosion. Small- and medium-sized industrial
enterprises, small artisans and tradesmen, non-unionized labor employed
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in private sector, civil servants and agricultural producers were the losers
of the 1978–1979 stabilization efforts. The story ended up with the resig-
nation of the RPP government in December 1979 (following the RPP’s
loss of parliamentary by-elections in October 1979 in all five provinces);
and a major policy shift was announced on January 24, 1980 by the new
minority government led by Süleyman Demirel.

Conclusions: A Balance Sheet

This chapter provides an overall assessment of Turkey’s ISI experience
from a critical political economy perspective. First, it analyzes the interna-
tional conditions for the expansion of ISI strategies in the (semi)periphery
by focusing on the post-WW-II international institutional design as the
global governance framework of world economy. It also indicates that the
comprehensive and indicative national planning frameworks were consid-
ered as parts of the ISI strategy in this period. The current chapter then
applies this framework to the Turkish case particularly focusing on two
critical junctures: (i) formation of the development planning framework
in the early 1960s, and (ii) crisis of ISI strategy in the late 1970s. For
a fair assessment of ISI as a development strategy, the following points
should be taken into consideration:

1. To criticize ISI on grounds of deviation from “optimal” resource
allocation by “free” markets is not much convincing, because it
is by no means certain that a developing economy without these
deviations could grow and industrialize faster. In fact, the emphasis
placed by ISI (and also by ELI) on augmenting markets rather than
conforming to them (Johnson, 1982), and getting relative prices
deliberately wrong whenever necessary (Amsden, 1989: Chap. 7)
made better sense for economic development.

2. Protection against international competition in a haphazard manner
and the stop-go pattern of growth this generated were not intrinsic
features of ISI (Bruton, 1989: 1614).

3. Building the capability to transfer and learn to use advanced tech-
nologies has always been a multifarious process in the case of DCs.
Hindrances to this process were not specific to ISI; but ISI was not
necessarily superior to other strategies in that respect (Bruton, 1988:
903–904, 1989: 1609–1613).
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4. Although country studies referred to in Bruton (1989: 1619–1633)
suggest that some late industrializers in East Asia enjoyed higher
growth rates of total factor productivity in the 1960s and the 1970s,
those observations could hardly be generalized to argue that that ISI
was inferior in comparison to ELI.

Notwithstanding these arguments, the severity of 1977–1979 crisis in
Turkey was often adduced by many circles as evidence for the inferiority of
ISI vis-à-vis alternative strategies. However, the overall economic perfor-
mance in the 1960–1980 period gives a somewhat different impression:

1. Average annual rate of growth of GDP in the 1960–1980 period
was 4.7%, which was close to the DC average in that period (cf.
Maddison, 2006).

2. United Nations Industrial Development Organization (UNIDO)
defines five sub-categories, i.e., low, lower-middle, intermediate,
upper-middle, and high income countries within the DC category.
Average annual rate of growth of industrial value added in Turkey
(7.6%) was also close to the DC average for the same period. This
rate was higher than those of the DCs in low and high income
groups. In the case of a comparison with DCs in lower-middle, inter-
mediate, and upper-middle income groups, the picture was not so
clear (UNIDO, 1985: Chap. 2).

3. The structure of manufacturing value added (MVA) changed consid-
erably toward intermediates, and a relatively modest development
took place in engineering industries as well. Shares of consumer
goods, intermediates and engineering industries in MVA (in current
prices) in 1960 were, approximately, 52, 33, and 15%, respectively.
Corresponding figures for 1980 in the same order were 34, 48, and
18%.23

In short, Turkey was neither a brilliant star nor a laggard among the
DCs as far as its economic performance in the 1960–1980 period was
concerned. This chapter argues that two failed attempts shaped the overall
trajectory of Turkish ISI experience. Inability to establish a coherent
planning framework in the early 1960s and failure to deepen the indus-
trialization in the late 1970s resulted in consolidation of “dependent
development” of Turkish capitalism.
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Notes

1. These negotiations took place in Geneva (1947), Annecy (1948),
Torquay (1950–1951), and Geneva (1956, 1960–1961). Tariff
cuts agreed upon in Torquay were relatively higher in comparison
to the others.

2. Also, the formation of G-77 as a coalition of DCs in the UN
coincided with UNCTAD I.

3. This sequential process was in contrast with the experience of early
industrializers and their followers like Japan. When these countries
were essentially at the stage of producing “light” consumer goods,
they were also producing their own capital goods by “artisan”
methods and trying to innovate and improve their technologies
(Hirschman, 1968: 6–8).

4. Effective rate of protection (ERP) is an indicator that measures
how domestic value added in an industry under the existing set
of nominal tariffs is proportionally greater than the value added
that would be produced under no protection at all. In the case of
traditional exports of the DCs, the ERP can be negative.

5. According to mainstream economic thinking, such a variance was
a manifestation of inefficient resource allocation; and DCs were
advised to apply lower and uniform tariff rates for the sake of
efficiency (see Balassa et al., 1971; Corden 1971).

6. From 1950 to the early years of the 1980s, more than 300 develop-
ment plans were prepared by the governments of DCs (Agarwala,
1983: 5).

7. For a brief review of Indian and Korean national planning experi-
ences for the period under our study, see Türel (2017: 228–235).

8. The basic problem that planners had to deal with was finding
additional resources for financing the development plan. In the
context of the plan, an almost 50% rise in domestic savings rate
was expected (Aren, 1961).

9. There were several attempts to reorganize the SEEs. For a discus-
sion of one of the earliest attempts, see Hanson (1960).

10. At that time, total profit of 220 public enterprises was equal to that
of 5,200 private firms. As for their organizational structures, the
SEEs used more advanced management techniques and employed
more skilled and highly-qualified workers and managers (DPT,
1963: 75, 77).
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11. The Ottoman tax system regarding the agriculture sector, which
was based to a large extent on the tithe [aşar], was abolished
by the new Republic of Turkey in 1925. Although this tax was
briefly “restored in the form of a ‘payment-in-kind tax’ on agri-
cultural produce” during the WW-II (Ahmad, 1993: 74), planners
believed that a new modern agricultural tax was necessary for both
increasing state revenues and increasing productivity in agriculture.

12. After the rejection of the SPO’s original proposal, Osman Nuri
Torun, Undersecretary of the SPO, Attila Karaosmanoğlu, Head
of Economic Planning Department, Necat Erder, Head of the
Social Planning Department, and Ayhan Çilingiroğlu, Head of the
Coordination Department, resigned collectively (Cumhuriyet, 27
September 1962: 1).

13. Efforts to contain the inflationary impact of nominal-wage
increases in the late 1960s led to a minor recession in 1970–
1971, which was followed by a short-lived upturn in 1972–1973.
The “crash” of 1974–1975 following the first oil shock was
managed through the necessary relative price adjustments, leading
to a recovery in 1976–1978. Although conjunctural movements
coincided with each other, the choice and use of macroeco-
nomic policy instruments differed widely across the ACs. Despite
some hesitations concerning their effectiveness, Keynesian demand
management policies were often used in the 1970s.

14. For the sake of brevity, here we do not elaborate EEC’s response
to the world monetary disorder. The EEC moved further toward
economic and monetary union, which, obviously, had a major
historical significance (see Swann, 2000: 199–208). On the survival
of the Bretton Woods institutions, see section “International
Conditions” in this chapter.

15. Unless otherwise stated, numerical estimates for some economic
indicators given in this section are taken or calculated from
Ministry of Development (2012: Parts 1 and 3).

16. Although the CTLD scheme had been made effective in 1967 by a
Communique of the Ministry of Finance, its widespread use started
in 1975. For procedural details of this borrowing scheme and its
serious drawbacks, see Artun (1980: Part 7).

17. It was tragic that a full and reliable account of Turkey’s external
debt became available in the late 1979.
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18. The differences of opinion peaked in mid-1978 after the announce-
ment of numerical exercises on macroeconomic magnitudes of the
Fourth Plan (June 1978) and the Strategy of the Fourth Plan
(August 1978) (Türel, 2010: 435).

19. In the agreement, it was foreseen that the CAD-to-GDP ratio
would fall by 4 percentage points in 1978 and the annual rate of
inflation in that year would be lowered to about 20%.

20. The third option, which would prioritize the production of wage
goods and basic necessities, was preferred and implemented by
some governments in Latin America in the 1960s and the 1970s.

21. An articulate and quantitative presentation of this option was
offered by Derviş and Robinson (1978).

22. An unusual announcement by the Turkish Association of Indus-
trialists and Businessmen (TÜSİAD in Turkish acronym) in May
1979 was strongly critical of government’s economic policies.

23. Calculated from Uygur (1990: Appendix).
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CHAPTER 7

Turkey’s Encounter with Neoliberal
Globalization and the Logic of Washington

Consensus, 1980–1990

Ziya Öniş and Fikret Şenses

Introduction

Turkey’s overall economic strategy before 1980 was characterized by
state interventionism and protectionist trade and industrialization poli-
cies. There were occasional and short-lived periods of deviation from this
policy stance toward an increased role given to the private sector and
trade liberalization, such as the early 1950s and early 1970s. However,
the strategy, embraced by major political and economic actors, remained
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intact. For example, the period between 1963 and 1980 can best be
described as arch-typical import-substituting industrialization (ISI) with
the state playing a dominant role in drawing the main direction of
economic change through five-year plans. This orientation meant that the
private sector, while growing in stature, was, along with foreign investors,
very much in the sidelines at the beginning but gradually reinforced itself
as an equal partner in the development process. To draw an international
comparison, Turkey’s economic strategy during this period bore a close
resemblance to those of Brazil and Mexico in Latin America and India
and Pakistan in South Asia.

January 24, 1980 signaled the beginning of the most important trans-
formation of economic policies in Turkey, aimed basically at gradually
reducing the economic role of the state and moving toward an open
foreign trade regime, which can be summarized as a move toward a
market-based outward-oriented strategy. In this regard, Turkey was one
of the first developing countries to adopt the policies which were soon
described aptly as the Washington Consensus policies. These represented
in the Turkish case a radical and yet gradual and stage by stage approach
to neoliberal restructuring. The important steps taken in this direction
in the 1980s, such as foreign trade and financial liberalization, have
continued in subsequent decades and spread to most spheres of economic
and social life, such as labor markets and agricultural, health, and educa-
tion sectors, with little sign so far of being reversed after more than forty
years of continuous implementation.

The main objective of this chapter is to provide a retrospective political-
economy analysis of this transformation of economic strategy and its initial
impact, taking into consideration external as well as domestic factors. A
related objective is to draw comparisons between this transformation in
Turkey and similar transformations in other cases with an emphasis on
Latin American and East and South East Asian countries. Although our
main period of analysis will be the 1980s, we shall also dwell on the period
immediately preceding it and make occasional references to the current
state of economic and political life in Turkey by reflecting on the changes
in these spheres in the initial phase of this transformation.

The chapter aims to address itself to the following questions: What
were the main domestic political and economic factors that underlay these
“sudden” steps taken toward this radical transformation in January 1980?
How significant was the role of external elements, most notably the IMF
and the World Bank and the brutal military intervention on 12 September
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1980, in terms of the sustainability of this transformation during the
crucial initial years in the face of mounting domestic opposition? What
was the role of critical political figures such as Turgut Özal in this trans-
formation and how similar was this role as compared to his counterparts
in Latin America? What were the reasons behind the initial export success
in the 1980s and the failure to sustain it? How important was the deci-
sion of capital-account liberalization in August 1989 in shaping the future
economic course of the economy, in particular, the subsequent economic
crises in 1994 and 2000–2001 with a devastating socio-political as well
as economic impact. What were the main medium and long-term polit-
ical and economic outcomes of this transformation that began in the
1980s? How important were these economic and political changes in the
1980s in the economic bottlenecks and democratic deficits facing Turkey
at present? More importantly, given the overall negative impact of this
transformation in the 1980s, what were the domestic and external factors
behind its sustainability over more than forty years with little sign of an
alternative approach in sight? What are the counterfactual arguments that
can be put forward pertaining to this transformation to draw attention
to the missed opportunities and mistakes made in the 1970s and 1980s,
which can be held responsible for the current economic and political
problems facing the country?

The chapter is organized as follows. In the section after this introduc-
tion, we present an overview of the economic and political conditions in
Turkey together with the geopolitics and other elements of the interna-
tional environment just before the start of the transformation in January
1980. This overview is followed by a descriptive presentation of the main
components of political and economic changes and the role of external
factors in this transformation. The next section carries out an assess-
ment of the main impact of this transformation in the 1980s, while the
following one is devoted to an analysis of the Turkish case together
with the Latin American and East and South East Asian experiments
during the 1980s in a “compare-contrast” framework. The section before
the conclusion addresses itself to the counterfactuals to provide a better
understanding of past developments and shed light on our recommenda-
tions pertaining to the future course of the economic and political process
in the country. The last section summarizes and concludes.
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Background: Political and Economic

Setting Just Before the 1980 Transformation

The 1980 transformation of economic policies requires a brief description
of the most influential political and economic factors and conditions in the
second half of the 1970s, as they had strong ramifications for subsequent
developments in the 1980s. On the domestic front, Turkey was character-
ized by very deep and increasing political and economic instability. There
was a sharp division in Turkish politics between the right-wing block
comprising mainly the center-right Justice Party (JP, Adalet Partisi),
Nationalist Action Party (NAP, Milliyetçi Hareket Partisi), and the
Islamist National Salvation Party (NSP, Millî Selamet Partisi) on the one
hand, and the block headed by the center-left Republican People’s Party
(RPP, Cumhuriyet Halk Partisi) and several splinter left-wing parties on
the other. The rule of the right-wing coalition, which had been in office
during the 1975–1977 period under the name of “Nationalist Front,”
came to an end in 1977 when they lost their majority to the left-wing
block in the general elections. To form a government, however, the RPP
needed to transfer a group of eleven (right-wing but highly heteroge-
neous) deputies, some of whom were granted ministerial posts. The slim
and controversial majority of the RPP government was instrumental in
increasing the challenges of the opposition and contributed to the aggra-
vation of deep divisions in the Parliament, augmenting the polarization
of Turkish society at large.

A major factor in this polarization was the violent clashes between
right-wing and left-wing youth groups, concentrated initially at univer-
sities, then at high and even junior-high schools, and soon spreading
throughout the country and claiming the lives of hundreds of young
people. The death of 42 demonstrators in the 1977 May Day celebrations
in İstanbul, incidents such as the one in Kahramanmaraş in December
1978 which led to the death of more than one hundred Alewite citi-
zens resulted in the declaration of Martial Law in 13 provinces, including
İstanbul and Ankara. These as well as the assassination of a number of
academics, journalists, trade union leaders, and other public figures were
clear manifestations of the breakdown of law and order on a large scale.

The deep political instability was accompanied and strongly reinforced
by economic instability of similar proportions. Encouraged by the sharp
increase in export revenues and workers’ remittances under the spurt
of the massive (66%) devaluation of the Turkish Lira in August 1970,
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Turkish planners had drawn ambitious targets for the Third Five Year Plan
(1973–1977), envisaging high rates of growth and perhaps more signif-
icantly pushing ISI toward intermediate and capital goods. The planners
did not find it necessary to make any major revisions to these targets
despite the sharp increase in international oil prices, sluggish export
revenues and faltering workers’ remittances in the face of stagflation in
Turkey’s major economic partners across Europe.

This attitude of planners continued even when the Fourth Five Year
Plan (1978–1982), comprising similar ambitious targets, was drawn in
the face of the high and rising oil prices under the second oil shock of
the late 1970s. Given their preoccupation with medium and long-term
issues to the neglect of short term problems, Turkish planners were also
oblivious to the sharp increase in public sector deficits1 and the sharp
increase in the rate of inflation. The twin pressures on the balance of
payments and the domestic price level as aggravated by high and growing
public sector deficits signaled the beginning of a major economic crisis.2

Although both pressures were behind the emergence of the crisis, it was
the former, namely the payments crisis which gained prominence in the
eyes of both domestic and external observers as well as the public at large.
Turkey’s foreign exchange shortage became so acute that it was unable to
meet the import requirements of existing domestic production, let alone
the requirements of new investment envisaged under the five-year plans.
The result of economic difficulties reaching crisis proportions was short-
ened working weeks and acute shortages of basic consumption goods such
as cooking oil and various petroleum derivatives. These difficulties as well
as the declining real wages led to an increased trade union activity and
sharp criticism of the government by big business, and most significantly
to the erosion of much of the popular support for the government.

The government’s response to this deep payments crisis and its inability
to service its external debt was spending much time to convince donors
for debt rescheduling, undertaking some policy changes such as increased
interest rates, devaluation of the Turkish Lira at shorter intervals, and
increased export incentives which fell far short of likely IMF demands.
These efforts by the government failed to bring the much-needed foreign
exchange resources. In a way, reform attempts by the government were
too weak and too late. The by-elections held in late 1979 resulted, as
expected, in the heavy defeat and resignation of the RPP government
and its replacement by a minority government formed by the JP.
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The political and economic instability on the domestic front was
accompanied and, in many senses, reinforced by the volatility and uncer-
tainty in the external environment. The Cold War was very much in force
with the Middle East and its vicinity, constituting one of the main play
grounds of the two super powers and catching Turkey in the middle of
the competition between them. Turkey continued to enjoy a key posi-
tion as a NATO member in the Western Alliance. The Soviet invasion
of Afghanistan and the Iranian Revolution in 1979 were instrumental
in increasing Turkey’s geopolitical importance in the eyes of the West.
This favorable change, however, did not enable Turkey to get meaningful
financial support from them (before the neoliberal transformation) either
directly through national governments or indirectly through the IMF.
Indeed, financial assistance became available only following a major debt
crisis and as part of policy conditionality, which effectively meant that
Turkey was constrained by and dependent upon the path chosen by the
key external actors.

There were several other events in the late 1970s that have played
a crucial role in preparing the ground for the economic transformation
in Turkey. Margaret Thatcher’s rise to power in the UK in 1979 and
Ronald Reagan’s election as president in the US in 1980 were clear
manifestations of a sharp and final turn away from Keynesian welfare-
state policies which had given the state a pivotal role. Chinese economic
reforms around the same time (while preserving a central role to the
state in the commanding heights of the economy) in the direction of
free markets constituted another significant yet oft-neglected event in this
context. The World Bank and the IMF, which until then had occupied
separate spheres of activity, began to act in cohesion based on a common
agenda comprising the twin programs of structural adjustment and stabi-
lization.3 Finally, the backlash created by penetration of neo-Marxist and
other leftist approaches into the development discourse and the increasing
challenge presented by the newly-industrializing countries to the estab-
lished global industrial structure, as well as the international debt crisis
of the early 1980s requiring indebted countries to increase their export
revenues may also have contributed to the emergence of neoliberalism
as a new development paradigm. Turkey was one of the first countries
to implement these programs which were instrumental in the spread of
neoliberal economic policies to many other countries in the 1980s and
1990s.
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In explaining the setting of Turkey’s transformation at the outset, one
other factor that should not be neglected is the developments on the
academic front. The sharp criticism of economic policies implemented
in many developing countries (with the exception of a few in East and
South East Asia, headed by South Korea), whose roots could be traced
back to the early 1960s, gained a new momentum in the 1970s. Research
projects and country case studies conducted under the auspices of inter-
national institutions, such as the OECD and World Bank, carried a strong
message that those policies, based on state-led ISI, were wrong in almost
all their aspects and everything was going to be fine under an alternative
policy regime.4 What was intended with the alternative was, in a nutshell,
no more and no less than what emerged as the Washington Consensus
policies, succinctly described as “stabilize, liberalize, and privatize.”

Political and Economic Components

of the 1980 Transformation and the Role

of Domestic and External Factors

Several weeks after coming into office, the minority government formed
by the Justice Party announced the 24 January 1980 package of economic
policies, signaling the start of Turkey’s neoliberal transformation. The
initial package consisted of, inter alia, price decontrol resulting in a
substantial rise in the prices of goods and services produced by the State
Economic Enterprises (SEEs), and a massive 33% devaluation of the
Turkish Lira to be followed by the decision in May 1981 to move to a
flexible exchange rate regime. Decontrol of interest rates in July 1980,
leading to a sharp increase, was a major initial move toward financial
liberalization in a country which was characterized by financial repression
throughout the 1970s. The steps toward foreign trade liberalization were
initiated by the abolition of quotas in 1981 and gained momentum with
more substantial policy changes in December 1983 and January 1984.5

Most observers agree that these measures represented a kind of “shock
therapy” at the initiation stage, to use the terminology that was much in
vogue at the time and during the gradual transition thereafter. However,
there is one question that remains unanswered after so many years. How
could a minority government take such radical measures without giving
any hint to the electorate during the by-election campaign in which
economic, along with law- and order-related issues were at center stage?
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This question becomes all the more significant if one takes into account
the fact that, even in the late 1970s, major influential sections of the
population ranging from academics to big business did not express much
discontent with the previous economic regime based on ISI.6 One would
have thought that, under an open political regime, admittedly bedeviled
by important shortcomings, the electorate deserved some information
about the contents and nature of the government’s proposals for taking
the country out of a deep economic impasse.

With the benefit of hindsight, we can provide two possible answers
to this question. The crisis was so deep, and shortages were so grave
that some segments of society were ready to accept such measures,
as commodities in short supply soon became available albeit at much
higher prices. This reasoning, in the Turkish case, justifies to some extent
the “crisis as an instigator of reform” argument. The second answer
to the above question, linked closely with the first, lies in the fact
that most sections of the electorate were under the impression that the
initial measures were of a short-term nature to deal with the immediate
economic problems and were unaware that these were the beginning
of a major transformation involving extensive medium and long-term
structural changes.

These two factors may go a long way in explaining how a minority
government could, in the absence of a supporting constituency initially,
take the radical measures in the early 1980s without informing the elec-
torate beforehand. This lack of information, however, did not prevent
major actors from strongly opposing these measures. In the face of
galloping inflation under the influence of price decontrol and the erosion
of real wages accompanying it, trade unions and other civil society orga-
nizations together with the main opposition party (RPP) took the lead in
this opposition. For example, the number of strikes and working days lost
through strikes reached new peaks during the January–September 1980
period. Moreover, the political support that the minority government
enjoyed in parliament was fast waning. By early September the govern-
ment faced a strong possibility of being pushed out of office and the
radical policies it introduced earlier in the year being reversed (Şenses,
1983).

How could then these policies be sustained beyond September 1980?
There were again two factors at work in this context; namely, the role
of external factors, most notably the IMF and the World Bank, and the
military takeover on 12 September 1980.
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First, international donors headed by the IMF, World Bank, and the
OECD, which were reluctant to provide financial support for the RPP
government to realize the Fourth Five Year Plan targets and to deal
with the deep payments crisis, turned out to be very generous in their
support of the new program.7 This change in the attitude of interna-
tional donors must have increased the confidence of the military leaders
regarding the sustainability of the program. The provision of much
needed foreign-exchange resources, however, increased the leverage of
foreign donors over domestic policies. While the signing of a three-year
stand-by agreement with the IMF subjected the domestic policy space
to strict conditionality in the spheres of fiscal and monetary policies, the
World Bank through its structural adjustment loans was behind policies
with a greater medium- and long-term impact, such as the abolition of
a large number of industrial projects, financial liberalization, and trade
liberalization on a large scale. It is interesting to note here that it was
the IMF which received most of the criticism, while the more essen-
tial changes undertaken through agreements with the World Bank went
unnoticed. Similarly, although the main spheres of domestic economic
policy space were captured by the neoliberal agenda of the Bretton Woods
Institutions (BWI), policies undertaken through agreements with these
institutions were skillfully presented to the domestic audiences as Özal’s
policies (Şenses, 1983, 1991).

Second, the rapid erosion of law and order that started in the 1970s
and reached new proportions in 1980 resulted in the military takeover on
12 September. One of the first actions of the military government was to
declare its support for the radical measures introduced in the January of
that year. In fact, it was public knowledge that Özal who played a major
role as Undersecretary at the Prime Minister’s office in the introduction
of the program had close contacts with the military officers during the
January–September 1980 period. There is also circumstantial evidence
that the US establishment was indirectly involved in the coup. The mili-
tary regime was brutal in suppressing all opposition, most notably the
labor movement. Activities by trade unions, political parties, and civil
society organizations were banned and some of their leaders imprisoned
(Şenses, 1993). The period under the military regime was characterized
by human rights abuses of the worst kind.

New labor legislation introduced in 1982 imposed severe restrictions
on the activities of trade unions. A new constitution reflecting the highly
restrictive political spirit of the time came into effect in 1982 after being
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accepted by a huge “yes” vote (around 91%) in a murky referendum.
Major political parties, whose roots went back to many years ago, were
closed and replaced by new ones with their candidates in the upcoming
general elections closely scrutinized by the military council. The general
elections resulted in the victory of the Motherland Party (MP) established
by Özal. The period between 1983 and 1987, during which the head of
the military regime General Kenan Evren remained as President and Özal
served as Prime Minister, was aptly described at home and broad as a
guided democracy.

The second half of the 1980s witnessed political liberalization to some
extent. Mounting pressures on the government resulted in the lifting of
the restriction on the political activities of the leaders of previously banned
political parties in September 1987 when the “yes” voters in the refer-
endum gained a slim majority. Somewhat shocked by this result, Özal
called a snap election and retained power albeit with an eight-percentage
point drop in the support for his party. Toward the end of the decade,
organized labor, squeezed by the twin pressures of a severe fall in real
wages and restrictions on its activities, started to make its presence felt
through nationwide demonstrations.

One of the first measures undertaken by the Özal government that
came to power in late 1983 was extensive liberalization of the foreign-
trade regime. Except for a handful of goods whose importation was
prohibited, all goods could be imported which in effect meant a move
from protection of the domestic market through quantitative restrictions
to protection through price measures as imports were made subject to
tariffs and other taxes. Tariff revisions later in the 1980s involving reduc-
tions on a large scale created further liberalization of the import regime.
These tariff reductions were accompanied by extensive export incentives
such as tax rebates and subsidized export credits. These export incentives
were so generous that they led to fictitious exports reaching as high as
one-fifth of total exports.8 These incentives and continuous depreciation
of the Turkish Lira on the exports side together with substantial liberal-
ization on the imports front were instrumental in gradually removing the
bias of the trade regime away from import-substitution toward export
orientation.

By far the most important development on the economic sphere was
the controversial capital-account liberalization decision taken in August
1989. The controversy was centered on two interrelated issues: the extent
to which it was a domestic or externally imposed decision and its timing.
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On the first issue, one can at the outset argue that capital-account liber-
alization, considered an integral component of neoliberal policies, was
sooner or later going to be a part of the Turkish policy framework which
was under heavy IMF influence. However, most observers agree that it
was Özal, renowned for blunt decision-making, who was behind this deci-
sion. He was no doubt prompted by the recessionary tendencies in the
economy and the foreign exchange requirements of the infrastructural
investments in the face of faltering export revenues (Gemici, 2012). On
the second (timing) issue, on the other hand, there is almost unanimous
agreement that it was a premature decision (Rodrik, 1990). Inflation,
after reaching a peak of 101.4% in 1980 under the spurt of the sudden
and sharp price decontrol and then falling to an average of 31.3% in
the following three years had begun to accelerate, reaching as high as
73.7% and 63.3% in 1988 and 1989, respectively.9 Taking such a deci-
sion under heavy inflationary pressures was against even the “stabilization
first” dictum of the timing-and-sequencing literature that had emerged
from BWI quarters. Likewise, the fact that the decision was taken before
the establishment of an appropriate regulatory framework carried with it
the potential of severe problems ahead, as successive crises in the following
years have shown.

Most observers, not familiar with the Turkish political economy, would
be rightly puzzled by the lack of significant progress in the privatization
sphere in the 1980s with steps in this direction confined only to the sale
of two telecommunication facilities in 1989.10 The reasons behind this
delay can be found in the strong etatist tradition in Turkey and the reluc-
tance of the government to confront the likely strong opposition from
society. Instead, the government chose a strategy of initially depriving the
State Economic Enterprises of necessary investment, presenting them as
a loss making burden on the Treasury, thereby skillfully shielding their
positive socioeconomic role and gradually preparing the public opinion
for privatization, that is, “creeping privatization” par excellence.

There were two other developments that need to be highlighted in this
overview of main economic and political events of the 1980s. The first
was the establishment in June 1986 of the Fund for the Encouragement
of Social Assistance and Solidarity (Sosyal Yardımlaşma ve Dayanışmayı
Teşvik Fonu) as a poverty alleviation device. This scheme can be regarded
as Turkey’s response to the adverse impact of structural adjustment poli-
cies in spheres like health, education, and child nutrition, as effectively
expressed in 1985 in a UNICEF document, Adjustment with a Human
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Face. Like their counterparts in Latin America under the title of Social
Funds, this device in its Turkish version in effect comprised some in-
kind and cash benefits to disadvantaged groups but fell short of making
a real dent on the extent of poverty in Turkey and was criticized for its
non-participatory nature, unstable financial structure, and vulnerability to
political pressures.11

The second crucial development was Özal administration’s lax attitude
toward Turkey’s established bureaucratic practices and more significantly
toward the rule of law. In the name of reducing red tape, Özal removed
the Treasury from the Ministry of Finance and re-established it as a sepa-
rate entity. Such practices along with the establishment of extra-budgetary
funds and decision-making by decrees rather than through laws enacted
by the parliament, while introducing some flexibility in public admin-
istration, were also instrumental in eroding well-established regulatory
norms, paving the way for loopholes for corruption. The decision to
confine punishment for financial crimes to pecuniary penalties only and
the exemption of so-called “black money” from legal investigation if sent
back to Turkey were clear manifestations of this lax attitude toward estab-
lished norms and practices in the legal and administrative spheres. This
tendency found its expression in such statements by Özal himself as “My
civil servants are shrewd in their daily dealings with the general public”12

and “Violating the constitution once does not matter at all.”13

The Main Impact

of the Transformation in the 1980s

Neoliberal transition in Turkey, as in other countries, has had medium-
and long-term impacts, extending far beyond the economic realm to
almost all spheres of social and political life. Here we shall confine
ourselves to its main economic impact in the 1980s.

As expected, following the sharp price decontrol, inflation accelerated
and reached new heights with 101.4% in 1980. However, tight monetary
and fiscal policies under the IMF program yielded quick results. Inflation
fell from 101.4% to an average rate of 31.3% during 1981–1983 period.
However, even this lower but still high rate could not be sustained, as
the latter part of the decade showed signs of much deeper instability.
While the budget deficit (as percent of GNP) rose from an average of
1.7% during 1981–1983 to 3.2% during 1988–1989, inflation jumped to
68.5% in the latter period. Both the domestic and external debt stock
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increased substantially, from an average of 12.5% of GNP during 1981–
1982 to 20.1% during 1988–1989, and from 22.7 to 41.9% during the
same period, respectively. On a brighter spot, as the share of agriculture
in GNP declined from 22.7 to 17.5%, there was a corresponding increase
in the share of industry from 21.7 to 25.5%.14 The ratio of external debt
service to GNP increased nearly three-fold from 3.4% in 1981 to 10.1%
in 1988 (Şenses, 1991: 222).

On the labor front, limited reliable information available indicates that
real wages declined sharply, prompting trade union activity toward the
end of the 1980s after being at a standstill during much of the decade.
The lack of evidence prevents us from passing a firm judgment on income
distribution and poverty. What little information we have indicates is that
inequality in income distribution was deep and remained so during much
of the decade with a Gini coefficient of around 0.5, while the ratio of the
income shares of the top 20% to the poorest 40% stood intact at around
5 (Şenses, 1991: 227).

Looking back on it all, probably the main achievement of the 1980s
was the ability to increase and diversify exports in the early 1980s and
initiate the process of Turkey’s integration to the global political economy.
There was a notable rise in the share of exports in GNP, which increased
from an average of only 2.9% during 1977–1979 to 11.9% during 1987–
1989. This surge was accompanied by a change in the composition of
exports toward manufactured goods whose share increased from 32.5%
to a massive 78.7% during the same period.15 This was a significant
achievement for a country whose previous experience under the ISI model
was extremely inward-oriented and characterized by considerable “export
pessimism.” Meanwhile, the share of imports in GDP increased from an
average of 7.4 to 15.7% during the same period, indicating that Turkey
made important strides to becoming an open economy.

Several factors can explain this early and sharp improvement in export
performance, which includes an aggressive devaluation (and almost daily
currency depreciation) strategy, provision of generous export subsidies,
dramatic decline in real wages, compression of domestic demand due to
IMF-induced austerity measures, and a favorable Middle Eastern market
in the context of the Iran-Iraq War. Because of the extraordinary circum-
stances of the early 1980s, the industrial capacity that had been built up
during the ISI years of the 1960s and the 1970s could be channeled to
exports.16
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Yet, Turkey could not maintain the momentum of this export drive by
building an investment boom. A comparison with successful cases like
South Korea is important in this context. Countries like South Korea
have been able to achieve the degree of macroeconomic stability and low
inflation rates necessary to turn the initial export boom to an investment
boom, which created a virtuous cycle of more exports leading to more
investment and to more exports. Consequently, the more successful East
Asian style economies have been able to achieve growth on a continuous
basis, avoid costly financial crises and increasingly upgrade their exports to
medium and high technology product ranges. In the Turkish case, as Dani
Rodrik aptly describes, “incomplete stabilization” during the 1980s acted
as a serious barrier to carrying the initial export boom to a subsequent
investment boom (Rodrik, 1990). Indeed, apart from the withdrawal of
the state from investment in manufacturing, both private domestic invest-
ment in this sector and foreign direct investment in general remained
stagnant. It is rather ironic that the principal investment drive in a neolib-
eral setting originated from public enterprises in infrastructural areas such
as motorways and telecommunications.

In terms of longer-run consequences, the full liberalization of the
capital account in August 1989, at Özal’s discretion, in the face of
strong opposition by some of the bureaucrats of that time, such as
the Central Bank Governor, Rüşdü Saraçoğlu, deserves serious emphasis
(Gemici, 2012). Dani Rodrik terms this as “premature liberalization”
since Turkey in 1989 lacked the preconditions for full capital account
liberalization, such as a high degree of macroeconomic stability and a
tightly regulated banking and financial system (Rodrik, 1990). The capital
account liberalization decision allowed the Turkish economy to grow
based on short-term capital inflows in the early 1990s. Possibly this deci-
sion enabled Turkey to avoid a financial crisis at the end of the 1980s.
Yet, the decision also paved the way for the significant instability that
followed in the subsequent era, with two consecutive crises in 1994 and
2000–2001 in a timespan of less than a decade. Dependence on highly
volatile short-term capital flows in an environment of endemic macroe-
conomic instability and under-regulated banking system was at the core
of the new wave of crises associated with the neoliberal era. There is a
tendency among observers of the Turkish economy to regard the second
decade of Washington Consensus policies in Turkey as an inferior decade,
in fact even as a “lost decade” as compared to the 1980s. We should not
forget, however, that the 1980s and 1990s were strongly inter-connected.
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The key decisions taken toward the end of 1980s have helped to shape
the highly unstable macroeconomic environment of the 1990s.

Another problem in this context was the failure to curb corruption
and rent-seeking behavior. Again, a comparison with successful East Asian
cases is relevant in this regard (Öniş, 1998). In East Asian cases, export
success was dependent on a combination of state-led support and disci-
pline. Exporters received support on a selective basis, but they also faced
a penalty if they did not act in line with the policy requirements. In the
Turkish context, exporters received significant subsidies, which indeed
constituted an “unorthodox” element of the program. Yet, the discipline
element was weak. As mentioned before, one of the striking highlights of
the period was the misuse of export subsidies, known in popular terms
as “fictitious exports.” The Özal government was quite lenient to such
“economic crimes.” The rise of corruption during the 1980s, in an envi-
ronment where the rule of law and the importance of strong institutional
checks and balances were underemphasized, in fact, was carried over to
the post-Özal era of the 1990s and beyond.17

The Turkish Transformation: An International

Perspective Based on Latin American Examples

Turkey’s neoliberal restructuring in the Özal era involved the imple-
mentation of key elements associated with the logic of the Washington
Consensus. As mentioned above, Turkey was one of the first countries
during the 1980s, which applied a joint IMF-World Bank Program of
stabilization and medium-term structural adjustment in line with the prin-
ciple of “cross conditionality.” We need to recognize that geopolitics also
mattered in the implementation of neoliberal reforms. Turkey, because
of its key geopolitical position, was able to draw on significant funding
from international financial institutions, which clearly helped Turkey to
adjust more smoothly than would otherwise have been the case, in the
aftermath of the major economic and political crises of the late 1970s,
signifying the end of the ISI era. Given its peripheral importance in terms
of the overall security structure of the Western alliance in the ongoing
Cold War context, it was not surprising that the BWI were more generous
to Turkey as compared to many other cases. Turkey was able to draw
on a three-year extended fund facility by the IMF (1980–1983) and five
consecutive structural adjustment loans by the World Bank (1980–1984)
(Kirkpatrick & Öniş, 1991).
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By 1985, the Turkish economy had recovered from the crisis. The BWI
also tried to present the Turkish experience as a success case of the new
paradigm of the Washington Consensus in action. Observers from BWI
circles, for example, identified Turkey as a successful case of adjustment,18

pointing out its experience as a reference for other countries undergoing
structural adjustment along neoliberal lines.

Although the Turkish program was a multi-dimensional program, it
was also a gradual stage-by-stage program in its orientation. Trade liber-
alization, for example, started in 1980 and continued at discrete intervals
in 1983–1984 and 1987–1989. The final step in trade liberalization
occurred following the Customs Union agreement with the European
Union in December 1995, and membership of the World Trade Organi-
zation in March of the same year. Similarly, capital-account liberalization
proceeded in terms of discrete changes in 1980, late 1983 and early 1984.
The final step in this direction was taken by the famous and contro-
versial cabinet decree in August 1989, leading to full convertibility of
the Turkish lira. Again, in the realm of privatization, one of the main
pillars of neoliberal reforms, the process was quite protracted. In the
early 1980s, the emphasis was put on reforming the state economic
enterprises through restricting their operations and introducing price flex-
ibility in their decisions. Although privatization came relatively late on
the policy agenda in 1986 and started in the late 1980s, progress was
slow—a pattern that continued during the subsequent decade. Indeed,
Turkey’s experience with “hyper-privatization” is a predominantly post-
2001 phenomenon, gaining significant momentum in the early years of
the Justice and Development Party government after 2002.

Hence, we can observe sharp contrasts between some of the key Latin
American experiences with neoliberal restructuring and the Turkish case.
Chile, for example, constitutes a good counter-example of a program,
which was both radical and involved a dramatic “shock treatment style”
restructuring. The Chilean economy, under the authoritarian regime of
Augusto Pinochet and management by the “Chicago Boys”19 experienced
a dramatic opening of the economy in 1974, with massive reductions in
trade protectionism, capital account liberalization and large-scale priva-
tization of public enterprises right from the inception of the program
(Valdes, 1995). Turkey also had its military interlude during 1980–1983
and its own brand of US trained technocrats20 who also played an impor-
tant part in Turkey’s neoliberal restructuring in the 1980s. Yet the Turkish
experience was nowhere near as abrupt and extreme as the Chilean case.
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Similarly, one could argue that the Argentinean neoliberal experiment
during the presidency of Carlos Menem in the 1990s and the Mexican
case during the presidency of Carlos Salinas in the context of Mexico’s
NAFTA membership (becoming effective in January 1994) were more
dramatic instances of reform, which embodied significant “shock treat-
ment” elements (Teichman, 1997). Both the Argentinean and Mexican
experiences involved massive waves of dismantlement of trade protec-
tionism, capital account opening, and privatization during the 1990s. In
Turkey, privatization started almost a decade earlier than both Argentina
and Mexico but was delayed and then tended to proceed at a much slower
pace.

Yet another striking feature from a comparative perspective involves
the role of transnational policy actors or “policy entrepreneurs.” Key
transnational actors played an important part in establishing a dialogue
with the key Washington institutions and legitimizing a radical program
of economic restructuring in the context of domestic politics, often
portraying the program as a national scheme of the country, as opposed to
a program imposed by external actors. In Turkey, Özal was clearly the key
transnational policy actor whose influence was quite dramatic throughout
the 1980s. His role was quite extraordinary in the sense that he managed
to play a dominant role and provide a significant element of conti-
nuity in Turkey’s neoliberal restructuring in a period marked by dramatic
political shifts. He was the key technocrat in the minority but democrat-
ically elected government that inaugurated the famous 24 January 1980
measures signaling the beginning of the neoliberal economic reforms in
Turkey. His role as the key technocratic figure continued during the mili-
tary interlude, following the military intervention of September 1980.
Özal was able to resume his role as the Prime Minister and the leader of
the Motherland Party, following the return to parliamentary democracy
with the elections of November 1983. Özal, this time as a key polit-
ical figure, was again the dominant personality in shaping the course of
neoliberal reforms from 1983 to the point where he became the president
in late 1989 (Öniş, 2004).

In retrospect, there is no comparable figure to Özal in the principal
Latin American cases, in the sense of a single person enjoying this extraor-
dinary dual role as a key political figure and a key technocratic figure at
the same time, which was visible mostly during the 1980–1983 period. In
Argentina, for example, Carlos Menem, as the key political figure, played
a similar role to Özal’s role during the 1980–1983 period in Turkey, as
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the democratically elected president in Argentina.21 As a popular polit-
ical figure, Menem played an important role in terms of generating
widespread political support for a drastic program of neoliberal restruc-
turing, which also found support from the Argentine trade unions (Öniş,
2006). However, the key technocratic figure, who was instrumental in the
implementation of the program was a US-educated economist, Domingo
Cavallo. In fact, the Argentine program is often referred to as the “Cavallo
program” (Teichman, 1997). Hence, there was a division of responsibility
between Menem and Cavallo. While Menem was the politician, Cavallo
was the implementer or the technocrat. In the Turkish context, Özal
played both roles, which is rather unique and dramatic by international
standards.

Looking at the Mexican example, we see a pattern rather like
Argentina. Carlos Salinas was the key political figure as the president
who pushed for Mexico’s NAFTA membership program and the drastic
neoliberal transition associated with it. However, key technocratic figures
such as Pedro Aspe who played a key part in Mexico’s massive privatiza-
tion drive22 were responsible for actual implementation. Finally, Pinochet
provided the degree of political space and autonomy needed for the
implementation of Chile’s massive shock treatment, while technocrats
acted as the key transnational policy actors. Hence, in a nutshell, Özal
was an unusual transnational policy actor in terms of combining key
technocratic and political roles.

Another interesting parallel that we can draw between the Turkish and
the key Latin American cases during this period relates to the presiden-
tial system of government. In sharp contrast to the presidential systems
in Western settings such as the United States and France, presidential
systems in Latin America allowed key presidential figures like Menem in
Argentina and Salinas in Mexico to capitalize on concentration of execu-
tive authority and relatively weak checks and balances. This enabled the
latter to push through massive programs of neoliberal reforms and over-
ride significant opposition from powerful interest groups in the process.
While Menem was able to accomplish this in a relatively more demo-
cratic context in Argentina, Salinas utilized his presidential powers under
a semi-authoritarian, one party regime in Mexico (Aspe,1993; Teichman,
1997).

In Turkey, parliamentary system of government was the norm.
However, the 1982 Constitution, established during the military regime
interlude, enhanced the powers of the executive relative to the legislature.
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Following the return to free elections, Özal tried to govern the country
under a de facto presidential system, at times disregarding the restric-
tions of the parliamentary regime. Many of the key decisions, such as
the one on capital account liberalization in August 1989, among others,
were taken as cabinet decrees, thereby by-passing parliamentary approval.
In fact, Özal actively pushed for a transition to a formal presidential
system in Turkey, which he believed would be instrumental in taking
major economic decisions on issues like privatization, to which serious
opposition existed on the part of both key segments of economic bureau-
cracy and the business community. As an end note, it was ironic that Özal
was elected the President in November 1989 and remained in that posi-
tion until his death in April 1993. In retrospect, he was a more powerful
figure, at least in the realm of economic policy, as a de facto president in
his role as the Prime Minister during the 1983–1989 period than as the
president. Although he formally became the President toward the end
of his career, the presidency he occupied was more of a symbolic nature
compared to its Latin American counterparts. The fact that his Mother-
land Party had lost the elections in 1991 meant that his role in guiding
the economic policy process became quite marginal.

The Turkish Transformation

in the Light of Some Counterfactuals

In discussing the possibility of alternative scenarios or counterfactuals, we
may shift the comparative axis from Latin America to East Asia. Arguably,
a major opportunity was missed in Turkey in the early 1970s, before
the neoliberal transition decade of 1980s.23 If Turkey had been able to
accomplish a policy shift in the early 1970s or in the context of the Third
Five Year Plan (1973–1977) in the direction of export-oriented indus-
trialization with selective import-substitution in intermediate and capital
goods, the developmental impact would have been significantly better.
The comparison with South Korea in the context of the 1960s and 1970s
is quite telling in this context. South Korea was able to move swiftly in the
1960s from the successful first and easy phase of ISI to export-orientation
accompanied by selective import-substitution (Haggard et al., 1991). As a
result, it was able to avoid Turkish or Latin American style ISI crises, with
costly economic consequences and associated democratic breakdowns.
Hence, South Korea was able to grow on a continuous basis, which
meant that it was one of the few countries that was able to break “the
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middle-income trap” that many developing economies, including Turkey,
continue to face, and reach high income status within the timespan of a
few decades.

Instead, Turkey continued with prolonged ISI and experienced a deep
economic and political crisis in the late 1970s. Turkey was able to shift to
export-oriented policies only after a major breakdown of the democratic
system, a costly military interlude, and under the pressure of key external
actors with a time lag of at least a decade. Furthermore, the neoliberal
reforms were implemented in a top-down fashion in the absence of a
broad social and political consensus. Key segments of society, such as
labor and agricultural interests, were excluded from the decision-making
process. As a result, the return to democracy during the decade resulted in
resistance by organized labor to severe distributional imbalances, which,
in turn, contributed to severe macroeconomic instability. Such instability
acted as a key constraint blocking Turkey’s ability to generate high rates
of domestic and foreign direct investment needed to achieve high rates of
economic growth on a sustained basis (Öniş, 1992).

Obviously, one needs to bear in mind that South Korea had managed
to accomplish such a dramatic policy shift in an authoritarian political
environment characterized by state autonomy vis-à-vis key business actors,
which allowed the policy makers to carry out the required policy shifts
in a relatively swift and smooth manner (Amsden, 1989). In Turkey or
in similar Latin American settings, in contrast, the underlying political
economy was such that the states enjoyed lower levels of autonomy and,
hence, lacked the political and institutional capacity to engineer dramatic
changes in incentive structures to allow them to shift smoothly from
domestic market-based to export-oriented paths of development. One
can conjecture that if Turkey was able to achieve the policy shift to an
export-oriented model at an earlier stage, in a predominantly democratic
environment, it could now have been in a much better position in terms
of its economic development and established itself as a case of successful
democratic development among the developing economies.

It is pertinent to ask at this stage why this option was not taken in the
early 1970s. The answer to this question has both domestic and inter-
national dimensions. Internationally, ISI, although receiving increasing
criticism from academic circles, was, except for a handful of countries in
East and South East Asia, very much the norm. Moreover, international
organizations were not yet raising their voices against it and were instead
turning a blind eye to the Third World countries implementing it. In this
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process, the emergence of the Third World as a unified force in the inter-
national political and economic arena has no doubt played an influential
role.

In the specific Turkish case we can identify several factors. The big
devaluation of the Turkish Lira in 1970 led to a large inflow of foreign
exchange resources through exports and remittances of Turkish migrant
workers abroad. This inflow created the false impression in the eyes of
planners and policy makers as well as the public at large that Turkey’s
chronic foreign exchange bottleneck was over and done with. Moreover,
due to the dominance of “export pessimism,” there was a general belief
that exports were not responsive to exchange rate depreciation and other
incentives, given Turkey’s dependence on a handful of traditional exports
headed by cotton, tobacco, hazelnuts, figs and raisins, characterized by
low elasticity of demand in world markets. The military-backed govern-
ment at the time, unlike the military regime of the early 1980s was in
support of ISI. There was a general willingness not only among plan-
ners and policy makers but also on the part of the business community
and academic circles to go ahead with ISI in pursuit of the objective
of extending it into intermediate and capital goods. To replace the ISI
by export orientation, difficult as it was given the above reasons, was
even more difficult to go hand in hand with democracy under the brutal
military backed government of the time, characterized with widespread
human rights abuses.

There are two other counterfactuals that we can consider at this stage.
What would have been the level of industrialization in Turkey if the boun-
tiful resources that were made available to it by international donors in
support of its neoliberal transformation were made available to support
the Third Five Year Plan targets? Could the severe economic crisis of
the late 1970s be avoided if these donors could provide Turkey suffi-
cient financial assistance to enable it to ride through the severe foreign
exchange shortages storm of the late 1970s? These two counterfactuals
like the previous one runs against the Realpolitik of the time. Interna-
tional organizations as the main source of such support and assistance
were, although not openly hostile to ISI, were ideologically reluctant to
support it financially.

This leaves us with the third counterfactual, which is somewhat more
plausible than the first two. Although the Third Five Year Plan targets
were set in a period of foreign exchange glut, one would have expected
planners of a country heavily dependent on imported oil to revise these
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targets downward and pay more attention to short-term stability to avoid
public sector deficits and the ensuing galloping inflation. Such a revi-
sion of targets would have provided planners and policy makers with a
wider policy space free of the straitjacket likely to be imposed by interna-
tional donors and given them more leeway to save ISI and implement it
selectively in combination with export orientation.

As our discussion in this chapter has shown, all three scenarios
remained as counterfactuals and what emerged instead was full-scale trans-
formation of Turkey’s economic policies in a neoliberal direction in the
early 1980s when the objectives of international organizations and the
Turkish government matched each other, and the thorny road ahead
cleared forcefully by the military regime, shortly after the first steps in
that direction were taken.

Concluding Observations: Broad Reflections

on the Possible Legacy of the 1980s

Turkey was one of the first countries to adopt a neoliberal program in
1980, which radically changed the direction of economic policies away
from state-led ISI toward market-based export orientation. The tran-
sition in this direction began rather abruptly but proceeded gradually,
in contrast to Latin American cases where shock treatment consti-
tuted the dominant approach. While neoliberal programs display certain
common characteristics, the Turkish experience also illustrates that specific
national contexts are important in terms of explaining the variations of
the sequencing, speed, and relative effectiveness of various neoliberal
programs put into action. The Turkish case also demonstrates the impor-
tance of the geopolitical context. In retrospect, Turkey clearly benefited
from its geopolitical position in terms of attracting a sizable assistance
from the BWI, an option which was not equally available in other
developing country contexts such as Mexico in 1982 and Argentina in
1989.

The Turkish case has shown that initiating such transformations in the
absence of domestic stability and taking steps like the capital account liber-
alization in 1989 before establishing an adequate regulatory framework
can have wider repercussions. Such steps can lead to a situation in which
instability becomes embedded in the economic sphere and pave the way
for devastating crises in subsequent periods.
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There is no doubt that the neoliberal policies implemented in Turkey
during the “Özal era” of the 1980s have had a deep impact on Turkey’s
developmental trajectory of the subsequent decades. A full-fledged anal-
ysis of the impact of the profound economic and political transformations
of the 1980s on developments in the subsequent era is beyond the scope
of the present chapter.24 Nevertheless, from Turkey’s rich body of expe-
rience in the 1980s a few observations can be derived for its present-day
political economy.

A central point to emphasize is that neoliberal norms introduced in the
1980s continued to remain intact in the subsequent decades. However,
the nature of neoliberalism also changed in line with domestic and
external developments. The first crucial turning point came in the after-
math of the twin crises of 2000–2001. The period from 2001 to roughly
2011, starting with the “economy program” of Kemal Derviş under the
coalition government and continued to be implemented by the Justice
and Development Party (AKP ) government (in its early years), may
be regarded as Turkey’s encounter with the logic of “Post-Washington
Consensus.” The emphasis during the early 2000s shifted to a modi-
fied version of neoliberalism, which could be characterized as “social and
regulatory neoliberalism.” In this modified version, more emphasis was
given to social assistance and strong regulatory institutions in the realm
of banking, finance, and competition. Yet, certain key elements of the
neoliberal program remained intact (Öniş, 2009). Indeed, the early AKP
period was characterized by a major privatization boom, a process which
was at its infancy and was firmly resisted in the early neoliberal phase
of the Özal era (Öniş, 2011; Öniş & Şenses, 2009). The post-2011
period, arguably represents a gradual shift toward a new hybrid devel-
opmental model, where neoliberal elements continued to co-exist with
“state capitalist” features (Kutlay, 2020; Öniş, 2019). During the post-
2011 period, Turkey as a “reactive state” (Öniş & Şenses, 2007) is once
again deeply affected by global shifts in terms of the increasing challenge
by authoritarian models of capitalism, represented by the Russia-China
axis.

It is often argued that the origins of the current presidential system,
which was formally established in the late 2010s, may be a legacy of
the 1980s.There is no doubt that the 1982 constitution instituted under
the auspices of the military regime has deeply shaped political develop-
ments in Turkey in the subsequent decades and has constrained Turkey’s
democratic progress ever since its inception. Nevertheless, the parallels
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between Özal’s vision of a presidential system and the existing presiden-
tial regime instituted during the late AKP era should not be exaggerated.
Although, neoliberal policies in Turkey were implemented in a de facto
presidential system, with government decrees constituting a dominant
form of decision-making, the domestic political environment, especially
after the transition to democracy in 1983 was quite different to the
present context. Moreover, Özal’s vision of a presidential system, which
could not be implemented, was more in line with the democratic presi-
dential systems, despite their major flaws, of the United States or key Latin
American cases such as Argentina and Brazil. One should also note that
Özal became the President in 1989 in an essentially parliamentary system
of government. Indeed, his influence in the economic realm appears to
have waned after November 1989, as his concerns increasingly shifted
to domestic politics and foreign policy issues. The current presidential
system, in contrast, is much more in line with a more authoritarian,
Russian style presidential regime.

From the perspective of the present chapter, neither the neoliber-
alism of the 1980s, nor its hybrid versions such as the Post-Washington
Consensus approach of the early 2000s or the authoritarian state capi-
talist neoliberal synthesis provides an adequate response to Turkey’s
fundamental problems, including low domestic savings and a lop-sided
pattern of development based on a combination of the construction
sector, consumption expenditures, and foreign borrowing, which, in
turn, raises fundamental difficulties in terms of long-term sustainability.
Turkish economic performance in the recent era continues to display
some fundamental deficiencies involving low investment, heavy depen-
dence on external resources and technology imports, high level of external
indebtedness, widespread rent-seeking activities, low level of employment
creation, and high levels of unemployment and inequality (Güven, 2016;
Şenses, 2012).

What is required as an alternative is a model of “democratic devel-
opmentalism” where an active industrial policy aiming at industrial
diversification would play a key role in breaking up the “middle-income
trap” based on a broad democratic consensus and supported by strong
and meritocratic institutions. The fact that Turkey is still confronted with
the “middle-income trap” constitutes a clear sign that, after four decades
since the inception of neoliberal reforms, the country failed to match the
kind of success that countries like South Korea have managed to accom-
plish. The South Korean comparison is quite telling for illustrating the
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possibility that significant industrial and developmental success can be
achieved, as South Korea has proven to be one of the very few countries to
break down the middle-income trap in the contemporary context, along
with an increasingly democratic environment. South Korea has success-
fully emerged from its authoritarian past and is clearly presenting itself as
a successful Asian democracy and a role model for the rest of the world,
along with significant lessons also for the current Turkish context. The
possibility of achieving a shift to such a model of “democratic develop-
mentalism” will crucially depend on domestic political transformations
and the broader global context. On both counts, we cannot be very
optimistic in the present historical juncture.
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Notes

1. The public sector borrowing requirement (as percent of GNP)
increased from 2.0% in 1973 to 10.6% in 1979. Figures in this
paragraph come from State Institute of Statistics, Statistical Indi-
cators, 1923–2009.

2. The annual rate of inflation (Consumer Price Index) increased
from 15.8% in 1973 to 22.5% in 1977 and further to 53.3% and
62.0% in 1978 and 1979, respectively. The current account balance
deteriorated from 2.8% of GNP in 1973 to –6.1% in 1979. The
payments crisis was so severe that the debt service obligations were
nearly three times the revenue obtained from merchandise exports.
State Institute of Statistics, Statistical Indicators, 1923–2009.

The government was unable to pay the salaries of its diplomatic
mission abroad.

3. See Wolff (1987) for details.
4. See, for example, Little, Scitovsky and Scott (1970). For a case

study on Turkey, along very similar lines, see Krueger (1974).
5. For details, see, for example, Şenses (1983), and Aydın and Oyan

(1987).
6. For details on this point, see Ebiri (1980) and Kepenek and

Yentürk (2009).
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7. European Economic Community, European Settlement Bank, and
the Islamic Development Bank were among other sources of finan-
cial support for the program. According to Boratav (1987), gross
capital inflow during the 1980–1984 period amounted to 13.8
billion dollars.

8. See Celasun and Rodrik (1989) on this point. Fictitious exports
referred to false declaration by exporters of the contents of their
export package with the intention of benefiting from the generous
export tax rebate scheme.

9. State Institute of Statistics, Statistical Indicators, 1923–2009.
10. In fact, privatization came on the agenda as late as the mid-2000s,

in the aftermath of the severe 2001 crisis and consisted of mostly
mergers and acquisitions by foreign investors, and sales of real
estate, various services like banking as well as distress sales of some
manufacturing enterprises to external buyers. See Öniş (2012) and
Kazgan (2017) for the analysis of Turkey’s privatization experience.

11. For a critical assessment of the Fund, see Şenses (1999), Boratav
(1995) and Ulagay (1987).

12. This saying in Turkish (‘Benim memurum işini bilir ’) implies that
civil servants do and may readily take bribes. Özal’s inspection of a
team of soldiers in holiday wear with shorts, a t-shirt, and slippers
was also seen as a manifestation of his lax attitude and caused sharp
criticism from wide sections of society.

13. To be fair, it was also Özal’s administration which opened the
way for some of the political exiles to return to homeland and
implemented reforms in the penal code for liberalizing the clauses
pertaining to some religious and left-wing activities.

14. Figures in this paragraph, unless otherwise stated, come from State
Institute of Statistics, Statistical Indicators, 1923–2009.

15. Figures in this paragraph come from State Institute of Statistics,
Statistical Indicators, 1923–2009.

16. See Şenses (1990) and Pamuk (2016) for analyses of Turkey’s
export performance in the 1980s.

17. Apart from fictitious exports, corruption episodes that first come
to mind are the so-called bankers’ crisis involving the bankruptcy
of a group of ‘bankers’ who laid their hands on large sums of
money from the public by utilizing basically Ponzi-type financing
in the early 1980s, the corruption scandal surrounding Istanbul
Municipality in the 1990s, banking scandals in the early 2000s,
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and finally the resignation of three government ministers amidst
bribery allegations in the 2010s.

18. See, for example, Balassa (1988: S288–S289). Turkey’s increased
credit-worthiness on the basis of its economic performance during
1981–1984 was praised by an IMF staff member with the following
statement: “It is difficult to find another example of another
country which has had such a major turnaround in such a short
spell of time”. See Roy (1984: 1).

19. This term refers to key economic technocrats trained in the tradi-
tion of free market economics at the University of Chicago as
students of academics like Milton Friedman and Arnold Harberger
and characterized by their organic links to the Washington institu-
tions as well as by the political space they enjoyed to implement
their policy paradigm in their domestic political settings.

20. These were referred to as ‘Özal’s princes’ representing the Turkish
counterpart of Chicago Boys, consisting mostly of technocrats
trained in the US and befriended by Özal’s elder son.

21. One wonders whether the fact that he was referred to as ‘El Turco’
due to his Middle Eastern roots was a reflection of the influence of
the Turkish reform experience on the Argentinean case.

22. See Aspe (1993).
23. See Tekin (2006) and Öniş (1998).
24. See Şenses (2012) and Donat (1987) for the overall examination

of Turkey’s experience under neoliberal polices since 1980.
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Öniş, Z. (2004). Turgut Özal and his economic legacy: Turkish neo-liberalism
in critical perspective. Middle Eastern Studies, 40(4), 113–134.
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Öniş, Z. (2009). Beyond the 2001 financial crisis: The political economy of
the new phase of neo-liberal restructuring in Turkey. Review of International
Political Economy, 19(3), 409–432.
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CHAPTER 8

The Era of Speculation-Led Growth
and the 2001 Crisis, 1990–2001

A. Erinç Yeldan

Introduction: Setting the Stage

The 1990s can be termed as the “lost decade” for the Turkish economy.
The stage was set by the completion of “external liberalization” in August
1989 with the announcement of the Decree No. 32, which opened up the
capital account of the balance of payments and gave rise to a whole set
of new modes of macroeconomic adjustments for the domestic economy.
Perhaps in its entire history, Turkey suddenly confronted a new era in
which the “constraints” of the “external gap” was eliminated and the
domestic economy met with a new instrument: the real interest rate.
Short-term financial flows, lured by the arbitrage opportunities of a new
emerging market, seemed to have alleviated the external imbalances once
and for all. This new process meant significant reallocation of investments,
along with realignment of the main macroeconomic prices, namely, the
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rate of interest and the exchange rate. There was also significant reorienta-
tion of the parameters of distribution, as the sphere of finance commenced
to ascend against the “real sectors” in general, and industrial labor in
particular.

The decade was one of extreme volatility, characterized by narrowing
of the time horizon. Volatility of the flow of foreign finance led to
deeper adjustments in the exchange rate, which, in turn, resulted in
severer turbulences in the traded sectors, and warranted ever more inflows
of foreign capital, leading to higher volatilities in the external finances.
Consequently, mechanisms of income distribution had to be readjusted,
new forms of rent-seeking were enacted, and new coalitions had been
formed across the bureaucracy, industrial conglomerates, and the banking
sector.

This chapter accounts for these observations. It is organized under four
additional sections. The first section following this Introduction analyzes
the main elements of change in the global commodity and finance
markets, elaborating the rise of speculative growth and the new nature of
the business cycle. Then, the following section discusses Turkey’s mode
of adjustment to the new global order and documents the context of
capital account liberalization in 1989, studying also the effect of this move
on the “real economy.” The section before the Concluding Comments
focuses on the elements of the IMF-induced, exchange-rate-based disin-
flation program that was initiated at a time when the decade came to a
close by setting the stage for the eruption of one of the most severe crises
of Turkish economic history in November 2000 and February 2001. The
last section concludes with an overview and discussion over new forms of
dependency across the developing world.

The Changing Global Context:

“Financialization” of the Third World

The 1990s can be understood as a case of “financialization redux” at
the level of the global economy. The decade opened up with trumpets
echoing “the end of history” à la Francis Fukuyama. The Soviet system
of “real socialism” collapsed, and all the global markets, with the excep-
tion of labor, were started to be integrated under one logic: free mobility
of capital—especially “finance capital.” Removal of barriers over interna-
tional finance has granted it with extensive deregulation, while labor was
trapped within national borders.
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Deregulation of finance capital was in the making since the early
1970s. Limits of the “golden age” of Bretton-Woods era were already
reached with the decline in the rate of profits in the manufacturing indus-
tries of the developed countries. Technologies matured, capital intensities
increased, and easy gains in productivity along the assembly line and the
scale economies were exhausted. These developments led to the collapse
of the gold-exchange standard in 1971, and along with excess accumula-
tion of petrodollars and pension funds in the hands of few western banks
searching for lucrative speculative deals, regulations on the mobility of
financial capital could not have been sustained any more. Financial dereg-
ulation meant dismantling the rules and interventions of the nation states.
Any regulation inhibiting the quest for financial profit across the globe
was cursed as backwardness. Furthermore, along with a severe and sudden
reorientation of priorities of capital accumulation away from industry to
finance and banking, the process of deindustrialization has intensified
and industrial labor has been caught within the confines of short-term
speculative capital flows under national constraints.

All of this was referred to as globalization, which was hailed as an
unstoppable planetary motion toward global “civilization.” Thereby we
can deduce three interlinked aspects of global capitalism in the junc-
ture of the 1990s: neoliberal restructuring, neoliberal globalization, and
financialization. Neoliberal restructuring had been propagated with the
counter attacks of monetarism and supply-side economics during the
1980s in the hands of Ronald Reagan in the USA, Helmut Kohl in
Germany, Margaret Thatcher in the UK, and Turgut Özal in Turkey.
The assault reached its zenith in the 1990s with the rhetoric of “the
end of history,” when all political-economic questions were declared to
be resolved, all unknowns were behind, and the world was on a sustained
path toward global bliss. The states would now allegedly assume the role
of a bystander, a referee, setting the rules of the game and ensuring that
the rules were obeyed.

This idea of a neutral state, standing at an equal distance from all
participants in the workplace, however, was far from reality. The state
apparatus has, in fact, was reorganized to ensure the supremacy of capital
over labor; and any dissent was brutally suppressed with accusations of
backwardness and/or outright military force against labor organizations.
The neoliberal state was actually a stronger state, given its new instru-
ments of control over society, such as the newly formed regulatory bodies,
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committees, task forces that typically consisted of a handful of “techni-
cians” and were most often enacted with powers outside the parliamentary
jurisdiction.

What lied at the heart of this restructuring was the ascendancy of
finance over industry, characterized by a global process of financializa-
tion imposing its logic of short-termism, liquidity, flexibility and immense
mobility over the objectives of long-term industrialization, sustainable
development and poverty alleviation with social welfare states. Financial-
ization, as it stands, is a loose term and no consensus yet exists among
economists on its definition. However, starting from David Harvey’s
seminal observation that “something significant has changed in the way
capitalism has been working since about 1970” (Harvey 1989: 192),
a set of distinguishing characteristics of the concept can be unveiled.
Krippner (2006: 174), in line with Giovanni Arrighi’s The Long Twen-
tieth Century, defines it as a pattern of accumulation in which profits
accrue primarily through financial channels rather than through trade and
commodity production. According to Epstein (2005: 3), “financialization
means the increasing role of financial motives, financial markets, financial
actors and financial institutions in the operation of domestic and interna-
tional economies.” In a broader way, we can consider “financialization”
as a phenomenon that can be described as increasing financial motives,
and increasing volume and impact of financial activities within and among
countries. As Duménil and Lévy underline:

What is at issue here, are not markets and states per se, but the stricter
subjection of these institutions to capital: on the one hand, the freedom
of capital to act along its own interests with little consideration for salaried
workers and the large masses of the world population, and, on the other
hand, a state dedicated to the enforcement of this new social order and
the confrontation to other states. (Duménil & Lévy, 2004: 3)

Over the decade, waves of financial crises were witnessed. The first
of these waves typically erupted in the “emerging market” economies of
Mexico in 1994, Turkey in 1994 and then again in 2001, Brazil and
Russia in 1998, Argentina in 2001, and of course, the “Asian Flu” of
1997. Almost all of these financial crises were explained, one way or
another, by a form of moral hazard—lack of “prudential” regulation and
biased incentives emanating from the assumption that the risk-takers were
too large to fail.
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Under this new episode, crises erupted mainly due to premature finan-
cial liberalization, lack of governance, lack of rule of law, etc. Typically,
countries, which were lured into the trumpets of “end the financial repres-
sion; hail to the free financial markets” (à la McKinnon, 1973; Shaw,
1973), liberalized their financial sectors too prematurely and too hastily
without paying attention to their macroeconomic fundamentals. In these
economies, capital-account deregulation often led to increased interest
rates. Based on the motive to combat the “fear of capital flight,” this
commitment stimulated further foreign inflows, and the domestic curren-
cies appreciated inviting an even higher level of short-term capital and
“hot money” inflows into the often shallow domestic financial markets.

The experience of the 1990s was thus a new global order of insta-
bility. One can trace out the main mechanics of this instability as follows:
with (prematurely) opening up of the capital account, short-term foreign
finance (hot money inflows) pour in with an attempt to take advantage
of the speculative financial arbitrage opportunities. Currency appreciates,
import costs fall and the domestic agents enjoy a sudden relaxation of
their budget constraints. The initial bonanza of debt-financed public
spending (e.g. Turkey) or private spending (e.g. Mexico, South Korea)
escalates rapidly and worsens the fragility of the shallow domestic finan-
cial markets. Eventually, the bubble bursts out and a series of severe and
onerous macroeconomic adjustments are enacted through very high real
interest rates, sizable devaluations, and a harsh entrenchment of aggregate
demand accompanied by the short-term “hot money” outflows. Elements
of this vicious cycle are further studied by Adelman and Yeldan (2000),
Calvo and Vegh (1999), Dornbsuch et al. (1995), and Diaz-Alejandro
(1985). This cycle is more recently referred to as the Diaz-Alejandro-
Taylor cycle in Köse et al. (2007), following Diaz-Alejandro (1985) and
Taylor (1998). A schema of this cycle is portrayed in Fig. 8.1.

Figure 8.1 discloses main features of what I will term as the Alejandro-
Taylor Cycle. As this is a closed system, one can initially start from any
point of this cycle. Suppose that given the threat of capital flight, or
any lucrative expectation of short-term gain from capital inflows, the
domestic rate of interest is increased. Speculative arbitrageurs storm in,
given the absence of any regulation and the currency appreciates due
to the bonanza of foreign exchange. Imports expand, current account
widens, and most probably foreign indebtedness rise as well. All these
mean increased external fragility and thereupon a more intensified interest
hike is warranted. The cycle recommences, as the country is set into a trap
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Rise in the domestic interest rate

stimulate foreign short term finance capital

appreciation of domestic currency

Imports expand, current account deficit widens

To finance the current account deficit, even more
foreign capital inflows have to be invited,

Fig. 8.1 The Alejandro-Taylor cycle: vicious cycle of capital flows & macroe-
conomic disequilibria

of high interest rates, appreciating currency and collapse of the domestic
import-competing industries. The end result is an unsustainable path of
speculation-led growth.

Historical evidence suggests that the main characteristics of this variety
of crises typically involved the following:

i. International capital market has been the major source of shocks;
ii. Flows have largely originated from and been received by the private

sector;
iii. The financial crises have mostly hit emerging market economies that

were considered to be highly credible and successful;
iv. The rise of capital inflows has been characterized by a lack of

regulation, on both the supply and the demand sides.

Under these conditions, many developing countries have suffered from
premature de-industrialization, serious informalization, and consequent
worsening of the position of wage-labor, resulting in a deterioration of
income distribution and increased poverty. Many of these phenomena
have occurred under the neoliberal “conditionalities,” imposing rapid
liberalization of trade, privatization of public enterprises, and prema-
ture deregulation of the indigenous financial markets. Thus, across all
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economies, industrialized or peripheral, wage incomes collapsed; income
share of wage labor in aggregate domestic product fell; and the appropri-
ated surpluses fed the rising corporate profits. Turkey’s experience with
capital account liberalization and financial deregulation over the 1990s
disclosed almost all of these key attributes. It is to these issues that I now
turn attention.

The Decade of Speculation-Led Growth

The decade of the 1980s was marked by the reorientation of the Turkish
economy to integrate with the global markets. A series of reforms and
structural adjustment conditionalities were enacted, resulting in tariff
liberalization, export promotion and a severe wage repression for labor
incomes. The economy, however, entered a period of reform fatigue by
1988 and slowed down significantly in 1988. Realizing that the “fruits”
of export promotion and globalization were “delayed,” Özal govern-
ment initiated the liberalization of the capital account in order to access
international finance capital.

The Decree No. 32 was the main policy document leading to the
full liberalization of the capital account. In a nutshell, it covered the
following:

• All the residents of Turkey, including private persons, corporations
and banks can bring and take out foreign exchange in any magnitude
to and from Turkey without any restrictions.

• Nonresidents can purchase any form and quantity of assets from
Turkey, bring in and take out their yields in any form of denomi-
nation, Turkish Lira or foreign exchange.

• Residents are free to introduce any type of assets to be sold domes-
tically as well as abroad, and free to transfer the returns in and out
freely.

• Nonresidents are free to bring in any foreign credit, or purchase
domestic credit from within and transfer monies in any denomina-
tion to and from Turkey.

Historically speaking, the elements of this maneuver were quite liberal,
even more so than the advanced economies of Europe at the time,
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and Turkey was severely criticized for not creating the necessary insti-
tutional infrastructure to oversee the flow of funds in a very narrow
domestic financial system. Main indicators of this episode involved mostly
a new division of responsibilities and rent-seeking opportunities among
the banking sector, the industrial bourgeoisie and the state. First of all, it
was clear that, as a ratio of GDP, Turkey indeed experienced significant
financial deepening . Securities issues in total rose from 6.5% of the GDP
in 1990 to 40% by the end of the decade (Yeldan, 2001). Time deposits
also rose by almost two-folds as a ratio, taking advantage of the increased
rate of return, that is, the real rate of interest. Banking sector credits and
the volume of transactions both in the primary and secondary financial
markets expanded feverishly.

Nevertheless, much of this transition relied on mainly two factors:
issuance of Government Debt Instruments (GDIs) and significant dollar-
ization of domestic deposits. In fact, financial deepening can be argued
to have led the residents to switch to foreign currencies (dollarization),
paving the way for a new form of deficit financing by the government.

With the advent of financial liberalization, Turkey experienced, perhaps
for the first time in its entire republican history, a substantial allevia-
tion of the foreign-exchange constraint. The foreign-exchange scarcity
disappeared, and Turkish credit and money markets experienced a size-
able inflow of foreign exchange within a few months’ time, releasing all
concerns about the external deficit.

A direct effect of this process was the onerous adjustments forced by
the so-called open-economy trilemma, according to which, in an open
economy, only two out of the following three can be chosen and imple-
mented by the authorities: independent monetary policy (conduct of
money supply), the foreign exchange regime (free float or fixed exchange
rates) and the capital account regime (open or closed). Yet, in a devel-
oping, emerging market economy such as Turkey, what actually happened
with an open capital account was that Turkey could have control over
neither monetary policy, nor the foreign exchange regime. Simply put,
the rate of interest and the exchange rate collapsed into a single price and
constituted the main operational indicator for the inflows and outflows
of foreign exchange—the “hot” component of foreign finance. Thus, the
impossible trilemma had been observed to work even under more strin-
gent conditions where the emerging market economies that had opened
up their capital account to international flows of finance, had actually lost
their control over both the independent monetary policy and the foreign
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capital mobility. The implications were a structurally constrained economy
to yield ever increasing real rates of interest and monetary deflation under
the threatening conditionalities of international speculative finance.

Table 8.1 introduces the critical economic indicators of this transi-
tion. Here, along with the pre-1989 period, the “lost decade” of the
1990s is divided into four main episodes: uncontrolled financial liberaliza-
tion (1989–1993); the 1994 crisis; return to “hot money” driven growth
(1995–1997); and the contagion of the Asian crisis (1998 and 1999). All
of these episodes can be contrasted against the export-orientation era of
the 1980s. The first of these episodes (1989–1993) is characterized by ad
hoc and often politically-motivated interventions aiming at deregulation
of the financial asset markets. As noted above, the Decree No. 32 had been
introduced with an eye on foreign “hot money” inflows. The unavoid-
able home-currency appreciation under this foreign-exchange boom led
to the 1994 crisis, the first full-fledged financial-cum-real crisis in Turkey.
After 1994, domestic economic policies were realigned for hot-money
driven, speculation-led growth. Yet, the contagion of the Asian crisis hit
the Turkish economy under these prolonged structural imbalances. This
episode was finally cut by the introduction of the IMF-led disinflation
program under the exchange rate-based tablita.1 The end result would
be the November 2000 and February 2001 crises, which are narrated in
detail below.

Reading from Table 8.1, recovery of GDP growth from the 1988
deceleration is clearly visible. Fueled by inflows of short-term foreign
finance, investment expenditures continued on their expansionary path;
yet, as discussed in detail by Yeldan (2001), their share as a ratio to
the GDP has not revealed a structural shift. One of the main reasons
of this was the switching of destined investments away from industry,
to one-time expenditures such as construction and housing (Boratav and
Yeldan, 2006; Yeldan, 2001). Both of these were non-traded sectors and
led to the widening of the current-account deficit by 1993 and reaching
its climax in 1994 as the balance of payments crisis exploded.

The adjustment experience of the real sector to financial liberalization
had been one of boom-and-bust cycles. As documented in Table 8.1, the
post-1988 performance of GDP revealed intensified short-term business
cycles, along with rates of annual growth ranging between 8% (1993) and
−5.5% (1994). Following the production cycle, both consumption and
investment demand fluctuated sharply over the same period. Similarly, the
external economy was in turbulence with the balance on current account
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suffering from severe fluctuations between US $ −6.4 billion in 1993 and
US $ 2.6 billion in 1994, and again US $ −2.3 billion in 1995. Domestic
rate of inflation reached the plateau of 70–80% per annum and displayed
strong resistance at this threshold.

In fact, inflation could never be kept under control. Hovering around
the plateau of 70–80% per annum caused serious appreciation of the real
exchange rate (see Fig. 8.2). Indeed, in the early decade, Turkish Lira
appreciated significantly, by as much as 15% per annum. Such apprecia-
tion meant worsening of the current account balance together with the
deceleration of the export revenues. Exports as a share of GDP dwin-
dled to less than 10% from its peak of 12.8% in the late 1980s. Import
expansion continued in an intensified manner over the whole decade.

Early years of the “lost decade” also witnessed real increases in manu-
facturing wages. This was the end of a period of secular decline over the
1980s. Led by the “spring uprisings” of the late 1980s, wage remunera-
tions of industrial labor increased at an annual rate of 10% in real terms,
halting back the losses of the Özal decade. Yet, all of this increase in real
wages would be taken back in 1994 with the eruption of the financial
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Fig. 8.2 Real exchange rate index (TL/USD), purchasing power parity (PPP)
in consumer prices (Data source Annual reports of the Central Bank of the
Republic of Turkey [Author’s calculation])
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crisis, along with the rapid escalation of inflation and depreciation of the
Turkish Lira. Wage data are scarce and often not reliable in Turkey, espe-
cially for the period considered. In what follows, wage data in Table 8.1
is limited only to the employees in the manufacturing sector through the
official data of the Turkstat (then the State Institute of Statistics). The
relative position of wage labor in the global realm can further be exam-
ined through the unit wage costs denominated in foreign currency. Such
costs are calculated by taking into account the (average) productivity of
labor, deflated by the exchange rate. In this way, unit wage costs account
for the degree of competitiveness of the industrial sector across the global
economy. Adjusting for the competitive devaluations of 1994 and 2001,
the unit wage costs remained roughly 25% lower than their value in 1993.
As Table 8.1 attests, manufacturing industry wage share in value added
receded to 16.1% as a result of the wage suppression led by the devalu-
ation of 1994. From 1994 onward, this share stayed more or less stable
around this rate up to the end of the decade.

The impact of financial liberalization had been sudden and deep. Theo-
retical expectations of this maneuver were deepening of the financial system
and thus to achieve a higher savings ratio supporting fixed investments.
Financial deepening, as measured by the ratio of financial assets to the
gross domestic product, would be the key element of this transition.

Data reveals that such a deepening did in fact occur. As a ratio to GDP,
total financial securities expanded, for instance, from a ratio (to the GDP)
of 7.8% in 1988 to 24.8% in 1994 (Balkan & Yeldan, 2002; Boratav and
Yeldan, 2006; Yeldan, 2001). However, this increase was predominantly
explained by securities issued by the public sector to cover its expanding
fiscal deficits. Public securities issued rose from 6.9% in 1988 to 22.7%
in 1994 to reach 38.7% in 1999; whereas private sector securities issued
stayed at 2.1% of the GDP in 1994, rising only marginally from its minis-
cule level of 0.9% in 1988. By the end of the decade the share of private
securities had fallen to 1.1%.

Total deposits, likewise, expanded. The ratio of total deposits was
15.7% in 1988 and reached 39.5% by 1999. Again, this was problem-
atic since the major expansion came from foreign-exchange deposits, as
their ratio rose from 4.2% in 1988 to 22.4%. This was mainly due to
agents’ preferences for dollarization, in an attempt to protect against the
inflationary losses. As credibility of the Turkish Lira was lost, economic
agents tried to protect their assets by shifting into dollar-denominated
deposits. In fact, banking sector credits to the enterprise sector fell, as
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a ratio to the GDP. These stood at 17.6% in 1988; and fell to 13.3%
in 1994, averaging around 18% over the remaining years of the decade
(Boratav and Yeldan, 2006).

All of these were contrary to the expectations of financial deepening .
The realization of financial deepening meant a new round of formation
of coalitions in the Turkish socio-economic structure. The government
continued to run fiscal deficits as was dictated by high interest costs under
the high interest rate trap enforced by the threat of capital out-flight.
The banking sector, on the other used this opportunity to borrow cheap
abroad and extend these foreign monies as domestic credit to the govern-
ment sector. The high interest burden unavoidably led to expansion of the
“public sector borrowing requirement” (PSBR) as a result of the high
interest burden. The government debt instruments (GDIs) were critical
in financing the budget deficit of the public sector (the central budget as
well as the state economic enterprises, including the social security admin-
istration deficits). The stock of securitized domestic debt grew rapidly and
the stock of GDIs reached 22% in 1994 from 6% of the GDP in 1989.
Interest costs on domestic debt grew to 10.6% of the GDP by 1994, and
then continued viciously to increase by almost ten-fold in real terms over
the decade. As a further comparison, interest costs on servicing the debt
reached 1,010% of public investments, and 481% of the transfers accruing
to social security institutions in 1998 (Balkan & Yeldan, 2002).

As these were being realized in the government accounts, the banking
sector was lured by the real interest rate exceeding 30% per annum, and
evolved into arbitrageurs of “hot money” finance. The banks continued
their borrowing from abroad and channeled “hot money” flows to the
public sector to cover the PSBR. In so doing, there were significant
pressures to run open positions in the banking sector balance sheets (see
Fig. 8.3). With the bonanza of foreign exchange, Turkish Lira appreciated
(see Table 8.1) giving rise to current account deficits. These twin deficits
(fiscal and external) were financed by external borrowing of the banking
sector and the debt instruments of the public sector. This was a fragile
environment and the bubble burst in 1994; when the interest rate rose
to unprecedented levels and yet could not sustain the inflows of foreign
capital as desired.

Thus, the episode was set with the completion of the triumvirate; the
foreign capital centers would be bringing in “hot money” to the domestic
banking sector, which, in turn, was channeling these to the public sector.
In the meantime, the rate of return on speculative financial arbitrage



8 THE ERA OF SPECULATION-LED GROWTH … 241

012345678910

02040608010
0

12
0

199
3.I

199
3.I

I 19
93.I

II 199
3.I

V
199

4.I
199

4.I
I 19

94.I
II 199

4.I
V

199
5.I

199
5.I

I 19
95.I

II 199
5.I

V
199

6.I
199

6.I
I 19

96.I
II 199

6.I
V

199
7.I

199
7.I

I 19
97.I

II 199
7.I

V
199

8.I
199

8.I
I 19

98.I
II 199

8.I
V

199
9.I

199
9.I

I 19
99.I

II

Open position  (%) 

Fo
re

ig
n 

A
ss

et
s/

TL
 A

ss
et

s (
le

ft 
ax

is
)

Fo
re

ig
n 

Li
ab

. /
TL

 li
ab

ili
tie

s  
(le

ft 
ax

is
)

(F
or

ei
gn

 L
ia

b.
 - 

Fo
r A

ss
et

s)
 / 

To
ta

l a
ss

et
s (

O
pe

n
Po

si
tio

n)

Fi
g.

8.
3

A
ss
et
s,
lia
bi
lit
ie
s
an
d
op

en
po

si
tio

n
of

th
e
ba

nk
in
g
se
ct
or

(%
)
(D

at
a
so
ur
ce

A
nn

ua
lr
ep

or
ts

of
th
e
C
en

tr
al

B
an

k
of

th
e
R
ep

ub
lic

of
T
ur
ke
y)



242 A. E. YELDAN

would reach to almost 30% just before and immediately after the 1994
crisis (see Table 8.2).

The instruments and consequences of this process are portrayed in
Table 8.2. Measured as the ratio of the domestic interest rate (approx-
imated by the rate of return on GDIs) to the rate of depreciation, the
domestic rate of return offered to the “hot money” transactors was gener-
ally around 30% especially after the 1994 crisis. Despite its fluctuations,
the size of the financial arbitrage was instrumental in the expansion of
the banking sector’s short-term borrowing. The volume of inflows and
outflows of banking sector foreign credits reached 122 billion US$ and
118 billion US$, respectively, in 1993, exceeding the size of the overall
GDP. Given the shallowness of the domestic financial sector, this magni-
tude, no doubt, meant severe fluctuations for the financial transactors,
creating uncertainty and high risk.

Table 8.2 Speculative short-term foreign capital (hot money) flows and
selected financial indicators (Million US$)

Domestic
return on

hot
moneya

Banking sector
foreign credits

Balance of
payments
net errors

&
omissionsb

Short-term
net capital
movementsb

Current
account
balanceb

Currency
substitutionc

Inflow Outflow

1988 −0.073 515 −2281 1596 27.0
1989 0.236 971 −584 961 23.0
1990 0.293 −468 3000 −2625 22.5
1991 −0.038 43,186 42,523 948 −3020 250 29.5
1992 0.154 64,767 62,363 −1190 1396 −974 39.9
1993 0.045 122,053 118,271 −2222 3054 −6433 50.2
1994 −0.315 75,439 82,040 1769 −5127 2631 53.0
1995 0.197 76,427 75,626 2354 3713 −2339 54.8
1996 0.329 8824 8055 −1781 5945 −2437 50.9
1997 0.278 19,110 18,386 −2755 1761 −2638 48.6
1998 0.254 19,288 19,225 −1985 2601 1984 45.1
1999 0.298 122,673 120,603 1899 759 −1364 45.2

a[(1 + R)/(1 + E)−1]; R: The highest interest rate in domestic financial markets; E: TL Depreciation
Rate
bIncluding “luggage trade” from 1996 onwards
cForeign Exchange Deposits/Total Deposits of Residents
Data sources Central Bank of the Republic of Turkey, Balance of Payments Balance Sheet Statistics;
State Planning Organization, Main Economic Indicators
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It should to be noted that one must consider the gross magnitudes of
such flows rather than net amounts, because that is where the destabi-
lizing consequences of speculative short-term capital movements prevail.
In columns 2 and 3 of Table 8.2, the gross inflows and outflows of
“hot money” to the domestic financial markets for the post-1990 period
are reported. For the purposes of this chapter, “hot money” is identi-
fied as the foreign exchange credits brought by the banking system, so
as to distinguish it from the net errors and emissions in the balance of
payments statistics (which mostly account for the so-called “unrecorded”
transactions).

The gross inflows grew rapidly from US $43 billion in 1991 to reach
US $122 billion in 1993. After a brief deceleration during 1996 and
1998, they again reached US $122 billion in 1999. This magnitude was
almost two-thirds of the size of the overall Turkish GNP. Clearly, the
domestic financial system, under a severe pressure exerted by international
speculative centers, was no longer in a position to conduct an indepen-
dent monetary and foreign exchange policy. Furthermore, those centers
constituted the major reason behind short-termism and volatility of the
real business cycles, leading to increased fragility of the financial and the
external position of the domestic economy and worsening of the distri-
bution of income (Balkan & Yeldan, 1998, 2002; Yeldan, 2001). These
issues are examined in more detail in the following section.

Thereby emerged a vicious circle: as the budget deficit expanded, the
government had to issue GDIs with substantial returns on its securities,
propelling the banking sector to bring in higher volumes of foreign credit
so as to augment its indebtedness. The risk and uncertainty involved at
the background, coupled with the widening trade deficit, resulted in even
higher rates of interest for the government during the next round of the
cycle.

The cycle was abruptly broken in 1994, when the sources of foreign
finance dried up and Turkey experienced a sudden stop, perhaps the first of
its kind in retrospect. The behavior of the real exchange rate turned out
to be the dominant driver of macroeconomic adjustment (See Fig. 8.2).

The exchange rate was on a real depreciation trend over the 1980s.
The strategy of export promotion necessitated a depreciating Turkish
Lira. The success or failure of this choice left aside, the adjustments
entailed by real depreciation implied contraction of wage incomes, as
explained above. As also shared within the common history of late indus-
trializers attempting to pursue an export-led industrialization strategy
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amidst a darkening external environment, Turkey’s strategy of export
promotion over the 1980s based on intensive currency depreciation failed.
Lira depreciated in real terms by as much as 45% by mid-decade; and
real wages were severely suppressed to generate a domestic surplus to
be exported abroad (Yeldan, 1995). Suppression of wages were also the
end result of the repressive conditions of the military regime through its
dismantling of the trade unions and the changes imposed in the Labor
Law, banning of the right to strike and restricting collective bargaining.
Yet against all this, Turkish industry failed to pick up as a structural leader
of expert-led growth, and Turkey entered the 1988 deceleration referred
to as the reform fatigue (Yeldan, 2001).

By 1990, however, these dynamics changed. Ensuing capital liberaliza-
tion caused the Lira to start to appreciate strongly. Given high gains of
arbitrage, speculative foreign hot money flew in and gave rise to the trap
of high interest rates and appreciating domestic currency (cheap foreign
exchange) whose dynamics were discussed above. Figure 8.2 attests that,
compared to 1988, the Lira enjoyed real appreciation by as much as 40%.
The 1994 devaluation reversed the trend. After then, there emerged a
brief episode of stable real exchange rate. At a time of very high inflation,
the central bank was successful in maintaining the competitiveness of the
Lira. It is clear from the Fig. 8.2 that, over 1995–1999, the real exchange
rate was almost stable. This could be mentioned as a “successful” strategy
on the part of the Central Bank, which at the time of significantly high
rates of inflation, could nevertheless maintain a “competitive” exchange
rate by aligning the nominal value of the spot exchange rate through a
series of mini-devaluations and monetary accommodation.

The high risk element of these operations was, nevertheless, the
banking sector. At a time of significant appreciation in early part of
the decade, the banks’ foreign exchange liabilities exceeded their foreign
exchange assets, creating substantial “open positions.” The risk contained
in maintaining such high rates of open positions, reaching as much as 10%
of total assets by the end of the period, began to take its toll from 1994
onward. Figure 8.3 portrays the magnitudes involved.

The distribution of the open positions across the banking sector
revealed that, not surprisingly, the private deposit banks were the key
actors of the operations. In 1993, just before the eruption of the finan-
cial crisis, the tensions were already setting in. As a ratio to “paid capital,”
banking sector’s cumulative open position was already at its peak at 178%.
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After a brief fall due to the 1994 crisis, the open positions were sustained
at ratios approaching to 80% of paid capital, or to almost 20% of the GDP.

As such, new coalitions had been re-grouped throughout the period;
the banking sector came to the forefront of financial speculation; and the
main macroeconomic prices—rates of interest and foreign exchange—
were restructured under a new set of equilibrium relationships. All
this process generated severe repercussions for the real economy, and
wage-labor bore the brunt of adjustments.

IMF’s Exchange-Rate-Based Disinflation

Program and the 2001 Crisis

1998 turned out to be a crucial point in Turkey’s recent macroeconomic
history. By then, it was clear to the Turkish bourgeoisie and the state
that the ongoing episode of speculation-led patterns of growth driven
by hot money finances was on thin ice and was too risky. Maintained
over conditions of almost hyperinflation at rates of 60–80%, and the ever
deepening fiscal deficits of the government against the backdrop of GDI
issuances carrying a real rate of interest exceeding 20%, it was clear that
the Turkish macroeconomic structure was unstable and too risky. The
public sector used to crowd out almost half of the private savings funds
and the domestic economy turned into a bastion of financial speculation
and arbitrage-led rent seeking.

In the meantime, the IMF itself was on the loss of severe credibility
loss due to its “mis”-handling of the East Asian crisis that erupted in
1997. IMF’s dogma on austerity at all expense, everywhere and under
every condition, resulted in deepening of the 1997 crisis and meant
severe deflation for the once-tigers of Asia. Thus, the IMF was in need
of a “showcase” of successful stabilizer, and Turkey was a welcome agent
to pursue an old idea about disinflation under an exchange-rate-based
schedule, which had been pursued in Latin America and had failed. But
this time, it was alleged, lessons were learned and Turkey’s would be a
totally new and indigenous strategy. The Staff Monitoring Programme
(SMP) was initiated in 1998 to this end, and the IMF opened up a
station in Ankara to follow the economy (in particular the government
fiscal operations) more closely.

Thereby, a comprehensive disinflation program was enacted in July
1998 under the guidance of the IMF. The program administered under
close supervision of the SMP aimed at improving the fiscal balances and
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reducing the long-lasting price inflation. However, the program could
not have been put in full action due to the continued political uncer-
tainty surrounding the general elections and two unfortunate earthquakes
in 1999. As public expenditures continued to expand, fiscal balances
deteriorated even further. Deficit-financing requirements exerted heavy
pressures on the fragile domestic financial markets, giving rise to substan-
tially high real interest rates. Finally, in December 1999, the government
adopted another disinflation program, aiming at decreasing the inflation
rate to single digits by the end of 2002. Aided by the supervision and
technical support of the IMF, the new program relied on an exchange-
rate-based disinflation program, coupled with monetary control through
setting upper limits to the net domestic asset position of the Central Bank
(CB). Accordingly, the CB committed itself to a policy of no sterilization,
whereby changes in the monetary base would directly reflect changes in
the net foreign assets of its balance sheet. The program further entailed a
series of austerity measures on fiscal expenditures and set specific targets
for the balance on the primary budget, that is, budget balance net of
interest payments.

Main elements of this program is narrated extensively in the Turkish
crisis literature. It was finally initiated in December 1999, by announcing
a Letter of Intent. It was understood that it would cover a time horizon
of three years, 2000 through the end of 2002. For the technical aspects
of the program, the following paragraphs draw heavily on Yeldan (2002)
and Ertuğrul and Yeldan (2003).

The program was based on three main components:

i. austerity in public expenditures subject to specific targets for non-
interest fiscal surpluses;

ii. a pre-announced calendar for the rate of currency depreciation in
line with the targeted rate of inflation; and,

iii. a monetary rule which subjected the liquidity generation mecha-
nism to the net foreign asset position of the Central Bank (CB),
thereby forcing the CB to act as a semi-currency board.

The program announced that the rate of currency depreciation would
be set according to a pre-announced calendar, thereby fixing the nominal
values of an exchange rate basket on a daily basis throughout the year.
For this purpose, the CB declared an exchange rate basket consisting
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of 1 US$ + 0.77 Euro, and announced a daily calendar of depreciation
rate which added up to a cumulative 20% by the end of 2000. The pre-
announcement of exchange rate depreciation in accordance with such a
tablita was regarded to be the backbone of the program in its attempt to
break the inflationary inertia of three decades.

The idea of declaring an exchange rate basket and fixing its daily
values throughout the year was not a new experiment, as indicated above.
Similar programs were administered in Latin America in the 1980s under
the name of exchange rate-based disinflation. The primary example was
its implementation in Chile in 1981 through 1983. It generated a very
high external deficit and collapsed with a series of onerous adjustments.
Then, starting from 1991, it was also implemented in Argentina, under
its convertibility programme. Argentina had initial success in bringing its
inflation to an end, but after the second half of the 1990s, especially with
Brazilian devaluation in 1998, it lost competitiveness very quickly due to
its fixity of the exchange rate (at 1 US dollar exchanging for 1 Argentinian
peso). The Argentinian economy collapsed along with Turkey in 2001.

What was allegedly unique in the Turkish program was the argument
that it entailed an exit strategy . Accordingly, the exchange rate basket (the
daily tablita) would be fixed only in the first 18 months of its initiation;
and thereafter it would gradually be allowed to float within limits. The
limits would be expanded at 6-month intervals to leave it to free float
at the end of the stabilization plan horizon—31 December 2002. The
details of this “exit strategy” is portrayed in Fig. 8.4.

As can be observed the exchange rate basket of “1$ + 0.77 Euro”
was announced on a daily basis to generate a cumulative “depreciation”
over 2000; and then would be granted partial floating within a band of
7.5% starting from June of 2001. This band would then be expanded
at rates of additional 7.5% from end to end at every six months until 31
December 2002, after when the Lira would be under free float along with
an inflation targeting central bank proper.

In order to sustain the tablita on exchange rate depreciation, the
program further limited the CB’s rule of monetary expansion only to
changes in its net foreign asset position in its balance sheet. For this
purpose, specific upper ceilings were set on the net domestic assets of the
CB. More specifically, the CB’s stock of net domestic assets was fixed at
its December 1999 level. It was further announced that the CB would be
allowed to change its net domestic asset position within a band of ±5% of
the monetary base, to be revised at three-month intervals. To be able to
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Exchange Rate Basket
(1$ + 0.77 euro)

%22.5
%15

%7.5

1 Jul 2001

31 Dec 2001
30 Jun 2002

31 Dec 2002

1 January 2000

Fig. 8.4 Path of the nominal exchange rate basket under the stabilization
program, January 2000–December 2002 (Data source Central Bank of the
Republic of Turkey)

meet the liquidity needs of the banking sector, the reserve requirement
ratios were significantly lowered.

In order to evaluate the implications of this rule more clearly, one
should observe that the CB balance sheet has the following operational
identity:

Monetary Base = Net Foreign Assets + Net Domestic Assets

As a result of restrictions set on the upper ceiling of net domestic assets,
the program limited monetary expansion only to increases in the stock of
net foreign assets. This means that the CB would not be able to increase
the stock of money supply by, for example, borrowing foreign exchange
from the banking system or by using IMF’s credit facility. Furthermore,
since the CB was constrained in not to increase its domestic assets, this
meant that it could not open any domestic credit neither to the public
sector, nor to the private banks who were failing as a result of any liquidity
shortage. The CB would be able to issue Turkish Lira and expand its
monetary base only by purchasing foreign exchange from the banking
sector in a manner where its foreign liabilities would not be increased.

Thus, according to this rule, the liquidity generation mechanism
available to the CB practically meant a regime of semi-currency board
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in monetary operations. Within this mechanism monetary policy was
restricted to the direction of foreign exchange flows, and as such, the
most important element to sustain the liquidity needs of the economy
depended upon the continuation of foreign credit available to the system.

These technical aspects of the program relied on the monetary approach
to the balance of payments in its theoretical foundations. This approach
was used by the IMF researchers in their country program modeling exer-
cises for the determination of the liquidity generation mechanism and
the resolution of the balance of payments equilibrium. This approach,
which provides the underlying frame of reference in almost all IMF-
style austerity programs, expects the real exchange rate to be in long-run
equilibrium at its purchasing power parity level, and maintains that the
domestic supply of money will be “endogenized” in a regime of open
capital account. A simple portrayal of this theoretical apparatus is narrated
in Fig. 8.5.

Accordingly, suppose that an initial equilibrium money supply is being
generated in the money market at some “equilibrium” rate of interest,
R0. Suppose that (due to most probably attracted by the perfect foresight
of the exchange rate values ahead, which eliminated all the depreciation
risk) there is an inflow of foreign financial capital. Then the CB is not

MS'' MS MS'
RD

<-- $ out $ in -->

R''

R0

R'

MD

QMoney Market

Fig. 8.5 Theoretical expectations of the currency board operative
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allowed to sterilize, and passes all this new inflow as monetary expan-
sion. The Money supply shifts out to MS’. This means a reduction of the
equilibrium interest rate to R’. If, on the other hand, there is an outflow
of foreign capital, then the CB allows the money supply to shrink, the
money supply shifts to the left MS’’ to yield a higher rate of interest at
R’’.

Thus, it was expected that the liquidity available in the domestic
economy would be managed directly by interest rate signals in smoothly
operating financial markets: rising domestic interest rates would invite
foreign inflows allowing for monetary expansion. Excess liquidity, in
turn, would be signaled through lower rates of interest, letting foreign
capital outflows to balance once again the equilibrium level of liquidity in
the domestic money market. The market, through its free operations is
expected to deliver an “optimal” interest rate domestically. This optimal
interest rate was to be conditioned by the movement of the exchange rate
basket under the daily scheme and would converge to the depreciation
envisaged −20% for the first year. The theoretical expectation was that
when both the exchange rate and the rate of interest would be falling
in a controlled manner, this process would force the domestic inflation
on prices to stabilize. After three years of experience, the program would
end, given its exit strategy .

The Turkish bureaucracy was, in dramatic words, bewildered. These
models of imaginary capitalism, narrated in the seminar rooms of the
IMF, however, were far from reality. First and foremost, by fixing the rate
of exchange basket under a fully liberalized capital account that granted
full mobility to financial capital, meant a heavy inflow of foreign finance.
Turkish Lira appreciated almost instantly in real terms. Monetary expan-
sion and the optimistic credibility gained under the IMF’s protégé led the
interest rate to fall very strongly and almost instantly. The stability aspect
of the monetary approach to the balance of payments proved to be only
one-sided: as flows were coming in, the economy expanded and every-
thing has been optimistic; yet at the slightest sign of fragility, the direction
of foreign flows was reversed and there could have been no mechanism to
reach a new equilibrium. The economy simply suffered from severe illiq-
uidity, as the domestic asset markets could not reach any equilibrium and
collapsed. This asymmetrical mechanism of the domestic asset markets
was clearly the result of shallow and fragile nature of the asset markets,
and the deregulated financial deepening.
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The fall in the interest rate and the real appreciation of the Turkish Lira
were welcomed vehemently. Consumption and investment expenditures,
led by cheapening imports, exploded. Current-account deficit widened
to an unprecedented 4.8% against the GDP, and there occurred a heavy
short-term foreign indebtedness. Against all this, Ertuğrul and Yeldan
(2003: 8) vividly comment that:

Given these structural conditions, the program should have envisaged the
destructive effects of such a possible liquidity squeeze on the interest rates
and on the fiscal balance. The Central Bank was deprived of all of its
traditional tools of austerity and crisis management and was left defense-
less against possible “speculative attacks” and “sudden stops.” Under these
conditions, it is no surprise that the viability of the program would finally
suffer when the “uneasy speculators” shift focus and decide to reverse their
flows, leaving the incipient country illiquid and dried out.

It has to be underlined that the CB had, in fact, successfully admin-
istered its role as the “currency board,” supplying domestic money in
response to changes in its foreign-asset position. Figure 8.6 portrays
the evolution of this mechanism during the first 10 months, just before
the eruption of the first turbulence in late November 2000. The
figure discloses the paths of the monetary base, open market operations
(OMOs), net foreign assets (NFA), and net domestic assets (NDA) of the
CB, as measured by the end-of-week observations, between January 7 and
December 1, 2000. As seen in the figure, the CB successfully expanded
its monetary base mostly due to the rise in foreign inflows over the course
of the program.

Thus, the basic message that emerges from the data disclosed in
Fig. 8.6 is clear: Turkish monetary authorities successfully implemented
the monetary program within the given targets, conditioning the CB
operations to net foreign inflows. In this sense, the outbreak of the
November 2000 crisis and the ultimate collapse of the program in
February 2001 cannot be attributed to any divergence from monetary
targets. Quite the contrary, the culminating financial chaos can only be
understood within the realm of the successful implementation of both the
exchange rate (basket) depreciation targets and the liquidity generation
mechanism as followed by the CB—mimicking a currency board.

In fact, the unavoidable appreciation of the domestic currency, accom-
panied by the explosion of foreign capital inflows, was already in progress,
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deepening the financial fragility of the domestic economy. A very strong
upturn in domestic absorption (accompanied by the appreciation of the
Turkish Lira) and the impact of the Customs Union with the EU were
the two major reasons behind the rapid expansion of the current-account
deficit that reached 9.5 billion US dollars by the end of 2000. This
outcome was solely due to the deterioration of the trade balance.

Under these conditions, the economy suffered from yet another finan-
cial crisis in February of 2001. These events led to an acute liquidity
crisis and the consequent demise of the disinflation program. Turkish Lira
was forced to get off the “fixed anchor” and started to free float on 22
February. The exchange rate, as measured by TL/US$, depreciated by
47.7% in six weeks. The crisis conditions spread to the real economy with
massive lay-offs and increased social unrest. Once again, the bust phase
of the financial cycle struck the Turkish economy after an interval of only
two years.
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The reform saga of Turkey would continue with the continuation of
the IMF directives, then to be pursued with the newly appointed Minister
Mr. Kemal Derviş from the World Bank, along with the introduction of
a “new” Transition to Strong Economy Program in the hasty rhetoric of
“fifteen laws to be enacted in fifteen days.” This program is examined and
discussed in the next chapter of this volume.

Concluding Comments

The 1990s were a period of “lost decade”—yet for whom? Clearly, the
unregulated and under-supervised banking system was unleashed to gain
“speculative rents,” while the brunt of adjustments fell on the wage-labor.
The rise of “financial rent” took a significant toll of the distribution of
aggregate income. Financialization was carried out through the massive
borrowing requirements of the public sector, which was strapped into a
vicious cycle of “borrowing – high interest costs – re-borrowing.” This
cycle could sustain itself until the contagion of the Asian crisis and would
lead to one of the most peculiar experiments in the history of mone-
tary economics—the IMF-led exchange-rate-based disinflation program
that was initiated in December 1999. In the words of Balkan and Yeldan
(2002: 51):

The post-1989 experience shows the serious problems confronting a devel-
oping economy that moves into full external and internal deregulation
of its financial system under conditions of high inflation. The specter of
capital flight became the dominant motive in policymaking and created
unsustainable commitment to high real interest rates and expectations for
cheap foreign exchange. Meanwhile links between the financial sector and
the real sector have been severed. Instability in the rates of interest and
foreign exchange created feedbacks which led the economy further into
instability.

Turkey’s post-1989 experience also shows how a “peripheral
economy,” trapped within conditionalities of neoliberal restructuring , lost
instruments of an indigenous development strategy and was strangulated
under the caprices of global finance capital, dictating a speculation-led
growth with premature deindustrialization. This new form of condi-
tionality meant the restructuring of traditional forms of dependency ,
based on an international division of labor pushing the underdeveloped
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world toward becoming producers of primary/agricultural goods and raw
materials, and consumers of manufacturing durables under a regime of
“embedded liberalism.” This global division of labor had reached its limits
in the 1970s, as technologies in the developed economies matured and
industrial profits started to fall (given the unwarranted rise of the organic
composition of capital).

“End the financial repression” was the battle cry of global capitalism.
Financial flows were liberalized, new instruments of finance were created
globally within, what Susan Strange termed, casino capitalism, and manu-
facturing industries moved off to the new sweatshops of the globe. An
unstoppable race to the bottom was started as the underdeveloped nations
were one by one stripped off their domestic savings and were pushed
into an ever-expanding list by way of which globalization dictated them
to privatize, liberalize, deregulate, and adopt flexible norms of labor
employment.

As part of an ideological brainwash, the less-developed countries began
to be termed as “new emerging markets” or “emerging economies,” and
concepts such as “development,” “industrialization,” “working classes”
or “bourgeoisie” came to be replaced with a new jargon comprising
terms like “austerity,” “financialization” and “market players.” The “new
emerging markets” were, in turn, conditioned to a deflationary path
where their macroeconomic policies were restricted to a balanced budget,
entrenched fiscal expenditures, and a relatively contractionary monetary
policy with an ex ante commitment to high real interest rates. While
this new episode of financial dependency replaced the traditional forms
of industrial/agrarian duality, dynamics of capitalism were in operation
and the global economy was making headway onto the 2008–2009 crisis.

Note

1. The tablita, meaning “little table,” was the term coined to refer to
the schedule of exchange rate fixity over the calendar year, given the
exchange-rate based disinflation programs that were administered
in Chile (1981–1983) and Argentina (1990–2001). The schedule
gave a perfect foresight for the path of the nominal spot value of
the market exchange rate and gave clear incentives for tradables to
expand. The expectation was that, through “fixing” the market value
of the rate of exchange, inertial dynamics of inflation would also be
put under control.
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CHAPTER 9

From Domestic to Global Crisis: Turkey
During the 2001–2009 Period

Erol Taymaz and Ebru Voyvoda

Introduction

As elaborated in the previous chapter, Turkey’s “lost decade,” the 1990s,
was marked by volatile growth, macroeconomic instability and polit-
ical disorder. The subsequent decade, encompassing the post-2001 crisis
adjustments, provided the Turkish economy with apparently momentous
opportunities to achieve structural transformation for “catch-up.” The
recovery from the 2001 crisis, the severest downturn of the economy in
the history of the country, was sharp and solid. High and chronic infla-
tion was finally curbed thanks to the inflation-targeting regime adopted
firmly by the central bank, whose “independence” was enacted after the
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crisis. Evidently, “unsustainable” public debt, amassed during the 1990s,
which had substantially constrained the macroeconomic policy space and
hampered capital accumulation, was also reduced to manageable levels
under strict fiscal austerity.

As an exemplar of the conventional postulate, according to which crises
play crucial roles in re-structuring economic, political, and institutional
orientations, the 2001 crisis undoubtedly transformed the policymaking
environment in Turkey. On the political front, the crisis swept the parties
that formed the coalition government since May 1999 below the 10%
election threshold. Starting with the elections of November 2002, the
“stable” governments formed by the Justice and Development Party
(JDP, Adalet ve Kalkınma Partisi) were widely supported nationally and
internationally, as it promised change for putting an end to the chaotic
dynamics generated by the coalition governments of the 1990s. The post-
crisis adjustment program of the coalition government, launched in May
2001, was designed by the heavy involvement of the World Bank and
the International Monetary Fund (IMF). Besides, the support of the
US to Turkey as a “strategic ally” in the Middle East in the aftermath
of the 9/11 attacks, along with the anchor provided by the European
Union (EU) for democratization, constituted the main pillars of inter-
national sponsorship to the JDP governments during the 2002–2009
period. The Copenhagen and Maastricht criteria of the EU were addition-
ally instrumental in Turkey’s implementation of policies that would lead
to important yet impermanent transformations in the political-economic,
institutional, legal and social spheres (Öniş & Şenses, 2007).

The post-2001 era of the Turkish economy has constituted the “second
phase of neoliberal restructuring” in accordance with the key princi-
ples of the “Post-Washington Consensus.” Ensuring “good governance”
through autonomous market-regulating institutions (such as the ones in
banking, finance and energy sectors), promoting consumer protection
and succeeding in maintaining pro-competition policies through “politics-
free” regulations were then acknowledged to be necessary for sustained
and equitable growth. In juxtaposition to the policies of the original
“Washington Consensus,” which defied active involvement of the state
in the economy, the Post-Washington Consensus recognized the state
as a broader political-economic institution that should have assumed an
important and complementary role to deliver appropriate regulations,
along with social protection and welfare to some extent (Bakır & Öniş,
2010; Burki & Perry, 1998; Stiglitz, 2005; Öniş & Şenses, 2007).
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In effect, Turkey’s seemingly fully-fledged restructuring endeavor took
place in an international environment where ample global liquidity was
directed toward developing countries that offered relatively higher yields,
especially for speculative financial capital. High real interest rates under
the inflation-targeting monetary regime and large privatization programs
were conducive to attracting both voluminous short-term capital inflows
and significant levels of inward foreign direct investment (FDI) so as to
support the dominantly domestic demand-led growth. Thus, it was rather
easy for the JDP governments to receive also the support of various
domestic actors, comprising not only export-oriented big corporations
integrated with the global, and especially European production networks
and the bureaucratic elites of the new regulatory agencies, but also
small- and medium-sized enterprises and households that would benefit
from the domestic credit boom fueling private investment and private
consumption.

Yet, toward the end of the decade and in the aftermath of the
2008–2009 global financial crisis, it has become clear that, failing to
fulfill the requirements of social, institutional, and economic transfor-
mations, Turkey’s performance has turned out to be bleak in terms of
re-structuring toward inclusive and sustained growth. In this chapter,
we analyze the main characteristics of the re-structuring efforts in the
post-2001 period, along with the “new” modes of integration of the
Turkish economy to the global markets. In the next section, we present an
overview of the global shifts that had profound effects on the developing
economies. After that overview, we turn to the reflections of the global
environment on Turkey’s domestic restructuring and tensions of primary
distribution. Next, main components of the macroeconomic and inter-
national environment are analyzed to frame the dynamics of economic
growth in Turkey during this period. The last section concludes concisely.

Global Economy at the Dawn
of the New Millennium

The Global Background: The Bust Cycle of 1998–2001

It seemed that the global economy, toward the turn of the millennium
in 1999, had already left the hectic 1997/1998 conditions behind. The
devastating impacts of the financial crises in East Asia (1997), Russia
(1998) and Brazil (1999) seemed to have ended, along with the waning
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of repercussions on the rest of the developing economies (especially the
ones integrated to Asian trade networks and those dependent on large
inflows of foreign capital). Developing countries as a whole, but espe-
cially those in these regions showed strong recovery in output growth
thanks to the revival of exports resulting from the solid manufacturing
base (along with home-currency depreciation) in East Asia and the rising
commodity prices in the case of Russia (UNCTAD, 2001).

The major stimulus to put the developing economies back on favor-
able growth tracks in this period came from the developed world, and
dominantly from the US. The US economy, which recorded relatively
stable output growth rates in the second half of the 1990s, also acted
as a major source of demand for the exports of the recovering devel-
oping countries. Such a growth pattern was fed by several domestic and
international factors, which then also caused the accumulated risks and
the inevitable halt to gain global dimensions. The rise of the new high-
tech sectors, especially bolstered via massive investments in information
and communication technologies (ICT), provided spill-over effects to
the rest of the US economy. Rising stock prices, mainly in these high-
tech sectors, along with relatively low interest rates, provided the basis
for increased private demand for investment and consumption. Flow of
capital into the US economy in the aftermath of the severe financial crises
in the developing countries, and the rising demand for US assets by the
current-account surplus economies of recovering Asia and China led to
the appreciation of the US Dollar and stimulated import demand. Soaring
demand for US assets contributed massively to rising asset prices, and
also increased capital gains and elevated private spending. Thus, the US
economy was able to grow at the higher-than-potential rate of 3.9%, while
the unemployment rate was reduced down to 4.0% in 1999 (Gordon,
2003; Kraay & Ventura, 2005).

Yet, such attributes of the growth pattern that caused the US economy
to become the major source of global demand also led to the accumu-
lation and expansion of severe imbalances and fragilities; not only for
the US economy but also for the global economy as a whole, under
the conditions of globalization and increased interdependencies via the
intensification of “real” and “financial” networks (UNCTAD, 2000).
The capital flows heading back to the US economy led to the appre-
ciation of the US dollar, increasing import demand and widening the
current account deficit (See Table 9.1). Such inflows also fed credit
expansion and acceleration in asset prices, especially the bubble in the
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high-tech sectors of the economy, thereby creating financial gains to
boost private investment and consumption. Thus, while the US economy
became the dominant source of global growth, it also spread the possible
consequences of such imbalances to other developed1 and developing
economies.

With the purpose of cooling down the economy and containing the
over-accumulated risks in the financial markets, the Federal Reserve (Fed),
the central bank of the US, started to raise the interest rate in June 1999
and continued to do so until mid-2000. The pace of output growth
reduced sharply, leading to the surfacing of the imbalances and the real-
ization of accumulated risks. The ICT sector led the sharp fall in asset
prices via the burst of the “dot.com” bubble.2 Reversal of expectations;
accelerated falls in consumer confidence, consumer wealth and private
consumption spending; and the sharp decline in private investment were
all indicators of significantly falling growth rates in the second half of
2000 and in 2001. The sluggish growth in the US economy unfolded
rapidly to other developed and developing economies through real and
financial channels. The exacerbated geopolitical uncertainties following
the September 11 attacks in 2001 contributed further to the spread of
the slowdown (UNCTAD, 2002).

The Dusk in the Making: The Boom Cycle of 2002–2007

The beginning of the new millennium was, thus, marked by a slow-
down of the global economy, mainly induced by global interdependencies,
increased financial openness, expansion of credit markets, inflation of asset
prices, and self-fulfilling expectations. Yet, both the dynamics leading
to the slowdown in the center of the capitalist system and the subse-
quent policy responses would also pave the way for another “boom and
bust” cycle that culminated in the “global financial crisis” of 2008–2009.
Increased interdependencies during this period, through real and financial
channels, produced and spread common shocks, adversely affecting the
growth patterns, and restricted the policy space for the developing world
as a whole. However, the Turkish economy during both the bust (1998–
2001) and the boom (2002–2007) cycles stood out as one of the few
countries in the periphery to exhibit additional structural vulnerabilities.

By the current- and capital-account liberalization moves throughout
the 1980s, Turkey turned out to be one of the early adopters of the
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neoliberal policy framework. Yet, following the decade of external liber-
alization policies and integration with the global economy, deep boom
and bust cycles of the 1990s clearly demonstrated the constraints of a
“fully” open developing economy. With the suppression of the govern-
ment’s space in conducting independent monetary and exchange rate
policies, the Turkish economy became substantially exposed to speculative
short-term capital movements. Such cycles of “speculation-led” growth
trapped the economy with high real interest rates and an overvalued
domestic currency, leading eventually to serious balance-of-payments
difficulties (Boratav, 2018; Cizre & Yeldan, 2005; Onaran, 2006). Along
with the escalation of the public debt and government solvency issues,
ever-increasing vulnerability to external shocks and contagion effects of
international financial crises eventually surfaced in the crises of 1994,
1999 and 2001. Thus, large swings of capital movements from developing
countries to the “center” in the 1998–2001 period and the “correction”
of the global imbalances from 2001 onward created additional instability
for the Turkish economy.3

Sharp devaluation of Turkish lira in 2001, associated with a sizeable
flight of foreign capital, led to the severe contraction of the economy,
escalating unemployment and soaring inflation rates. Yet, the post-crisis
adjustment, introduced as “Turkey’s Program for Transition to a Strong
Economy” (TPTSE), relied mainly on attaining the “proper mix of stabi-
lization measures” to reinvigorate the confidence and flow of international
financial capital. The TPTSE entailed drastic cuts in public spending,
monetary contraction and transition to a flexible exchange rate system,
along with substantial reductions in public employment and wages (The
next section elaborates on TPTSE in detail). Therefore, relatively high
interest rates were instrumental not only in bringing the inflation rate
down, but also in attracting a decent portion of the increased global
liquidity during the 2002–2007 period. Turkish lira then started to appre-
ciate, rendering Turkey one of the few developing countries to give
sizable current account deficits (See Table 9.1). Thus, the high-growth
period of 2002–2007 was dominantly financed by foreign-capital inflows.
However, at a time of increased global liquidity and augmented global
demand for (manufacturing) exports, Turkish economy was deprived
of the much needed competitive exchange rate. Consequently, Turkey
missed the opportunity to take steps to restructure its economy (and
manufacturing industry in particular), whereas the burden of the subse-
quent adjustment toward a competitive real exchange rate mainly fell on
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the wage-earners through reductions in real wages (Orhangazi, 2019;
Voyvoda, 2020).

The post-recovery process in the US involved the Fed’s reduction
of interest rates, tax cuts on the fiscal-policy front and increased mili-
tary expenditures due to the wars in Afghanistan and Iraq. The lower
interest rates also led to lower mortgage rates for households, causing the
construction sector to grow rather rapidly. On the other hand, Europe
recovered more slowly under the conditions of the “Stability and Growth
Pact” and tight monetary policy. It was only in 2003 (and after a period
of continuous appreciation of the Euro) that the European Central Bank
(ECB) joined the policy of lowering interest rates. Yet, Europe and Japan,
the other two centers of the developed world, mostly failed to accom-
pany the US in increasing domestic demand enough to stimulate growth
in the global economy. Such a holdback from the “other” developed
regions was considered a “missed” opportunity to contain the accumula-
tion of the global imbalances during the 2002–2007 period (UNCTAD,
2008). The US economy in the post-2001 period once again turned out
to be the main source of global demand and growth. While monetary and
fiscal policies, along with interest rate differentials, were instrumental in
shaping the growth patterns of the developing countries, the exchange
rate movements were closely concomitant with large flows of global
liquidity.

Trying to avoid currency appreciations in the post-1997 period, Asian
countries, particularly East Asian ones, were able to maintain competitive
exchange rates (See Table 9.1), and became the new centers of “industri-
alization” and main exporters of manufactured goods to the US and the
rest of the global economy. The increased demand by the manufacturing
exporters for raw materials and primary commodities created a global
setting characterized by rising trade volumes and stronger revenues for
commodity and oil exporters. Trade and production networks especially
in Asia brought about dynamism in global markets and accelerated global
growth. The growth rate of developing countries as a whole hit the record
high of 7.7% in 2004 and remained around 8.0% until 2008. Per-capita
GDP in developing countries increased by almost 30.0% between 2003
and 2007 (UNCTAD, 2007).

As of 2007, the current account surplus of the developing economies
increased to around 780 billion US dollars, with East Asia accounting
for 82.0% and China alone for 45.4%. On the deficit side, the US alone
recorded a negative 736.6 billion dollars (See Table 9.1). Such levels of
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global imbalances in the second half of the decade were indicative of the
extent of accumulated risks and fragilities, which eventually led to the
global financial crisis of 2008–2009.

Developed economies, and particularly the US, became major
exporters of assets during the 2002–2007 period, as the foreign-exchange
reserves accumulated through the current account surpluses of developing
countries and oil exporters generated a large demand for financial assets in
the “safe centers” of the world economy. Massive inflow of capital, leading
to easy access to credit, asset price bubbles and opportunities for specu-
lative activities and gains crafted a financial environment where private
consumption continued to increase at relatively high rates in the US.

With the collapse of the sub-prime mortgage market, however, the
fragility of the financial system was quickly exposed. Complexity of the
financial institutions and markets, which shaded the risks and fragilities
involved, also added to the collapse and the spread of the chaos, notably
in the US, but also at the global level due to the vastly integrated inter-
national environment. The near-collapse of the financial sector in the US
led to a major credit crunch, which affected the real economy through
accelerated reductions in production activities and private consumption.
The spread of the crisis to the developing economies worked through
various channels, such as trade, foreign asset positions, capital outflows
and overly-financialized markets for primary commodities (Eichengreen,
2010; Griffith-Jones & Ocampo, 2009; UNCTAD, 2009).

All in all, increased reliance on financialization and the financial system
for correcting accumulated imbalances, once again, backfired so as to
augment the risks and fragilities in the global economy. In the dust and
heat of the global financial crisis, Turkey, along with several transition
economies, recorded one of the severest downturns among developing
countries in 2009.

Conciliatory Politics
for the Consolidation of Power

The precarious conditions of the post-2001 adjustment were revealed
by unemployment rates soaring to 8.9% in 2001 and 10.8% in 2002
(from 7.0% in 2000). Inflation rate was as high as 53.0% in 2001, while
the depreciation rate of Turkish lira against US dollar reached almost
100% from 2000 to 2001. Such conditions certainly called for an exten-
sive response, which came under the close supervision of and a new
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Stand-by Arrangement with the IMF. The components of IMF condi-
tionality were reflected in the main policy document, the TPTSE, which
was prepared and initiated by an economic team led by Kemal Derviş,
a Vice President of the World Bank then. Mr. Derviş was invited as the
Treasury Minister by Bülent Ecevit, the prime minister of the coalition
government. In a nutshell, the TPTSE not only aimed to restore the
severely wrecked macroeconomic balances; but to transform the institu-
tions and the decision-making processes in the economy in line with the
key principles of the Post-Washington Consensus. Therefore the TPTSE
incorporated a whole set of issues concerning the banking sector, fiscal
balances, agricultural policies, social security and privatization in order to
revive the then-halted “structural reforms.” (Atiyas, 2012; Bredenkamp
et al., 2009). The main motivation of the TPTSE nevertheless rested on
the reduction of public debt and fiscal dominance on the asset markets.
The objective was to provide a signal of “confidence” to international
financial investors and bring around the reversed capital flows to support
economic recovery toward higher growth rates (BSB, 2001; Telli et al.,
2008). In particular, the program aimed at reducing the non-interest
expenditures of the public sector to achieve a primary-surplus target
of 6.5% of GDP on the one hand, and steering the monetary policy
toward “price stability” via “inflation targeting” on the other. The central
bank was granted “independence” in April 2001 to work toward this
sole mandate. Hence, the expectations were steered toward the foreign
investors’ presence to contribute substantially to the “sustained growth”
path of the economy. Accordingly, the fiscal, monetary and structural poli-
cies (including privatization, social security reform, agricultural reform,
banking and finance regulation) were designed to enhance credibility and
reduce country risk perception in international markets.

In the first elections following the 2001 crisis, the JDP came into
power. It was soon understood that the strong fiscal-austerity dimension
of the TPTSE would deprive the economy of the much needed funds for
social safety spending, while the adverse dynamics of “adjustment” would
have devastating effects not only on wage-earners but also on all other
vulnerable segments of society. Thus, the devastating repercussions of the
2001 crisis on all societal groups, along with the discontent on the crisis
(mis-)management of the coalition government, underlined the economic
foundations of the collapse of the coalition parties and the striking success
of JDP in November 2002 elections (Öniş, 2004). Yet, the newly elected
government remained loyal to the policy framework of the TPTSE, and
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renewed the relationship with the IMF via a new Stand-by Arrangement
in 2005 (IMF, 2005).

Post-2001 global adjustment during this period also came about
under the auspices of the “Cologne Summit” of G7/8 in June 1999 to
“reshape” the global financial system toward a “new institutional financial
architecture.” Recurrent financial crises in developing countries during
the 1990s (Mexico in 1994, East Asia in 1997, and Russia and Brazil
in 1998–1999) brought about a new round of discussions questioning
the efficacy of widespread adoption of “full liberalization” policies of
the “Washington Consensus,” which apparently fell short of supporting
structural transformation for development. Instead, there was a call for
a paradigm shift toward a “Post-Washington Consensus” that would
re-define the role of the state and the state-market relations. Accentu-
ating the importance of building a global financial system that would
go beyond avoiding economic crises, the “new paradigm” should have
involved “regulations” for establishing a well-functioning and transparent
financial regime that would ensure macroeconomic strength and financial
stability, whereby resources would be steered toward “productive activ-
ities” that would have long-term growth impacts (Gore, 2000; Stiglitz,
2005; Öniş & Şenses, 2005, 2009).

Consequently, economic policymaking, along with institutional and
legal frameworks, and ultimately processes of political representation were
all transformed in Turkey during the post-2001 period. The patronage
of the IMF, the EU anchor (via the approval of the 1994-application
for EU membership in 2004), and commitment to the principles of the
Post-Washington Consensus helped Turkey to attract increasing shares of
global financial liquidity, especially in the first half of the 2000s. All these
factors paved the way for a favorable environment whereby the Turkish
economy could grow at high rates that would be unattainable through
domestic savings alone. And, as outlined above, the extraordinary benev-
olence of international financial markets under the rosy conditions of
post-2001 global adjustment was also effective in the revival and accel-
eration of private capital inflows, allowing for a sharp resurgence of the
economy. The growth rate of real GDP, following the deep collapse in
2001, jumped to 6.4% in 2002 and 9.8% in 2004. After almost four
decades of high inflation, price stability was finally achieved by reducing
the inflation rate to single-digit levels in 2005. Stringent commitment
to the primary-surplus target in budget management brought the (net)
public debt-to-GDP ratio down to 32.3% in 2006 Q4 from 64.3% in
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2001 Q4 (Ministry of Treasury and Finance, Public Finance Statistics).
Such an auspicious economic environment was also hailed politically,
backing the rise of the JDP at the local elections in 2004 and the general
elections in 2007.

However, despite rapid growth, lower rates of inflation and increased
access to foreign capital; the Turkish economy not only failed to achieve
structural transformation toward sustained growth, but also generated
major economic and political vulnerabilities by relying on speculation-
led growth under the whims prescribed by foreign actors. With respect to
Turkey’s political economy in this period, one can emphasize the typical
attributes of a “reactive state” that accommodates itself to the heavy
influence of international players and displays no significant autonomy
to devise and implement sound policies for structural transformation
(Öniş & Şenses, 2007). Hence, external actors were influential not only
in restructuring the economy, but also in shaping the policymaking envi-
ronment via their influence on the institutions of governance, the legal
system, and the social and political order. Such dependence on interna-
tional circles during this second period of neoliberal restructuring caused
major economic deficiencies at the national level, such as the rather weak
association of productivity gains with the meager trend of investment,
employment and remuneration of labor.

Therefore, one of the most striking features of high economic growth
in Turkey during the 2002–2007 period was the co-existence of high
and persistent unemployment, warranting the term “jobless growth”
(ILO, 1996). Despite the very rapid growth of the sectors of the
economy, employment generation was sluggish and deficient, causing
average annual unemployment rate to be 9.9% in the 2002–2007 period.
The average annual growth rate of real GDP during the period was
around 7.1%, while employment growth stood only around 1.3% (Turk-
Stat National Accounts and LFS). Moreover, with the dissolution of
agriculture and population moving from rural to urban areas, employ-
ment share of agriculture continued to decline from around 28.9% in
2002 down to 23.5% in 2007. In addition, with the proletarianization
of especially small businesses, the share of wage-employment in total
employment increased in this period. Yet, the share of wages in total
income declined steadily. Hence, despite rising productivity that elevated
output growth rates, real wages stayed stagnant, worsening the primary
distribution against labor. Deterioration was observed not only in wage
shares, but also in social rights and working conditions. Confronted with
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“flexible” labor markets and large-scale privatizations, wage-labor suffered
from high degrees of informalization and dislocation (Bahçe & Köse,
2017; Ercan et al., 2010).

A Missed Opportunity for Sustained Growth

Turkey transformed its economic-policy institutions and priorities as a
response to the 2001 crisis. Thanks to strict adherence to the stabiliza-
tion and structural adjustment programs, strengthening of the financial
system and favorable external relations, the inflation rate, one of the main
symptoms of instability, was reduced swiftly after decades of high and
persistent inflation. The inflation rate (as measured by the implicit GDP
deflator, the ratio between nominal and real GDP where real GDP is
measured as chained volume series) was well above 50% throughout the
1990s, but it declined to one-digit levels from 2005 onward. Similarly,
interest rates also declined rapidly in the same period. For example, the
real interest rate on commercial loans dropped from around 25% in 2002
to 6.6% in 2007 (see Table 9.2)4.

The economy responded rapidly to the propitious changes in domestic
and foreign political climate. After a 5.8% decline in 2001, real GDP
expanded by 7.2% per year on average in 6 years in a row so that it was
50.0% higher in 2007 than its level in 2001. The period of economic
stability and growth, finally achieved after the “lost decade” of the 1990s,
could provide an impetus to reposition Turkey within the international
division of labor by serving as a stepping stone to a long-term and
sustained growth path. Turkey’s articulation with the world economy
could be transformed effectively by structural changes in production and
foreign trade. However, the policymakers preferred to rely on inter-
national financial flows and the expanding world economy to achieve
short-term success, letting the “market” lead the economy toward a
dependent and fragile structure. Indeed, the 2008–2009 crisis in the
world economy exposed the high degree of dependence and fragility of
the Turkish economy through two major channels: Sources of funds for
growth, and the structure of production and trade, that is, the mode of
articulation with the world economy.
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Financing Growth and the Current Account Deficit

During the 2001 crisis, the Turkish lira depreciated almost by 100%
against the US dollar, and, as a result, the share of exports in GDP rose
by almost 7 percentage points (to 27.2% in 2001), whereas the share of
imports in GDP remained almost unchanged (22.7%). Consequently, an
unprecedentedly high trade surplus was recorded (4.5% of GDP). Exports
continued to increase rapidly after the crisis, albeit at a lower rate than that
of GDP. Imports, however, exhibited a much faster growth partly because
of the gradual appreciation of the Turkish lira until the 2009 crisis, but
mostly because of the increasing dependence of the economy on imports.
The trade deficit reached 4.0% of GDP in this process. The link between
the trade deficit and economic growth has become even stronger after
the 2009 crisis. Substantial trade deficits were run in almost all post-crisis
quarters together with positive growth rates.

The trade deficit, or, to be more precise, the current account deficit
caused mainly by the trade deficit, is financed by foreign capital generally
in the form of FDI and borrowing. It should be noted that the size of
the current account deficit is, by definition, equal to the (positive) differ-
ence between aggregate investment and aggregate savings. If a country
runs a current account deficit, its investment exceeds domestic savings (by
the size of the deficit), and it finances the difference by using foreigners’
savings, that is to say, generally by FDI and foreign borrowing.

The FDI stock in Turkey increased from 19 to 152 billion USD from
2001 to 2007 and the services (financial and insurance activities, infor-
mation and communication services, and wholesale trade) received two
thirds of foreign investment. After a sharp decline in 2008, the stock of
FDI has remained around 160 billion USD until 2020, that is to say, FDI
did not play any significant role as an external source of finance after the
2009 crisis.

While FDI was not sufficient to finance the current account deficit, the
Turkish economy continued to borrow during the 2002–2008 period.
The gross external debt increased almost monotonically from the first
quarter of 2002 until the third quarter of 2008 (from 114 to 292 billion
USD). However, the rate of increase in external debt was lower than
the GDP growth rate, thanks to the appreciation of the Turkish lira in
the first half of the 2000s, and the external debt-to-GDP ratio declined
from 57% in 2001 to 34% in 2005. This ratio tended to increase after
2005 because of the increasing dependence of the economy on external
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debt to finance the current account deficits (for a detailed analysis of
growth-current account deficit-borrowing links, see the next chapter in
this volume).

There was a change in the composition of the foreign debt stock
as well. The private sector accounted for about one third of the gross
external debt stock in 2002. Since the government encouraged borrowing
by the private sector, the share of the private sector jumped to two thirds
of the total debt stock in 2008. The private sector has become more sensi-
tive to exchange rate fluctuations and reversals of foreign capital flows
due to its increasing external debt stock, as revealed first during the 2009
crisis, and later in 2018–2019 crisis amid worsening foreign relations.

A rapidly growing economy provides ample opportunities for the real-
location of resources, for example, toward productive and innovative
activities that can boost competitiveness to pave the way for a sustained
growth path. In order to understand if the Turkish economy achieved the
type of resource reallocation toward productive and innovative activities,
we need to analyze the activities and sectors that benefited the most from
economic growth during the post-2001 period.

As mentioned above, the Turkish lira depreciated by almost 100% in
nominal terms in 2001, but appreciated slightly after 2003. Since the
inflation rate in Turkey was still higher than its trade partners’ average
inflation rate, the domestic producer price-index-based real effective
exchange rate (PPI-REER) increased considerably after the 2001 crisis.
The Turkish lira appreciated in real terms by 22% from 2003 to 2008
(The consumer price-index-based REER appreciated even more, that is,
by 33%). The real appreciation of the home currency favors imports at the
expense of exports, and thus it was blamed for causing import-dependent
growth. However, the competitiveness of exporters depends on unit-
labor-cost-based real effective exchange rate (ULC-REER) because it
captures the effects of changes in productivity and labor costs. The ULC-
REER did not have any apparent upward trend, and fluctuated around
the mean value in the same period, implying that the negative impact of
the appreciation of the Turkish lira was compensated by declining unit
labor costs in Turkey.

Although the exchange rate movements denominated in terms of unit
labor cost did not have a particularly negative effect on exports, the appre-
ciation of the Turkish lira in terms of producer (and consumer) prices
favored non-tradable over tradable activities, for example, services over
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manufacturing. When the lira appreciated in real terms, tradable prod-
ucts tended to be cheaper relative to non-tradable goods because imports
pushed down the prices of tradables. This process helped to control or
even reduce inflation as long as the country could finance its current
account deficits by foreign sources (FDI and borrowing). However, such
a process also imposed disincentives on manufacturing activities that were
essential for long-term sustained growth.

All in all, the Turkish economy turned out to be increasingly depen-
dent on external sources to finance growth. In order to understand the
transformation, if any, in the pattern of articulation to the world economy,
we will now analyze how the structures of production and foreign trade
have changed within the same process, that is, how the resources have
been allocated among different activities.

Structural Change in Production and Foreign Trade

The Turkish economy grew on average 7.2% in the 2002–2008 period,
but, expectedly, the growth was uneven across sectors. By far, the growth
champion was the construction sector that grew two times faster than
the economy, mostly as a result of pro-construction policies adopted in
the post-2001 period. The manufacturing industry performed somewhat
better than the rest of the sectors (8.2%). The real estate services sector
was at the other extreme with the lowest average annual growth rate of
1.4%. Agriculture was another main loser, so to speak (1.6%).

“Real output” in Turkey’s national accounts is calculated as a chained
volume series. Output of a sector in a given year is calculated in the
preceding year prices, and linked to the previous year’s output to get “real
output” series that are “free” from price effects. The change in monetary
value of a sector’s output is equal to the multiplication of price changes
and changes in real output. Therefore, one needs to analyze price changes
at the sectoral level as well in order to fully understand the direction of
structural change in the economy.

The average price level in the Turkish economy, as calculated by the
implicit GDP deflator, increased by 11.6% per year from 2002 to 2008.
The construction sector had a slightly higher increase (12.1%), whereas
the real estate services sector had the highest increase in the same period
(20.9%). Although the “real” volume of real estate services expanded
rather slowly, its share in GDP increased significantly from 7.9% in 2002
to 10. 4% in 2009 thanks to rising “prices” (that is to say, the rising
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“rental value of dwellings”). The share of the construction sector in
GDP also increased in the same period (from 4.5 to 6.8%) as a result
of the rapid expansion of its “output.” By the way, these two sectors
were the only sectors that increased their share in GDP by more than one
percentage-point in the post-2001 period.

The “successes” of construction and real estate services are directly
related to the economic-policy preferences of the successive JDP govern-
ments. The JDP has prioritized investment in public infrastructure
(especially highways) and housing since it first came into power in
2002. The Housing Development Administration of Turkey (Toplu Konut
İdaresi Başkanlığı, TOKİ ) was established in 19905, but its mandate was
expanded and regulatory constraints on its activities were eased by the
JDP during the early years of its government. TOKİ was instrumental
in the construction of housing for the poor and urban infrastructure
(schools, mosques, etc.), but, more importantly, it was also a useful tool
for the appropriation of land rents in urban areas through “land develop-
ment” and for-profit projects, along with redistribution of those rents
through “clientelistic” networks (Özdemir, 2011). Although the JDP
supported the neoliberal idea of reducing the state’s role in the economy
and privatized public companies en masse, TOKİ has become the main
player in the construction industry. Moreover, the JDP actively supported
the expansion of the (housing) construction sector through cheap credits
extended by public banks. This policy has stimulated housing demand and
raised prices in the real estate services sector.

In sum, the Turkish economy achieved rapid growth (above the long-
run average) for six years after the 2001 crisis, but domestic savings were
not sufficient to finance investment (including housing). The current
account deficit had a tendency to increase over time, and it was financed
by FDI and borrowing. During this process, the government prioritized
the construction sector and channeled resources to support its growth.
Thus, it was no coincidence that the correlation between the share of
the construction-real estate sectors in GDP and the current account
deficit was strong. Indeed, the current account deficit and the share of
construction-real estate increased together after the 2001 crisis until the
next one in 2009.

While the share of services in GDP increased during the period under
consideration, the share of manufacturing continued to decline gradually,
and hit bottom after the 2009 crisis (15.1% in 2010). The share of manu-
facturing in GDP bounced back to 19% in 2018 because the construction
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and real estate sectors could not keep their pace after the 2009 crisis.
There was not any break in agriculture’s long-term declining trend, and,
eventually, the share of agriculture reached 6% in the late 2010s.

The position of a country within the international division of labor
can be defined by the pattern of its foreign trade. Turkey was a typical
developing country, specialized in the production of agricultural prod-
ucts that accounted for more than 60% of its exports in the early 1960s.
Textile and clothing industries have been developed in the 1970s, and
their share in exports exceed that of agricultural products in the mid-
1980s. Thanks to the accumulation of industrial skills in metalworking,
the machinery sector was able to increase its export share since the early
1990s. The motor vehicles industry, which also relies on metalworking
technologies, gained momentum after the Customs Union agreement
with the EU on 31 December 1995. The transformation in the pattern
of foreign trade achieved by Turkey since the early 1960s (from agri-
cultural products to textile and clothing, and to machinery and motor
vehicles) was also observed in rapidly growing developing countries like
South Korea, but it was much later and slower in Turkey (for a detailed
analysis, see Taymaz & Voyvoda, 2012).

The pattern of foreign trade in Turkey has followed, to a large extent,
its historical tendencies in the early 2000s. While the share of textile and
clothing gradually declined, metals and metalworking industries increased
their shares in total exports. During the 2002–2008 period, the fastest
growing product categories were iron and steel (16.2 billion USD in
2008), motor vehicles (19.1 b), mineral fuels (8.3 b), precious metals
and articles thereof (5.1 b), machinery and mechanical appliances (11.0
b), ships, boats and floating structures (2.8 b), iron or steel articles (6.2
b), and plastics and articles thereof (3.8 b). The combined share of these
products in total exports increased from 30.4% in 2002 to 51.6% in 2008.
(Product categories used here are defined at the 2-digit level of HS 1992
classification. “Products” may include the parts and components as well).

During the same period, apparel and clothing (15.6 billion USD in
2008), electrical machinery and sound recorders and television sets (8.4
b), textiles, made up articles (2.3 b), fruit and nuts (3.1 b), cotton (1.7 b),
man-made staple fibres (1.1 b), man-made filaments (1.3 b), tobacco (0.9
b), and articles of leather (0.6 b) had the highest decline in export shares.
These products’ share in total exports dropped from 45.1% in 2002 to
24.8% in 2008.
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As a result of the change in export structure, motor vehicles, iron and
steel and machinery sectors have been the top 3 exported products in
2008, while the top 3 were apparel and clothing, motor vehicles, and
electrical machinery, sound recorders and television sets in 2002. The list
of the declining product groups include only textile and clothing and
agricultural products with the notable exception of “electrical machinery
and sound recorders and television sets.”

“Electrical machinery and sound recorders and television sets” were
an outlier among the declining export categories. The main exported
product in this category was consumer electronics, and, more specifically,
television sets. In contrast to motor vehicles, the consumer electronic
industry did not attract any FDI in the 1990s. The industry increased
its exports of cathode ray tube (CRT) color television receivers to
the European countries in the second half of 1990s and the first half
of 2000s, thanks to the provisional (1994) and definitive (1995 and
2002) antidumping duties on color television receivers originated in
Turkey’s main competitors, China, Malaysia, Korea, Thailand, and Singa-
pore. Turkish consumer electronics producers benefited also from their
geographical proximity to the European market that reduced the delivery
time considerably. However, they lagged behind adopting the new LCD
technology in their products, and lost their competitive advantage since
the mid-2000s (for more detail, see Taymaz & Yılmaz, 2008).

Among the imported products, iron and steel (20.8 billion USD
in 2008), mineral fuels (33.5 b) and motor vehicles (13 b) had the
highest growth rate during the 2002–2008 period. While the imports of
machinery (22.3 b), electrical machinery (13.4 b), and sound recorders
and television sets (4.4 b) had the lowest growth rates in the same period.

Apparently, Turkey exports and imports iron and steel in large volumes,
but a product-level analysis indicates that its exports and imports are
rather different products. The bulk of “iron and steel” exports from
Turkey are “iron or non-alloy steel; bars and rods” whereas imported
iron and steel are “ferrous waste and scrap” and “iron or non-alloy steel;
flat-rolled products,” that is, inputs for iron and steel plants, and flat
steel for motor vehicles and consumer durable goods. Turkey special-
izes in exporting certain types of products (mainly iron bars, used, for
example, in construction), and imports a different product, sheet steel for
its growing metalworking industries.

Turkey simultaneously exports and imports motor vehicles as well, but
the pattern of specialization is quite different than the one observed in
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iron and steel. The motor vehicle industry attracted FDI in the early
1990s on the eve of Customs Union with the EU. The sector has been
dominated by foreign firms, and production has been geared toward the
European market. Production and exports of motor vehicles and compo-
nents, especially light commercial vehicles, increased rapidly, and it has
become one of the main exporter industries in the mid-2000s. Since the
industry is well-integrated with the European production chains, imports
of motor vehicles and components also increased almost at the same rate.

Finally, net export values (exports minus imports) show which sectors
were competitive in the 2002–2008 period. In spite of structural change
in foreign trade, apparel and clothing was by far the largest net exporter
with 13.4 billion USD of net exports in 2008. It was followed by motor
vehicles (6.1 b) and iron and steel (4.0 b).

We can drive three main results from the above-summarized analysis
on structural change in foreign trade regarding the pattern of articula-
tion with the world economy. First, there has been a gradual shift in the
structure of foreign trade from labor-intensive products, like textile and
clothing, toward medium-technology products, like machinery and motor
vehicles, in the early 2000s. Although the accumulation of metalworking
skills played an important role in making machinery and motor vehicles
more competitive, the integration with the global production chains was
decisive for motor vehicles. Foreign firms invested extensively in motor
vehicles production in Turkey during the 1990s in order to export to
the European countries. Exports of motor vehicles increased rapidly in
the 2000s, but imports of motor vehicles (and parts and components)
also increased almost at the same rate. Because of the dominant role of
FDI, the development of the motor vehicles industry in Turkey has been
dependent on the global strategies of the multinational companies.

Secondly, the shift toward medium-technology products has been
quite slow, and necessitated intra-industry trade, that is, exports of
medium-technology products have been accompanied by imports of
similar/related products. Thus, labor-intensive products like textile and
clothing was, and still is, the main foreign exchange earning sector in
Turkey.

Finally, and most importantly, Turkey failed to shift its production
and foreign trade structure toward electronics-based sectors that had, on
average, higher value added per worker and grew faster than other sectors.
Turkey was competitive only in the consumer electronics segment (CRT
color television sets) in the late 1990s, but lost its competitiveness even
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in that segment after 2005 because domestic producers were not able to
adopt the new LED technology. The share of “high-tech” products in
exports has remained at negligible levels until 2020.

Sources of Growth and Productivity

Turkish economy grew rather fast in the 2002–2008 period, but the
construction and real estate services sectors were favored during the
growth process. The share of manufacturing in GDP declined to some
extent, but, more importantly, the structure of manufacturing and exports
evolved gradually toward medium-technology industries (machinery and
motor vehicles). Labor-intensive textile and clothing remained the most
competitive sector, and “high-tech” products were almost nonexistent in
exports. We can now analyze the sources of growth and productivity to
shed light on the “quality” of growth.

Turkey experienced two economic crises in 1999 and 2001, and the
capacity utilization rates (CURs) declined considerably in those years.
Therefore, the economy could increase its output by simply increasing
CURs without any investment. During the crisis in 2001, the CUR
dropped to 70.9%, and it reached its “normal” level (around 80%) in just
three years. In other words, the existence of underutilized production
capacity helped to increase output rapidly in the first half of 2000s.

Real GDP increases if more inputs, capital and labor, are used. At
the aggregate level, according to the Ministry of Development (formerly,
State Planning Organization; now, Presidency of Strategy and Budget)
data, employment declined by 0.3, 0.8, and 1.0% in 2001, 2002, and
2003 respectively, and increased on average 2% per year during the 2004–
2008 period. During the whole period from 2002 to 2008, the average
annual employment growth rate was 1.4%, slightly lower than population
growth rate. Therefore, if the new employees had been endowed with
the same level of capital as the current labor force, employment growth
would have led to only a 1.4% annual increase in GDP.

However, labor productivity and output can also be increased by capital
deepening, that is, by increasing the capital intensity of production. The
share of investment in GDP can be used as an indicator for capital accu-
mulation. Investment/GDP ratio was 23.7% in 1998, but it dropped
sharply during the 2001 crisis (to 18.1%). Later on, the investment rate
increased rapidly due to post-crisis economic stability and declining real
interest rates, reaching its peak at 28.4% in 2006 (and then declining until
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the 2009 crisis). As discussed above, the share of the construction sector
in GDP also increased in the same period, but it could explain only about
one third of the increase in the investment share.

Real GDP can also be increased by technical change even if the quan-
tities of labor and capital are constant. The increase in output with the
same quantities of inputs is called “productivity growth,” and there are a
number of methods to measure the productivity growth rate. “Growth
accounting” is one of the methods frequently used to measure “total
factor productivity” (TFP). TFP calculations are based on a number of
restrictive assumptions, and require information about capital and labor
elasticities and quantities. As explained in note 4 at the end of this chapter,
there are quite important data problems in estimating employment and
output in Turkey for the period under consideration.

There are a few studies attempting to measure TFP growth at the
aggregate and sectoral levels in Turkey for the period after 2000. Atiyas
and Bakis (2014), in one of the most comprehensive studies on the
topic, calculated TFP growth rates for the whole economy and main
sectors (agriculture, industry and services) for the 1971–2011 period, and
compared their results with those available in Penn World Tables (version
7.1). Their results suggest that the average annual TFP growth rate, when
the “number of employees” is used for the labor variable, is 5.1% for the
2002–2006 period, which is substantially higher than the average rates
in all previous periods (0.9% in 1971–1979, 1.4% in 1980–1989, and
0.6% in 1990–2001). The average TFP growth rate was 2.3% for the
2002–2011 period that includes the crisis year, 2009. When “total hours
worked” is used instead of “number of employees” for the labor input,
and when capacity-adjusted capital and schooling-adjusted labor inputs
are taken into account, the average annual TFP growth rate is measured
as 4.3% for the 2002–2006 period, that is to say, productivity growth
explains almost two thirds of GDP growth in that period. However, these
estimates for the 2002–2006 period seem to be too high as compared to
earlier periods (see Altug et al., 2008 for a historical analysis).

A recent study on Turkey by the OECD (2021: 82) provides more
reasonable estimates for TFP growth in the same period. According to
this study, Turkey’s average annual TFP growth rate was 1.5% in the
2002–2008 period. Moreover, the contributions of capital deepening,
labor and CUR (defined here as the difference between actual and poten-
tial growth) were, on average, quite similar to that of TFP growth. Thus,
each one of the four factors (TFP, capital deepening, employment growth
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and increase in CUR) explains around one quarter of GDP growth from
2002 to 2008. These results indicate that there was not a very remarkable
increase in productivity growth in that period.

Concluding Remarks

Turkey encountered a unique and favorable environment for rapid growth
and structural transformation at the beginning of the third millennium.
Economic and political stability was achieved after the devastating crisis
in 2001. The EU membership seemed to be a real possibility. The overly-
generous international liquidity provided funds for a sharp resurgence
of the economy, and the economy bounced back rapidly. The period of
stability and fast growth created conditions for transforming Turkey’s role
within the international division of labor.

However, the policymakers preferred to let the “market” to reallocate
resources and regulate the economy in accordance with the neoliberal
policy prescriptions, and did not design and implement any industrial
policy that could transform the structure of production and foreign trade
so as to underlie sustained growth. Instead, external resources were chan-
neled to finance unproductive activities like housing and construction
projects, and firms were encouraged to be competitive on the basis of
low wages. Thus, the “market” determined the pace and direction of
structural change. While the share of manufacturing in GDP declined,
manufacturing itself gradually moved toward medium-technology indus-
tries like machinery and motor vehicles to serve the European markets.
The motor vehicle industry, the “show case” of success, has been almost
completely dominated by multinational firms. Because of the lack of a
coherent policy and incentive structure, it turned out to be impossible
to create an economic environment conducive for long-term invest-
ment (especially in the electronics-based sectors), which was necessary to
achieve sustained growth. As a result, labor productivity, wages, skills of
workers, investment in technological activities, and the share of high-tech
exports have remained low, as compared to the European countries.

Turkey behaved as a “reactive state” during the period of 2001–2009,
and has accommodated itself to “transnational power blocs,” as exem-
plified by international organizations like IMF and the World Bank, and
the Atlantic Alliance under the hegemony of the US, aiming at strength-
ening rather than changing its existing position within the international
division of labor (Öniş & Senses, 2007; Taymaz & Voyvoda, 2015). In
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doing so, it has accumulated major economic and political vulnerabilities
to maintain speculation-led growth under the whims of foreign finance.
The world financial crisis in 2008 marked the end to this short period of
high but unsustainable growth.

The early years of the third millennium, following the collapse of
the economy in 2001, provided Turkey with a unique opportunity to
challenge the path of dependent development. A proactive state could
re-orient the economy toward a path of sustained and inclusive growth.
However, the emerging “domestic political block” that included econom-
ically vulnerable “Anatolian capital” preferred to consolidate its power
during this period by following conciliatory policies in line with the condi-
tions imposed by the “transnational power blocs.” As a result, the Turkish
economy has continued to be dependent on the whim of foreign capital
to grow, and its production structure remained dependent on European
“value chains.” It is thus no surprise that this short “window of oppor-
tunity,” opened by the 2001 crisis which was caused by an IMF-designed
experiment, was closed by the financial crisis in the “core” countries in
2008, without any long-run effect on the pace of economic growth and
the pattern of dependence.

Notes

1. See UNCTAD (2000) for a discussion of cross-border mergers and
acquisitions by the EU and Japanese transnational corporations to
capture gains from the rising tide of high-tech sectors in the US,
along with their contributions to the spread of the financial bubble
in technology stocks through the global economy.

2. Stimulated by readily available finance in a booming economy, espe-
cially in the form of venture capital, the rise of the “dot.com”
e-commerce firms was a crucial component of the ICT investment
boom in the second half of the 1990s in the US. The announcement
of the Fed’s policy to continue to raise interest rates in February
2000 led to concerns about the borrowing costs of the high-tech
firms and to significant stock market volatility. With the onset of the
realization of the speculative gains, the sharp reversal in investors’
sentiment triggered what was then referred to as the “dot-com
bubble” (Kraay & Ventura, 2005).

3. See Chapter 8 in this volume, as well as Akyüz and Boratav (2003),
Yeldan (2002, 2006), Voyvoda and Yeldan (2005), and Boratav and
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Yeldan (2006) for detailed analyses of the domestic and interna-
tional factors leading to the turmoil of 1999–2001 in the Turkish
economy.

4. Unless otherwise noted, all data presented in this section were
downloaded from the Electronic Data Delivery System (EDDS) of
the Central Bank of the Republic of Turkey in order to use, to
the extent possible, consistent and up-to-date data (https://evds2.
tcmb.gov.tr, accessed on February 12, 2021). The foreign trade data
were obtained from CEPII (http://www.cepii.fr/, bilateral trade
data, HS 1992 classification). The employment and capacity utiliza-
tion data for the 2000–2009 period were from the Ministry of
Development, Main Economic and Social Indicators 2014.

There were a number of changes in the scope and methodology
of data collection, which makes it challenging to make inter-
temporal comparisons. There were two main revisions in national-
accounts statistics in Turkey since 2001. The first revision in 2008
moved the base year from 1987 to 1998, and introduced a number
of modifications in methodology. As a result of this revision, GDP
estimates increased substantially, for example, 2006 GDP rose by
31.6%. The second revision in 2016 adopted chain-linked series for
volume indices (by reference year 2009) in addition to a number of
other changes, and estimates based on the earlier methodology were
revised upwards (for example, 2015 GDP rose by 19.7%). While the
extent of upward shifts were lower for earlier years, growth rate esti-
mates for recent years went up considerably (the growth rates for
the 2012–2016 period were almost doubled).

The Household Labor Force Statistics (LFS) provides (both
formal and informal) employment data at aggregate and sectoral
levels, and underlies a number of other statistics including the
national accounts. The LFS has been conducted by the Turkish
Statistical Institute (TurkStat) regularly since 1988, and there were
three major changes in the survey methodology, in 2000, 2005, and
2015. Moreover, the TurkStat started to use the population data
from the Address-based Population Registration System (APRS) in
2007, and re-estimated 2004–2007 LFS data on the basis of new
APRS projections.

The annual survey of manufacturing and services, collected by
the TurkStat at the “plant” level, provided detailed sectoral level
production and employment data until 2002. The TurkStat changed

https://evds2.tcmb.gov.tr
http://www.cepii.fr/


284 E. TAYMAZ AND E. VOYVODA

its survey methodology and coverage in 2002, and started to
publish the data based only on administrative records in 2017.
These changes in the coverage of the data and the data collection
methodologies make it very difficult, if not impossible, to make
intertemporal comparisons.

5. The Housing Development and Public Partnership Administra-
tion was established in 1984 but remained ineffective. In 1990, it
was divided into two administrations as the Housing Development
Administration (TOKİ) and the Public Partnership Administration.
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CHAPTER 10

Neoliberal Framework and External
Dependency Versus Political Priorities,

2009–2020

Korkut Boratav and Özgür Orhangazi

Introduction

As discussed in the previous chapters, Turkey was among the early
adopters of the neoliberal policy framework that has increasingly domi-
nated the agenda of the world economy and its institutions. Rapid
trade and financial liberalizations of the early 1980s were followed by
the liberalization of capital movements in 1989. The 1990s witnessed
boom-bust cycles of capital flows that generated episodes of economic
growth, followed by sudden stops and outflows, resulting in financial
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and economic crises. The poor design of the IMF-directed stabilization
program implemented in 2000 led to another recurrence of such a cycle
and resulted in a deep crisis in 2001. This crisis was followed by a series
of structural and institutional reforms, still under the guidance of the
IMF. The macroeconomic framework of the program reflected the global
orthodoxy of Central Bank independence, inflation targeting, contrac-
tionary fiscal policy with primary budget surpluses and floating exchange
rates. The program aimed to stabilize the economy through a mix of high
interest rates and overvalued exchange rates. A widespread privatization
program was accompanied by a series of deregulations aiming to diffuse
“marketization” through all areas of socioeconomic life.

This extensive deregulation program, widespread privatizations, high
interest rates, and an exchange rate policy allowing the Turkish lira to
appreciate, coincided with an increase in global liquidity in the 2000s
and resulted in accelerated foreign-capital inflows. While higher interest
rates attracted short-term capital inflows, privatizations and deregula-
tions in many sectors brought an increase in foreign direct investment.
Adherence to the IMF’s structural reform program further increased
international finance capital’s interest in Turkey. Capital inflows both
supported economic growth and allowed the Central Bank to bring
inflation down by keeping the Turkish lira overvalued. The Justice and
Development Party (JDP) that came to power toward the end of 2002
continued to follow these policies to the letter. In fact, the JDP’s adop-
tion and implementation of the program were rewarded by the IMF in
May 2005 with a new and exceptional credit line of 10 billion dollars,
explicitly intended to provide “political capital” to the JDP for the 2007
elections (Boratav, 2018: 248; IMF, 2005: 75).

This pattern continued from 2002 to 2008, until the sudden stop
of inflows and the decline in export revenues due to the global finan-
cial crisis sent the economy into a sharp recession. Yet, the quantitative
easing (QE) policies of the US Federal Reserve System (Fed) and the
European Central Bank (ECB) created an unprecedented expansion of
liquidity in global financial markets, leading to renewed capital inflows
to Turkey and similar economies (Akyüz, 2015). To take advantage of
this increase in global liquidity, the Turkish government relaxed regula-
tions that prevented non-financial firms with no export revenues from
borrowing in foreign currency and the Central Bank initiated a reserve
option mechanism allowing domestic banks to borrow from international
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banks at low interest rates and use them for credit expansion and for their
required reserves.

While signs of fragilities began to surface starting in the mid-2010s,
sudden capital outflows in 2018 led to a currency crisis followed by
a recession into 2019. The renewal of capital inflows, albeit at rela-
tively much lower levels, together with increased public spending and
government’s push for a credit expansion helped the economy recover
slowly toward the end of 2019. Yet, the accumulated fragilities persisted,
and Turkey was faced with the negative demand and supply shocks
of the Covid-19 pandemic with a fragile economy trying to recover.
Rapid capital outflows from the “developing and emerging economies,”
including Turkey worsened the situation and brought the economy that
was already hit by the pandemic’s negative economic shocks to the brink
of a balance-of-payments crisis toward the end of 2020.

We start by depicting the global context in the next section and provide
a brief overview of the period. After this overview, we first analyze the
developments in external balances and then domestic macroeconomic
dynamics in detail, before moving onto a discussion of the period from
the 2018 currency crisis to the 2020 Covid-19 shock. In the last section,
we provide concluding remarks on the political economy of Turkey in this
period.

Overview of the Period

The financial crisis that originated in the US subprime mortgage markets
in 2008 spread quickly to the rest of the financial markets and the US
economy, and from there to the rest of the world. Complicated deriva-
tive products were effective in the rapid spread of the crisis to the US
and world financial system. The earlier signs of the crisis appeared in
the subprime mortgage markets in 2007. In March 2008, the large
US investment bank Bear Stearns declared bankruptcy and in July, the
Federal Deposit Insurance Company had to take over IndyMac bank. The
September of 2008 witnessed a series of bankruptcies of large banks and
financial institutions, including the US-government-sponsored Fannie
Mae and Freddie Mac that backed mortgage credits. As the financial
markets froze, the fear of a systemic collapse led to a series of rescue oper-
ations organized by the US Treasury and the Fed, resulting in the largest
bailout operation in history, despite the prevailing pro-market rhetoric.
Especially after the collapse of the Lehman Brothers, the fear of a systemic
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collapse led the US Treasury and the Fed to intervene and organize the
takeover of Merrill Lynch by the Bank of America. The insolvency of
the American Insurance Group (AIG)—the insurer of the financial system
required yet another massive bailout by the US government (Hein et al.,
2015; Orhangazi, 2015; Wolfson & Epstein, 2013).

It was quickly realized that the US and the world economy were faced
with the deepest crisis since 1929. The US Congress approved a Troubled
Assets Relief Program (TARP) to be run by the US Treasury and assigned
760 billion dollars to that purpose. At the beginning of 2009, the new
Obama administration enacted the American Recovery and Reinvestment
Act (ARRA), which included various government spending items as well
as tax incentives amounting to 800 billion dollars. On the other hand,
the Fed, after decreasing the interest rate all the way down to near zero,
began a QE program with the aim of purchasing troubled assets held
by the banks to stabilize the financial system and to support economic
growth by decreasing long-term interest rates in order to spur invest-
ment and consumption. The Fed’s balance sheet shows that the total
amount of QE from late 2008 to early 2014 reached around 3.5 trillion
dollars. As the financial crisis spread to the rest of the world, central banks
of the United Kingdom, Europe and Japan have also brought interest
rates down and began implementing similar QE policies. The sum of
total liquidity injected to the world financial markets is estimated to be
somewhere between 10 and 15 trillion dollars (Caldentey, 2017).

This unprecedented expansion of global liquidity generated booms
in financial asset prices of the advanced economies and started a new
cycle of capital flows to “emerging economies” as finance capital sought
higher yields as compared to the near-zero interest rates at the center.
Furthermore, both banks and non-financial corporations in “emerging
economies” began increasing their external borrowing to take advan-
tage of the near-zero interest rates in the advanced economies. As Akyüz
(2012, 2015) depicts in detail, this process resulted in furthering the
financial integration of the “emerging economies” to the world economy
and resulted in new forms of external vulnerabilities. The capital inflows
led to currency appreciations, widening current account deficits, credit
expansions and asset price inflation to varying degrees in these economies.

The sudden stop in capital inflows in 2009, together with declining
exports due to the global economic slowdown sent the Turkish economy
into a recession. Following 2009, similar to the 2003–2007 period, the
2010–2013 period witnessed large foreign-capital inflows, approaching
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to a total of 250 billion dollars in four years. In order to take advan-
tage of the global liquidity and low interest rates, regulations were
relaxed to allow non-financial firms with no export revenues to borrow
in foreign currency. At the same time, the Central Bank began imple-
menting a reserve option mechanism, allowing domestic banks to use
foreign currency as part of their required reserves. Hence, the early 2010s
witnessed an increase in the external debt of the private sector, both banks
and non-financial corporations, as well as an increase in portfolio flows
into the stock and bond markets.

Large volumes of capital inflows allowed the “success story” of the
2000s to continue into the early 2010s with high growth rates, espe-
cially as compared to most “emerging economies.” In fact, by 2013,
Turkey was being presented as an exemplary case by the World Bank:
“Turkey’s rapid economic and social progress holds many useful lessons
for policy makers in other emerging markets and has been an inspiration
to reformers, particularly in the Middle East and North Africa” (World
Bank, 2013: 2).

However, a series of structural imbalances and financial fragilities were
accumulating at the same time, complicated by their economic repercus-
sions and incidence of political difficulties facing the JDP. Even in these
years, wide current account deficits and unprecedented levels of private-
sector external debt were accompanied by a domestic credit expansion,
giving a “debt-led” character to growth and generating fragile balance
sheets for non-financial firms. The government’s almost exclusive focus
on a construction-centered growth strategy together with the prema-
ture deindustrialization tendencies due to overvalued exchange rates
for an extended period generated an unstable growth path, insufficient
employment generation and persistent inequalities.

Fed’s 2013 “tapering” announcement had a large impact on global
financial markets and by the end of 2014 Fed stopped QE, announced
its aim to “normalize” its balance sheet and began increasing the interest
rates at the end of 2015. As Fig. 10.1 below shows, capital inflows to
Turkey slowed down in this period, from 70.4 billion dollars in 2013 to
51 billion dollars in 2014, and 33 billion dollars in 2015.

As the global liquidity conditions have changed and foreign-capital
inflows slowed down in the second half of the 2010s, both external and
domestic fragilities together with the JDP’s quest for electoral majority
at all costs led the government to attempt keeping the rate of economic
growth high via a low interest rate policy, which began to jeopardize both
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the so-called independence of the central bank and its inflation targeting.
In fact, President Erdoğan began to argue publicly that inflation itself
was the consequence of high interest rates, despite briefings from the
governor of the Central Bank, who emphasized that low interest rates
would lead to currency depreciation and increased inflationary pressures
via the pass-through effects (Başçı, 2015). In 2016, policy interest rates of
the central bank were lowered and to ensure economic growth from 2017
onwards, the low interest rate policy was accompanied by various credit
support mechanisms, such as the use of the Credit Guarantee Fund (Kredi
Garanti Fonu), originally established to support small and medium-sized
businesses. Credit expansion continued despite increasing debt-repayment
problems in the non-financial sector.

The renewal of capital inflows in 2017, amounting to 48.8 billion
dollars, helped growth in that year but also resulted in a widened current
account deficit and historically high external debt levels. In the face of
mounting vulnerabilities, sudden capital outflows triggered by a diplo-
matic spat between the US and Turkey led to a currency crisis in the
summer of 2018 and sent the economy into a recession into 2019.

Economic slowdown together with liquidity problems in some of
the financial markets in the US led the Fed to begin decreasing the
interest rates again in the second half of 2019 and gave renewed impetus
to global liquidity expansion. Turkey began receiving capital inflows
again, although at lower levels. These inflows, together with increased
public spending and government’s push for a credit expansion helped the
economy recover toward the end of 2019. Yet, the accumulated fragili-
ties persisted and Turkey was faced with the negative demand and supply
shocks of the Covid-19 pandemic with a fragile economy recovering from
a recession. In short, as the government attempted to offset the adverse
impact of capital-inflow slowdowns and reversals by an enforced credit
expansion, it had to confront the external constraint twice, in 2018 and
in 2020. In 2020, rapid capital outflows and persistent current account
deficits resulted in a rapid depletion of Central Bank reserves and brought
the economy to the brink of a balance-of-payments crisis. Following
the sharp depreciation of the currency, the Central Bank governor and
the Treasury Minister were replaced in November 2020 and the new
economic team immediately began monetary tightening while promising
austerity policies. This development helped stop capital outflows and
started a new cycle of inflows by short-term financial investors, who
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wanted to take advantage of the high interest rates. Whether this return
to orthodoxy will prevail or not is yet not clear.

External Constraints

Dependence of Economic Growth on Capital Inflows

Following the liberalization of capital movements in 1989,1 the growth-
recession cycles of the economy came to be driven mainly by foreign-
capital flows and Turkey experienced four episodes of crisis within the next
two decades (1994, 1998–1999, 2001, 2009). Before 1989, when capital
flows were regulated and limited, the short-term growth dynamics of the
economy were mainly determined by domestic factors. For example, a
change in public spending (including investment), taxation or monetary
policy would directly incorporate or impact the investment and consump-
tion decisions, while the exchange rate policies would be formed in line
with the needs of the export sector and/or import-competing industries.
Changing domestic demand conditions would be the main determinant
of trade and current account balances. The chronic trade deficit of Turkey
would reveal itself through the following mechanism: policy-linked or
autonomous domestic demand expansion → growth → current account
deficits → capital inflows. An autonomous domestic demand expansion
could begin from private investment due to “animal spirits” (in Keyne-
sian parlance) or from an increase in real wages and salaries such as the
one in 1989. After the liberalization of capital flows, the autonomy of
domestic demand declined significantly as foreign-capital inflows started
to become the main determinant of growth. The new mechanism became
the following: capital inflows → domestic demand expansion → growth →
current account deficit.

Figure 10.1 reflects the foregoing relationship between foreign-capital
inflows and economic growth during, especially the first two decades of
the twenty-first century. Indeed, this figure covers the main economic
“success story” of the JDP. It should be kept in mind that the JDP came
to power after the 1998–2002 period characterized by a declining GDP
per capita. The following high-growth episode was due both to the “base
effect” of the preceding five “lost years” and abundant capital inflows
of the post-2002 era. The annual average growth rate of the economy in
the 2002–2007 period was 7.3%. However, in the 2010–2015 period, the
average growth was only 4.8%, despite continuing foreign-capital inflows,
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reflecting the decline of the potential growth rate of the economy in the
2010s.

The impact of capital inflows on domestic demand operate through
various channels.2 Capital inflows enable an expansion of liquidity, while
inflows into stock and bond markets lead to asset price increases in these
markets. Increases in demand through wealth effects or credit expan-
sions are likely to follow. Banking sector’s external borrowing can also
be used to support domestic credit expansion and nonfinancial corpora-
tions’ external borrowing stimulates domestic demand. A second type of
dependency is observed when autonomous domestic demand expansion
due to fiscal or monetary policy actions leads to a deterioration in the
current account. In the Turkish case, this dependency was aggravated by
the increased dependence of domestic production on imports, a point we
will come back to shortly.

Inflows of foreign capital also allow the central bank to carry an expan-
sionary monetary policy, while home-currency appreciation supports
demand through the expectations channel. When capital inflows slow
down, stop or are reversed, these processes also respond in the same way.
However, the effects of inflows and outflows are not symmetrical. The
positive demand effect coming from foreign-capital inflows gets smaller
as the economy approaches full capacity. Expansionary fiscal policy, for
example, during election periods, can still generate autonomous expan-
sions in production. Or, in a similar vein, minimum wage increases such
as the one in 2016 may lead to demand expansions. In such cases, when
part of the demand increase is directed toward imports and leads to
increases in the current account deficit, a corresponding increase in capital
inflows is required to maintain economic growth. In the absence of capital
inflows, a depletion of the central bank’s foreign-currency reserves and/or
depreciation of the home-currency would follow.

The second dependency indicator can be observed through the link
between the growth rate and the current account deficit. Turkey histori-
cally suffered from chronic current account deficits. However, while these
deficits constituted around 1 to 2% of the GDP before the 2000s, they
have significantly widened in the 2000s and reached record levels in the
early 2010s, as seen in Fig. 10.2. It was only in 2019, following the
currency crisis of the preceding year, when the current account went into
a surplus. But the current account moved, once again, into a deficit in
2020.
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In short, we observe two types of increasing dependency patterns
during the 2010s. On the one hand, growth dynamics of the economy
is directly determined by the decisions of international finance capital
based primarily on global conditions. On the other hand, increases in
domestic demand require additional external funding due to the rising
import-dependency of the GDP in this period.

The persistence of current account deficits reflects the increased depen-
dence of the economy on imports. According to the Foreign Trade
Statistics of the Turkish Statistical Institute, in the 2010s, around 85%
of the total imports were capital and intermediate goods. Calculations
presented by Orhangazi and Yeldan (2021: Fig. 5) show that the Turkish
Lira appreciated almost continuously in real terms from 2002 to 2011 and
even though it started depreciating around 2013, it remained overvalued
for much of the 2010s.3 This long period of currency overvaluation led
to increased dependence of production on imports, undermined export
competitiveness in some industries and brought up worries about the
premature deindustrialization of the economy. The results have been slow
growth in industrial production and the declining share of this sector in
the GDP (Bakır et al., 2017; Orhangazi, 2020; Rodrik, 2016).

Using input–output tables, Tek et al. (2017) show that import content
of exports in manufacturing has increased from 27.2% in 2002 to 30.6% in
2012. A similar study by Yükseler (2019) finds that total import content
of production in all sectors was 13.8% in 1985, 12.4% in 1998 and 18.9%
in 2012. If one looks at the ratio of the imports in total value added for
the same years, according to this study, the figures are 24.9%, 21.2% and
38.1%, respectively. Özmen (2015) and Karadam and Özmen (2015) also
estimate an increase in the import-dependence of production. Karadam
and Özmen (2015) show that Turkey is a net exporter in low-technology
and a net importer in medium–high and high technology products.

The estimates presented by the OECD TIVA data-set show that
Turkey’s exports had an import content of 15.4% in 2005, which
increased to 19.4% in 2011. From 2011 to 2016, parallel to global trends,
this ratio went down to 16.5%, but was still higher than the 2005 level.
The expanding sectors within Turkey’s exports, such as motor vehicles,
basic metals and electrical equipment, had the highest import content.
Indeed, 29.1% of imported intermediate goods and services was used in
the production of export goods. This ratio is below the OECD average of
45.5%, but shows an increase from the 2005 level of 25.2%. The leading
industry in this aspect is motor vehicles with a ratio of 46.5%, indicating
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that this industry has become more integrated with the global value chains
over time (Taymaz et al. 2011).

The depreciation of the exchange rate later in the 2010s was unable
to trigger import substitution and export promotion. Therefore, current
account deficits remained significantly higher than the pre-2000 period,
both in dollar terms and as a percentage of the GDP. These observations
suggest that import dependency of the economy has reached a level and a
structural feature that cannot easily be reversed simply by short-run move-
ments in relative prices. To better understand this crucial issue, further
research is needed in terms of detailed and industry-specific studies.
Reversing this structural deformation would require active industrial
policies, together with a reevaluation of free-trade and capital-mobility.

We need to point out two other issues in terms of the external
accounts. First, by the 2010s, current payments to international finance
capital have become a large component of the current account deficit
as the international investment position of the country worsened. Total
payments to international financial capital4 began increasing in the 2000s
and were around 11–12 billion dollars per year in the early 2010s. By
2019, these payments approached 20 billion dollars. Second, this is also
the period when domestic residents’ capital outflows also increased signif-
icantly. Especially in the second half of the 2010s, such outflows surged
at a remarkable pace. Between 2014 and 2019, resident capital outflows
averaged to 15 billion dollars a year. In other words, foreign-capital
inflows in the 2010s financed not only the trade deficit but also the
current payments to international finance capital and resident outflows.

External Debt Accumulation

Taking a closer look at the external debt position of the Turkish economy
is crucial in understanding the dependence of the economy on capital
flows. The ratio of external debt stock to GDP shows the weight of
international finance capital on the domestic economy and its distribu-
tion across sectors and industries, its structure and its turnover rate all
constitute potential fragilities, especially at times when global liquidity
conditions change. For example, one of the transmission channels of
the 2008–2009 global crisis to the Turkish economy has been through
external debt repayments. In the thirteen-month crisis period, the credit
flows to Turkey turned negative, amounting to 23 billion dollars due to
the decline of the external debt turnover ratio. Between September 2008
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and March 2009, net payment on the external debt amounted to 26.4
billion dollars (CBRT Balance of Payments Statistics).

An important component of capital inflows has started to become
debt-generating flows, especially after 2009, when the interest rates in
major advanced economies approached zero and global liquidity reached
unprecedented levels due to the QE policies. Most of the external debt
accumulation in the 1990s had resulted from public sector borrowing
needs. Government budget deficits were seen as one of the main prob-
lems, and primary budget surpluses and widespread privatizations in
the 2000s brought these deficits under control. Public debt-to-GDP
ratios declined to “respectable” levels thereafter, as compared to most
“emerging economies.” On the other hand, external debt of the private
sector, both banks and non-financial corporations, rapidly increased
between 2010 and 2017 and reached record levels (Table 10.1). The
increase in non-financial sector’s external debt by around 50% was partic-
ularly significant. The relative decline of the external debt of the public
sector came to an end after 2017 and as the financial sector has reduced its

Table 10.1 External Debt

Total
external
debt
(billion
USD)

Total external
debt

(percentage of
GDP)

Short-term
external debt
(billion
USD)

Public
sector
(billion
USD)

Financial
sector
(billion
USD)

Non-
financial
corporations
(billion
USD)

2010 291 37.5 77 89 89 102
2011 305 36.3 83 96 95 105
2012 342 38.8 102 106 116 112
2013 394 41.2 135 119 150 120
2014 407 43.3 137 121 164 119
2015 399 46.2 105 117 157 124
2016 408 46.9 101 123 149 134
2017 454 52.8 120 136 162 153
2018 443 56.9 117 140 139 158
2019 435 57.1 123 157 109 160
2020 435 60.7 134 166 102 146

Source Authors’ own calculations using Balance of Payments and National Accounts data from the
Electronic Data Delivery System of the Central Bank of the Republic of Turkey (https://evds2.
tcmb.gov.tr/index.php). Accessed on: 1 March 2021. Note As of the time of writing this chapter,
the latest external debt figure available for 2020 belongs to the end of Q3 in 2020. Public external
debt figures do not include the external debt of the Central Bank

https://evds2.tcmb.gov.tr/index.php
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external debt significantly, public external borrowing has picked up pace.
The non-financial corporations, on the other hand, have begun reducing
their external debt in 2020. This was a de-facto socialization of private
debt carried out by the central bank, three state-owned commercial banks
and, partly, the Treasury.

Total external debt as a percentage of GDP increased from 37.5% in
2010 to 60.7% by 2020 also, in part, due to the rapid depreciation of
Turkish lira after 2017, leading to a significant shrinkage of the GDP in
dollar terms. The short-term component of the external debt remained
above 100 billion dollars throughout most of the period.

In short, during most of the 2010s, together with “hot money”
inflows, debt-generating inflows started to become a more significant
determinant of the domestic demand expansion. The rise of external
debt also made the Turkish economy more sensitive to changes in global
liquidity conditions as well as in global interest rates and exchange rates.
New fragilities emerged as well, arising from the distribution of external
debt among different sectors and also from the shifts in the turnover rate
of the debt. The reversal of “hot money” inflows in 2020 coincided with
the net debt repayments of both the banking and non-financial sectors,
leading to a squeeze in available foreign currency and a rapid depletion
of the foreign currency reserves of the central bank.

Macroeconomic Dynamics

Domestic Credit Expansion and Increased Indebtedness

When we turn to the domestic macroeconomic dynamics, one of the
most striking observations for the 2010s is the unprecedented domestic
credit expansion, along with increased indebtedness of both households
and non-financial corporations as well as small- and medium-sized enter-
prises. Phases of high capital inflows supported domestic credit expansion
through two channels. First, portfolio capital inflows led to an increase
in financial asset prices and hence in the net worth that could be used as
collateral. This process helped to decrease the observed leverage ratios.
Throughout the same process, the rise of bond prices contributed to
bringing domestic interest rates down. Second, banking sector supported
part of this domestic credit expansion through borrowing from abroad.
Clearly, these processes were not specific to Turkey. Credit and asset
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bubbles following the QE policies led to similar developments in other
“emerging economies” (Akyüz, 2012, 2015).

Total credit to non-financial corporations (as a ratio of GDP) had
begun increasing in 2005. This ratio was 17.8% in 2004 and quickly
reached 40% in 2010 and 67% in 2016 when the pace started to slow
down. Its peak value was observed as 68.6% in 2018, before coming
down to 65.4% in 2019.5 As we discuss below, the slowdown in credit
expansion in the second half of the 2010s was met by the attempts of the
government to initiate policies to support credit-led growth.

During the first years of the twenty-first century, credit to households
was historically at very low levels in Turkey. In 2002, the credit extended
to households as a ratio of GDP stood below 2%. The 2000s witnessed
a rapid expansion of household debt, bringing this ratio to 16% in 2010.
This increase continued for a couple more years and peaked in 2013
around 20% of the GDP. Credit flows to the households began declining
in the following years and leveled around 15% by 2018. A significant
portion of these credits was in the form of mortgage loans. As for the
non-financial corporations, leading borrowers were in construction, real
estate and energy sectors. As a result of the rapid expansion of credit, the
debt service ratio, defined by the BIS as the ratio of interest payments to
disposable income, increased from around 7% in 2010 to 15% in 2017
and 22% in 2018.

Construction-Centered Growth and Capital Accumulation

The Turkish economy experienced a recession during the 2008–2009
global financial crisis with annual growth rates of the real GDP falling
to 0.7% in 2008 and −4.8% in 2009. Thanks to renewed capital inflows
the recovery from the recession was rapid with growth rates reaching
to 8.6% in 2010 and then 11% in 2011. The growth performance was
interrupted in 2016, partly due to the adverse economic impact of the
failed coup attempt that year. However, a relatively strong growth rate
prevailed during the 2010–2017 period, generating an annual average
of 4.6%. Government-led credit expansion in 2017 pushed the growth
rate to 7.5%. Yet, external constraints were reflected into foreign currency
markets and starting with the last quarter of 2018, the economy moved
into a recession for three quarters.
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The share of investment in GDP oscillated between 24–30% during
the 2010s, according to the new GDP series.6 However, this invest-
ment figure can be misleading as another important development in this
period has been the construction-oriented pattern of economic growth.
From an expenditure point of view, the construction expenses consti-
tuted around 17% of the GDP in 2017, just before the 2018 currency
crisis, rising from a low of 7.5% in 2004. When we exclude construction
investments and look at rate of “gross fixed capital formation” (GFCF)
only in machinery and equipment (excluding construction), we observe
quite a weak performance, indeed. This GFCF-to-GDP ratio remained
around 10% throughout the decade (Turkish Statistical Institute, National
Accounts).

A deliberate policy of supporting the construction sector through
rent generation and “clientelist incentivization”7 emerged in the 2000s.
The government went on a massive construction spree of building new
public buildings, public universities, highways, subways, airports, hospitals
and so on, mainly through public–private-partnership (PPP) contracts.
As the primary budget surplus requirements limited the government’s
spending capacity, the Public Housing Authority (Toplu Konut İdaresi,
TOKİ ) was able to generate and realize urban rents allowing the govern-
ment to finance large-scale infrastructure projects. The rents generated
were transferred to business groups close to the government through
the distribution of construction permits, “opaque” selection of projects
and developers as well as the opening of public land to construction.
The foreign-currency-based Treasury guarantees provided to the PPP
projects served not only as another mechanism of rent generation but
also as a channel of lavish transfers from the government budget to
contractors in the medium run. A large number of changes made to the
laws regarding public tenders and procurements gave way to widespread
political favoritism (see, e.g., Gürakar, 2016). In addition, construction
activities generated substantial employment and provided stimulus to the
rest of the economy through increased demand for a large number of
products from a variety of industries (Balaban, 2012; Çavuşoğlu & Strutz,
2014; Sönmez, 2015).

Two other factors supported construction growth. First, the decline in
agricultural employment and migration toward cities increased the need
for both housing and other types of structures (hotels, malls, hospital,
schools and so on) as well as infrastructure. In addition, the 1999 earth-
quake had generated a further need for updating the housing stock.
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Second, financial expansion and introduction of long-term housing loans
increased demand. Price increases encouraged speculative demand as well.
As discussed above, the growth of the construction sector accompanied
the credit boom. In the second half of the 2000s, the construction
and real estate companies also began borrowing from abroad. By 2018,
external debt of these firms rose above 26 billion dollars from 1.5 billion
dollars in 2006 (CBRT, 2018). The dependence of the construction-
centered growth on credit expansion and external borrowing has proved
fragile against shocks to the credit volume, interest rate or exchange rate.
Mega-infrastructure projects, malls, ambitious housing projects financed
through external credits were essentially oriented toward the domestic
market. With the exception of the PPPs benefiting from government
guarantees in foreign currency, these corporations had negligible foreign
currency revenues. Dollar-based contracts to retailers merely transferred
the currency risk.

Jobless Growth and Distribution Issues

The 2000s and the 2010s witnessed increased proletarianization as the
share of agricultural employment and small business ownership declined.
The share of wage employment within total employment has secularly
increased, with a brief pause during the global financial crisis of the 2008–
2009, and approached 70% toward the end of the 2010s for the first time.
However, the economy’s capacity to generate employment did not keep
up, leading to persistent high unemployment. The official rate of unem-
ployment, which remained below 9% during the 1990s, stayed above 10%
in the 2010s despite economic growth and exceeded 13% at the end of the
decade. Most of the jobs generated in this period were in construction and
services, while industrial and agricultural employment lagged (Orhangazi,
2019).

The broad unemployment indicator which includes discouraged
workers hovered around 17% in the second half of the 2010s. One should
keep in mind that the labor force participation rate (LFPR) was between
50–53% in this period, much lower than that of advanced economies,
indicating a structural underdevelopment in the case of Turkey, which
also limits the growth potential of the economy. This situation deterio-
rated further under Covid-19 pandemic conditions. By October 2020, the
LFPR fell to 50% (from 53% a year ago), and the broad unemployment
rate reached 27% (DİSK-AR, 2021).
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A crude indicator of the wage share is the ratio of total employee
compensation to the GDP. This ratio stood at 30% in 2010, slowly
increased to peak around 36% in 2016 and remained around 33–34% for
the rest of the decade. However, given that the ratio of wage employ-
ment to total employment reached historical heights in this decade, the
increase in the wage share seems very small and partly reflects the fact
that quite a large portion of the workers are employed at very low wage
rates. According to the Turkish Statistical Institute’s household income
surveys, on average, around 40% of the workers receive a wage equal or
very close to the minimum wage. While detailed and continuous series
on wages are scarce in Turkey, various calculations and estimates show
that the gap between productivity and wages widened in the 2000s and
the 2010s (see, e.g., BSB, 2015; Orhangazi, 2019; Orhangazi & Yeldan,
2020).

On the other hand, in terms of the size distribution of income, persis-
tent and widening inequalities have characterized the 2010s. For example,
income share of the top one-percent has steadily increased after 2013,
while that of the bottom fifty-percent declined (Orhangazi & Yeldan,
2020).

Boratav (2017) compares changes in per capita worker and farmer
consumption with their per capita incomes between 2004 and 2013.
It turns out that incomes of the two classes lagged behind GDP per
capita, but total consumption of both classes rose at much faster rates.
In per capita terms, annual average growth rates of GDP, total consump-
tion, farmers’ and workers’ incomes are denoted by g(y), g(c), g(f),
g(w), respectively. In both current and constant prices, the 2004–2013
movements can be summarized as follows: g(c) > g(Y) > g(f) > g(w).
Rate of growth of investment lags behind consumption. Consumption-led
growth is realized thanks to persistent and rising trade (current account)
deficits. In per capita terms, earnings of farmers and workers lag behind
GDP, but this deterioration of income shares is more than compen-
sated by higher consumption levels.8 Rising household indebtedness and
higher social transfers from the central and local budgets are behind the
improvement. The findings contribute to the explanation on the electoral
support of JDP during this period, despite regressive changes in income
distribution in class terms.
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2018–2020: From the Currency
Crisis to the Covid-19 Shock

Increased dominance of finance in the post-1980 world generated a series
of financial crises as the financial integration of the “developing and
emerging economies” increased. Sudden stops or sharp reversals in capital
flows caused crises, for example, in Latin American economies in the
1980s and in East Asia in the 1990s. As discussed in the earlier chap-
ters, Turkey experienced similar crises in the 1990s and the early 2000s.
While the crises in the 1980s and 1990s remained limited to the periphery
of the world economy, the 2008 crisis began in the US financial markets
and spread to the European economies, threatening the very core of the
system. The “developing and emerging economies” were also affected by
the crisis, mostly due to a decline in their export earnings and a slowdown
or a reversal in capital inflows. The unprecedented expansion of global
liquidity following the 2008 crisis generated renewed capital inflows to
these economies, including Turkey.

However, the Fed announced around mid-2013 that it would start
tapering the QE purchases it began after the crisis. Taking this as a sign of
changing global conditions, portfolio flows and bank credits to “emerging
economies” declined or were reversed (IIF, 2017). As the Turkish lira
began depreciating rapidly, the central bank had to intervene with an
emergency meeting to increase the interest rates in early 2014. As it
became apparent that the Fed was in no rush to decrease liquidity, the
so-called taper tantrum soon faded away, and capital inflows to Turkey
surged nearly to 50 billion dollars in 2017.

The post-2013 period displayed a central contradiction of the capital-
inflow-dependent, debt-led, construction-centered growth model of the
economy: low interest rates were crucial for the continuance of this
growth pattern but the global conditions and capital mobility would ulti-
mately force the central bank to concede sharp currency depreciations.
In the second half of the 2010s, aiming to secure electoral support, the
government chose to undermine the autonomy of the central bank to
maintain credit expansion with full force in order to sustain economic
growth. A major policy tool in this period was the use of the government-
sponsored Credit Guarantee Fund, which was initially established to
support small- and medium-sized businesses. The Fund was later used to
support the rollover of large corporations’ debt as well. However, growth
supported by credit expansion also caused the current account deficits to
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persist, putting downward pressures on the Turkish lira and increasing the
fragility of the economy (Orhangazi, 2020; Orhangazi & Yeldan, 2021).

Under these conditions, in 2018, a political rift between Turkey and
the US triggered a sudden capital outflow, leading to a sharp depreciation
of the Turkish lira and increased instability in the financial markets. The
currency crisis rapidly evolved into an emergent debt crisis with a large
number of firms applying for bankruptcy protection. Markets could only
be calmed down by the central bank’s sharp hike of the policy interest
rates by 6.25 percentage points to 24% in September 2018. Starting in
the last quarter of 2018, the economy went into a recession. Financial
markets were subdued and resurgence of capital inflows in 2019 allowed
some limited recovery and economic growth was around 0.9% for the
whole year (Turkish Statistical Institute, National Accounts).

The outbreak of the Covid-19 pandemic imposed a shock on finan-
cial markets in March 2020. Emerging market securities suffered around
83 billion dollars in terms of outflows during March only, a much larger
amount than that in a similar period during the 2008–2009 global finan-
cial crisis. Debt outflows were 31 billion dollars (IIF, 2020). The adverse
shock spread immediately to Turkey. The negative economic impact of
Covid-19 coupled with accelerating capital outflows, especially from the
stock and bond markets, sent the economy into a sharp decline of 9.9% in
GDP in the second quarter of 2020 (Turkish Statistical Institute, National
Accounts), similar to most economies in the world. The policy response
of the government in the third quarter of 2020 was another round of
credit expansion, supported by the central bank’s previous policy rate cuts
from 12% in December 2019 to 8.25% in May 2020, which remained
unchanged up till September, accompanied by further expansion of the
public banks’ credit volume. Meanwhile, the Covid-19 shock adversely
affected exports, especially tourism revenues. These factors resulted in
large current account deficits, that is, 36.7 billion dollars during 2020.

For most of the second and third quarters of 2020, the government
tried the impossible. In an effort to prevent the Turkish lira from depre-
ciating in a period of capital outflows and lowered interest rates, foreign
currency reserves of the central bank were used extravagantly. It is esti-
mated that the central bank burned through close to 100 billion dollars
of foreign currency reserves in this process. This futile attempt to keep the
value of the currency stable had to be given up in the fourth quarter as
the net reserves of the central bank went into the negative territory. These
inconsistent and erratic policies resulted in a depreciation of Turkish lira
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by 21% in real-effective terms from December 2019 up till October 2020
(according to the “real effective exchange rate” statistics of the BIS).

Concluding Remarks

Taking a look at the Turkish economy under the JDP governments
from 2002 to 2020, it is possible to make some general observations.
First, the dependence of economic growth on the pace of foreign-
capital inflows and the dependence of production on imports have
increased while the external debt stock reached new heights. Second,
economic growth increasingly took a debt-led character through contin-
uous credit expansion, which at times was encouraged and supported
directly by the government through public banks. Third, growth in this
period was considerably construction-oriented, with limited contributions
to increasing the pace of productive capital accumulation, raising the
potential growth rate or reversing the “premature de-industrialization”
tendency.

Adverse global liquidity conditions and hence the slowdown in capital
inflows pushed the Turkish economy into a recession in the 2008–2009
period. Two further phases of economic contraction were encountered,
first in late 2018 and in early 2019, and second, aggravated by the impact
of the Covid-19, in the second quarter of 2020. In the last few years, the
government has adopted a policy discourse that emphasized a “domestic
and national development path” and blamed foreign speculators for the
woes of the economy. Yet, this so-called domestic and national devel-
opment path has remained a pretentious rhetoric, lacking any concrete
policy reorientation so far. Attempts to support growth by suppressing
domestic interest rates despite rapid capital outflows were self-defeating,
ultimately resulting in a free fall of the Turkish lira. Given the degree of
economic and financial integration of Turkey to the world economy, the
official “domestic and national development path” discourse was, indeed,
destined to fail. Sharp interest rate hikes in September 2018 and then in
November 2020, both accompanied by changes in the economic manage-
ment team, are a witness to this prominent failure. All in all, the demands
of international financial capital ultimately prevailed.

It is important to keep in mind that the JDP has been in power unin-
terruptedly since November 2002. In its early years, it strictly followed
the IMF program based on inflation targeting, primary budget surpluses
and high interest rates, along with structural and institutional reforms
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and large-scale privatizations. Economic growth supported by high and
partly speculative capital inflows accompanied this policy framework. After
the 2008–2009 global financial crisis, QE policies and near-zero global
interest rates helped domestic interest rates to decline in Turkey as well,
supporting the credit expansion and the construction spree. This process
paved the way for a surge in external debt stock and deteriorated the
international investment position, leading to increasingly more fragile
balance sheets of non-financial corporations. In the aftermath of the 2018
currency crisis, the government introduced a number of de facto and
hesitant capital controls including limits on Turkish banks’ currency swap
operations in London as well as a tax on the purchase of foreign currency
that was gradually increased. The 2009 deregulation that allowed non-
financial corporations without foreign currency earnings to borrow in
foreign currency was also reversed in 2018. However, such measures
during the 2018–2020 period were not part of a well-designed program
to deal with the crisis, but rather a patchwork of hesitant and sometimes
incoherent measures.

Throughout all this long-term political-economic process; economic
growth, credit expansion and clientelist rent-generating redistribution
policies of the JDP governments have been critical to ensure elec-
toral support. A special role was assigned to the construction sector as
it enabled the government to support business groups close to itself
and create nouveau riches, especially through lucrative public projects
including the construction of roads, bridges, airports, hospitals and so
on, as well as in mining and energy sectors. The small and medium-sized
business groups close to the government benefited from both easy access
to cheap credit and the persistence of “informalization” and “flexibility”
in labor markets. De-unionization of the working class was a prominent
feature of the JDP period. Privatization of public enterprises was practi-
cally completed, along with widespread privatizations of local and central
government land. Substantial segments of public employment shifted to
contractual status. Private provision and marketization of education and
health expanded significantly. All in all, the state power was used to over-
come the barriers in front of pro-capital dynamics, for both conventional
surplus value production and accumulation by dispossession.

However, the inability to generate sufficient employment, relatively
stagnant wages and persistent inequalities also necessitated social inclusion
mechanisms. One way was to extensively use financial inclusion through
expansion of credit to households. Under the JDP governments, the
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neoliberal marketization logic dominated the transformations in social
security provision, health and pension systems as well as labor market
regulations. In this regard, a series of social assistance programs were put
in place, whereby various irregular transfers and benefits were carried out,
in addition to the regular mechanisms of social policy. These transfers
and benefits were extensively used as part of electoral politics as well. It is,
however, important to note that these practices were not devised as collec-
tive rights based on the welfare-state framework of the earlier decades.
In contradistinction, they relied predominantly on political discretion in
favor of the electoral base.9 One can also add the role played by faith-
based charities, that is, Islamist associations linked to the government,
which came to command large financial resources (Özden, 2014).

The preferred method of intervention during the Covid-19 crisis in
2020 was once again to push interest rates down and encourage growth
through credit expansion. The share of additional spending on health, as
well as direct and indirect transfers to stricken households from the central
budget was meager, as compared to G20 countries. In Turkey, the main
source used was the past accumulation of the Unemployment Insurance
Fund.

All in all, neoliberal economic policies were accompanied by cronyism
as well as populist and authoritarian politics, especially during the 2010s.
JDP’s Islamist and authoritarian orientation gradually prevailed over its
pro-EU façade. 2013 was a turning point for the JDP as the Gezi uprising
in İstanbul quickly spread to the rest of the country and threatened its
hold on power. Authoritarianism began increasing following the Gezi
protests and then intensified with the ending of the “peace process”
between the JDP government and the Kurdish movement in 2015 just
after the JDP failed to gain parliamentary majority in the June elections
and pushed for renewed elections in November by refusing to form a
coalition government. The renewal of the elections in November of the
same year took place under conditions of widespread violence, which
allowed the JDP to win the elections by attracting nationalist votes. The
failed coup attempt in 2016 was followed by the JDP government’s
declaration of a “state of emergency” during which both those who
were thought to be directly involved with the group behind the coup
attempt and people affiliated with the left and/or Kurdish movements
were severely persecuted.

The regime change toward an autocratic presidential system following
the referendum in 2017 led to further integration of the JDP with the
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state apparatus and further alignment with crony businesses. This has
been an episode during which the government has shifted to “quasi-
fascist” methods of violent suppression at times, accompanied by a shallow
rhetoric of nativism and nationalism in the face of economic turmoil.
While the autonomy of the central bank and regulatory authorities disap-
peared almost completely, the JDP lost international credibility at the
same time.

As Turkey moves into the next decade of the century, the neoliberal
policy framework, that is, inflation targeting and fiscal austerity, seems
to have returned with a revenge. If JDP’s haphazard violations of the
unwritten rules of the game observed during the past three years are
repeated, “punishment” via a currency crisis triggered by unsustainable
current account deficits will take place. Monitoring of conventional indi-
cators (somewhat flexibly) will be carried out by credit-rating agencies
and international banks. It should be noted that the IMF’s anti-austerity
revisions of its conventional economic doctrine documented during the
October 2020 IMF/WB meeting are essentially addressed to advanced
economies. Ongoing negotiations with a number of “vulnerable emerging
and developing economies” show that conventional priorities continue to
prevail there.10

Hence, any further credit-led support to the construction sector
and sustaining the 5% growth target of the medium-term program are
becoming increasingly more difficult. Constrained by its chronic external
dependency, Turkey is probably locked within a potential growth rate of
around 3% per annum in the medium term. This growth path cannot alle-
viate record levels of unemployment and widespread poverty prevailing in
2020.

JDP is facing a political impasse. It is confronting widespread dissatis-
faction of popular classes—somewhat similar to the 2002 election when
voters’ reaction against the heavy austerity measures of the IMF program
completely eliminated the coalition parties from the parliament. There is
an additional complication: after so many years of widespread cronyism,
corruption and mismanagement, the current leadership cannot afford to
face the consequences of free elections. Further authoritarianism, repres-
sion and step by step moving into an Islamist-fascist regime appear as
a possible option. At the time of writing this chapter, Turkey has been
going through a structural economic crisis. It is yet early to predict the
way the country will go through. Nonetheless, rising social discontent,
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sharpening contradictions within the ruling bloc and segments of capital
can be expected.

Notes

1. The liberalization of capital movements was essentially a response
to the substantial increase in public sector wages and salaries that
took place in 1989. A revived trade-union activism that year spilled
into the public sector and the government had to concede wage
and salary increases up to 142% in nominal terms. The liberaliza-
tion of the financial account provided a mechanism for financing
the consequent public sector deficit (Boratav 2018: 193).

2. See Akyüz (2012, 2015) for a detailed discussion of these mecha-
nisms.

3. Bank for International Settlements’ real effective exchange rate
series show a similar pattern. See: https://www.bis.org/statistics/
eer.htm

4. All data in this paragraph come from the balance-of-payments
statistics provided by the Central Bank. The gross “investment
income” outflows under the current account of the balance-of-
payments statistics.

5. Credit data discussed here and in the next paragraph comes from
BIS “Credit to the non-financial sector” statistics (https://www.
bis.org/statistics/about_credit_stats.htm. Accessed on: December
19, 2020).

6. It should be noted that official methods of national accounts
were changed by the Turkish Statistical Institute with the aim
of bringing Turkish national accounts in line with the UN’s
SNA-2008 and EU’s ESA-2010 frameworks. However, various
aspects of the new GDP series were criticized by a wide range of
economists. See, for example, Boratav et al. (2018). Before the
revision investment-to-GDP ratio was around 20%.

7. Favoritism in public–private partnership contracts; arbitrary and
numerous revisions of legislation and regulations on government
tenders and revisions of urban planning by central and local
governments in favor of particular contractors and of real estate
owners were the three patterns of “clientelist intervention,” all
closely related to the construction sector. The third pattern affects
urban real estate values immediately; but is neutral in terms of

https://www.bis.org/statistics/eer.htm
https://www.bis.org/statistics/about_credit_stats.htm
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income distribution in the short-run. Hence, “losers” in terms of
wealth distribution can rarely emerge as an effective and opposi-
tional pressure group.

8. GDP series before the 2016 revision is used.
9. For detailed investigations on these points, see, for example, Akça

et al. (2014), Akçay (2018), Akçay and Güngen (2019), Buğra
(2020), Yentürk (2018a; 2018b), Eder (2010), Powell and Yörük
(2017), and Adaman et al. (2019).

10. For country examples, see Boratav (2020).

References

Adaman, F., Arsel, M., & Akbulut, B. (2019). Neoliberal developmentalism,
authoritarian populism, and extractivism in the countryside: The soma mining
disaster in Turkey. The Journal of Peasant Studies, 46(3), 514–536.

Akça, İ, Bekmen, A., & Özden, B. A. (2014). Turkey reframed: Constituting
neoliberal hegemony. Pluto Press.

Akçay, Ü. (2018). Neoliberal populism in Turkey and its crisis. IPE Berlin
Working Paper No. 100/2018. Institute for International Political Economy.

Akçay, Ü., & Güngen, A. R. (2019). The making of Turkey’s 2018–2019
economic crisis. IPE Berlin Working Paper No. 120/2019. Institute for
International Political Economy.

Akyüz, Y. (2012). The financial crisis and the global south: A development
perspective. Pluto Press.

Akyüz, Y. (2015). Internationalization of finance and changing vulnerabilities in
emerging and developing economies. South Center Research Papers 2015/60.
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DİSK-AR. (2021). İşsizlik ve İstihdamın Görünümü Raporu (Employment and
unemployment outlook report ), January.

Eder, M. (2010). Retreating state? Political economy of welfare regime change
in Turkey. Middle East Law and Governance, 2(2), 152–184.

Gürakar, E. Ç. (2016). Politics of favoritism in public procurement in Turkey.
Palgrave.

Hein, E., Detzer, D., & Dodig, N. (2015). The demise of finance-dominated
capitalism: Explaining the financial and economic crises. Edward Elgar.

Institute of International Finance. (2017). Capital Flows to Emerging Markets,
June 5.

Institute of International Finance. (2020). Global debt monitor: Sharp spike in
debt ratios, July 16.

IMF. (2005). IMF Country Report No. 05/412. https://www.imf.org/ext
ernal/pubs/ft/scr/2005/cr05412.pdf. Last accessed December 10 2020.

Karadam, D. Y., & Özmen, E. (2015). Teknolojik Yetkinlik ve Türkiye Dış
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(Structural transformation in the 2000s and the state of labor). Çalışma Ve
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A. Bekmen, & B. A. Özden (Eds.), Turkey reframed: Constituting neoliberal
hegemony (pp. 155–173). Pluto Press.

Özmen, E. (2015). Türkiye’de cari açıklar, dış ticaret ve finansal kırılganlıklar.
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CHAPTER 11

Concluding Remarks

Yonca Özdemir and Emre Özçelik

The development story of Turkey was examined and explained in the
chapters of this book, starting from the late Ottoman period until 2020.
That story reveals that Turkey has developed to a certain degree and
eventually has succeeded to become an upper-middle-income country.
However, it has not been able to catch up with the advanced (high-
income) countries, despite its eager historical efforts. It is even argued
that Turkey recently suffers from the “middle-income trap” (Öniş, 2015;
Öniş & Kutlay, 2013; and Öniş and Şenses’s chapter in this book).
Although Turkey is identified as an “emerging market,” it has been
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undergoing serious political and economic difficulties, as of the writing
of this text in 2021. In fact, Turkey has never had a smooth develop-
ment process. It has obviously progressed, but its progress has been, more
often than not, limited and precarious. When it comes to explaining why
Turkey’s development has not been more robust and sustained, chapters
in this book indicate that Turkey, as a “semi-peripheral” economy, has
generally suffered from both internal and external constraints associated
with “dependent development.”

This book was an attempt to link the domestic context of political-
economic development in Turkey to the systemic evolution of global
capitalism, with an eye to the country’s mostly dependent position in
the international division of labor. Each phase of global capitalist devel-
opment and each crisis of the relevant phase were analyzed in the
context of Turkey. In general, Turkey could not resist the dependency
patterns of capitalist development, and mostly followed the global trends.
The secular and cyclical fluctuations and shifts in the world capitalist
system have regenerated or reinforced Turkey’s dependency patterns over
time, creating new domestic social tensions and political-economic prob-
lems. Throughout these successive phases, power blocs and development
models were altered in Turkey, along with important changes in the inter-
relations among the state, the economy‚ and the society. Turkey has been
similar to many other semi-peripheral countries insofar as it has passed
through akin stages of capitalist development. Yet it also has had some
unique historical characteristics.

In the introductory Chapter 1, we presented a concise theoretical and
historical examination of the industrial origins and political-economic
evolution of the capitalist world system in order to provide a general
framework for the analyses of Turkey’s development. As considered in the
chapters of the book, Turkey, sometimes as a forerunner and sometimes
as a laggard, has mostly proceeded through a “dependent” path of devel-
opment, like other less-developed countries. However, Turkey’s unique
characteristics are noteworthy as well. First of all, it is essential to under-
stand the late Ottoman period in order to grasp the sui generis origins
of Turkey’s dependent development. Unlike most of the less-developed
countries, the Ottoman Empire was never officially colonized by the
imperialist powers, but still got integrated, to a certain extent, into the
world economy as a peripheral country through mainly free-trade agree-
ments and financial coercion. The rise of Turkish nationalism in the early
twentieth century, and then the establishment of the Republic of Turkey
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after its War of Independence, following the First World War, heightened
the desire for economic independence. As a result, the young Republic
tried to implement some national strategies to overcome its economic
disadvantages and developmental weaknesses. In the absence of significant
industries and lack of private capital, the state was naturally seen as the
engine of economic development. In this regard, the Kadro movement
of the first half of the 1930s was, especially an interesting case, which had
early views analogous to some non-Marxist versions of critical approaches
to dependent development. Members of the movement argued that only
the state could resist the power of foreign capital, overcome the influence
of local collaborators and devise a statist development strategy that would
be in the best interests of the nation. They held the view that the struggle
for “national independence” against imperialist powers was of upmost
importance, and they seemed to believe in the possibility of a “classless
society.” Even though the intellectual activities of Kadro turned out to
be short-lived, Turkey’s developmental orientation during the 1930s, the
Great Depression decade at the level of the world economy, resembled
their views in some respects, especially in terms of prominent efforts to
initiate statist industrialization and trade protectionism with an eye to the
major goal of national economic independence.

As a matter of fact, by the early years of the Republic, there was
not a real capitalist class in Turkey. As a highly agrarian economy of
mostly small- and medium-sized farmers, bulk of Turkish society was poor
but quite equal in the beginning. Nevertheless, it was well understood
that capital accumulation and industrialization were vital for economic
progress and independence. While Turkey tried to create an indus-
trial bourgeoisie of its own, the dynamics of capitalism took their own
course. As bourgeois classes emerged and grew with state support and
got connected to global capitalism over the decades, an uneven course
of development sprang up in Turkey. While there were many ups and
downs throughout Turkey’s capitalist development from the early twen-
tieth century to the early twenty-first century, the country somewhat
developed but became more unequal and remained dependent. Hence,
today Turkey looks more similar to the ex-colonized countries of Latin
America rather than Southern European countries in its proximate geog-
raphy. Therefore, the case of Turkey suggests that global capitalism has a
tendency to generate “convergence” in terms of “inequality” and “depen-
dence” even among less-developed countries with very different historical
backgrounds.
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In Chapter 2, Seven Ağır explained and discussed the Ottoman roots of
Turkey’s economic dependency, covering the 1838–1908 period, which
also coincides with the “first globalization era” at the level of the world
economy. Unlike many peripheral regions, the Ottoman Empire was not
directly colonized by the Europeans, but its sovereignty was curtailed
indirectly through diplomatic pressures and economic treaties. While
free trade led to “deindustrialization” during the first half of the nine-
teenth century, the second stage of peripheralization occurred during the
second half of the nineteenth century through increased FDI and foreign
borrowing. Increasing indebtedness resulted in the “bankruptcy” of the
Ottoman Empire, which eventually led to the foreign control over its
fiscal resources. Throughout the nineteenth century, the Ottoman elites
also initiated some legal and institutional modernization reforms. All these
reform efforts had serious economic, social and political implications.
Increasing economic integration with the European powers had uneven
effects for the Muslim and non-Muslim communities, benefiting the latter
but worsening the opportunities for the Muslims. This process weakened
artisans and small shopkeepers, while it helped enrich the non-Muslim
commercial intermediaries, creditors and local powerbrokers whose inter-
ests were aligned with foreign merchants and investors. All this set of
developments paved the way for the rise of Turkish nationalism, while the
bureaucracy played a leading role as the actor with prominent stakes in a
“nationalist” development agenda.

In Chapter 3, Zafer Toprak focused on the rise of economic nation-
alism between 1908 and 1929. Realizing the political and economic
dependency of the Ottoman Empire, a group of modernist Ottoman
elites, the Young Turks, rose to power as the Second Constitutional
Era started in 1908. With a more nationalistic ideology, they tried to
recover the political, social and economic status of the Muslim commu-
nities. Ottoman Empire’s entrance into First World War on the side of
Germany gave Young Turks the opportunity to also implement more
“independent” economic policies. However, the Ottomans became one
of the losers of the war with disastrous political and economic implica-
tions for the Empire. Eventually, the Nationalist Forces led by Mustafa
Kemal Atatürk fought the Turkish War of Independence (1919–1922).
After this war was won, a new and politically independent nation-state, the
Republic of Turkey, was born out of the ashes of the Ottoman Empire in
1923. Once the Republic was established, war-worn Turkey endeavored
to restore its economy, while trade policies had to be still implemented
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under quite “open economy” conditions as the country was obliged to
keep the Ottoman tariff rates until 1929. In the 1920s, the govern-
ment initiated the processes of state building, nation building, political
institutionalization, cultural transformation, and socioeconomic change.
Quite radical political and social reforms were pursued, along with some
economic ones in agriculture, budget‚ and taxation, which were accom-
panied by the first phase of growth in modern industry and traditional
manufacturing. The state was autonomous in its economic decisions, as
a bourgeois class was almost non-existent. At the same time, however,
the government was willing to create a national bourgeoisie as it was
seen as an important factor of modernization. This can be called an
effort to create a “bourgeoisie revolution from above,” but a bourgeoisie
created by the state support was inevitably state-dependent, that is, not an
independent political force that could bring democracy. Hence, Turkey
became a case that supports Gerschenkron’s (1962) thesis, which was
discussed in Chapter 1.

In the 1920s, the world could return to neither free-trade policies nor
the pre-war classical gold standard, as the war and the ensuing peace
treaties were accompanied and followed by the collapse of the inter-
national economy. Eventually, nationalistic trade policies deepened the
economic difficulties, which culminated in the outbreak of a worldwide
depression from 1929 onward. Like many less-developed countries, the
Great Depression was a turning point for the economic development of
Turkey. With the depression in the world, foreign trade collapsed (both
exports and imports), foreign-borrowing possibilities became scarcer
and costlier, unemployment rates soared‚ and bankruptcies proliferated.
However, with the expiration of compulsory Ottoman tariffs rates in
1929, Turkey found the opportunity to implement more protectionist
trade policies. Hence, in the dust and heat of the depression years in
the world, Turkey intensified its economic independence efforts and
recorded impressively high rates of growth and industrialization in the
1930s, which is generally known as the “statist-protectionist” period. In
Chapter 4, M. Erdem Özgür and Eyüp Özveren examined this period and
its sequel, from 1929 to 1947. As they explicated, with state planning and
inward-oriented policies, significant industrial and infrastructural invest-
ments were undertaken during the 1930s with the purpose of creating
an independent economic structure. The developing urban economy was
the driving force, but farmers’ contribution was also significant. By the
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late 1930s, Turkey became a producer of certain important consump-
tion goods, which were previously imported. Agricultural sector also
contributed to economic growth, but there was no change in social rela-
tions in the countryside. A tiny bourgeois class started to emerge in that
period, and commercial and industrial sectors grew as well. Yet working
classes were still concentrated in the state economic enterprises. In time,
conflicts between statists and free-enterprisers began to arise among the
government circles.

Although Turkey achieved rapid industrialization in the 1930s, this
came to a halt with the Second World War. As a peripheral country, it
was not easy for Turkey to break the dependency relations, which were
established during the nineteenth century and continued until the Great
Depression. With the outbreak of the Second World War, the Turkish
economy started to suffer from increasing military expenditures, declining
production, falling foreign trade, rising inflation‚ and war profiteering.
The agricultural sector was hit the worst by the war and this, as well
as the post-war international conjuncture, created completely different
political dynamics in Turkey. The “statist” forces within the government
weakened. The price controls implemented by the state, especially on
foodstuff, led to black markets and speculation, which allowed some
merchants to accumulate huge amounts of capital and wealth thanks to
war profiteering.

After the Second World War, Turkey took its new position in the world
dominated by the US. In Chapter 5, covering the 1947–1960 period,
Yakup Kepenek elaborated how, after the war, Turkey shifted its economic
policies and steadily entered the US sphere of influence under the condi-
tions of emerging Cold War. By establishing close political and economic
ties with the US, Turkey reverted to external dependence and agricul-
tural specialization, along with the support of emergent private capital.
This orientation was very much in line with the restructuring of global
capitalism under US hegemony. Amid international and internal pres-
sures, the government also started to democratize and made a transition
to multi-party system on the eve of the period under consideration. A
new party, Democrat Party (DP), supported by commercial capital and
land owners, won the elections in 1950. Upon coming to power, the
DP started to focus on the “comparative advantage” of Turkey, that is,
agricultural production. Turkey also enjoyed “generous” financial and
technical aid from the US at that time, which became a new form of
dependency. A considerable portion of the financial aid was spent on
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importing tractors from the US, which significantly increased agricul-
tural production and productivity in Turkey. Such policies favoring rural
segments of society, which were neglected in the 1930s and the war
years, pleased the landowning farmers, so they continued to support the
DP. At the same time, this period saw many industrial startups, which
grew into Turkey’s largest private-sector corporations over time. These
included urban capitalists that succeeded during the statist period and
also the ones who accumulated capital in the agricultural sector and then
migrated to cities.

The DP wanted to continuously support the agricultural sector, as
farmers constituted its main vote base. It also sought to maintain high
economic growth on a regular basis. Favorable global economic condi-
tions of the early 1950s facilitated high growth rates in Turkey. Yet,
when these conditions started to reverse, a foreign-exchange bottleneck
emerged and foreign-borrowing requirement increased. The DP had no
systematic economic planning and reacted to the new economic realities
with ad hoc populist policies, which generated a high-inflation episode.
The economic difficulties and vulnerabilities peaked in the second half of
the 1950s and Turkey resorted to the IMF in 1958 for the first time
in its history. Deterioration in economic conditions was accompanied
by deterioration in democracy. The DP started to act increasingly in a
more authoritarian way, escalating political tensions seriously. Having an
economy based mainly on small producers, a high ratio of rural popula-
tion (close to 70%), and a very weak civil society, Turkey was still not a
mature capitalist country by the end of the 1950s. Only a certain section
of Istanbul’s industrial bourgeoisie was somewhat politically influential
and they were not happy with the DP’s ad hoc economic policies. As
the DP insisted on engaging in authoritarian practices, concerns mounted
over the difficulty of removing the DP from power through elections, as
it had a fairly large vote base in rural Turkey. Eventually, the DP govern-
ment was overthrown by a military coup in 1960, which was welcomed
by, especially the urban segments of society.

As examined and discussed by Ümit Akçay and Oktar Türel in
Chapter 6, the 1960 coup signaled the initiation of a new economic
model, the ISI, which represented a different strategy for capitalist accu-
mulation and a return to economic planning. With the new constitution
of 1961, Turkey extended not only civil and political rights but also
economic and social rights to its citizens, including the right to unionize
and strike. Hence, workers in the industrial sector benefited from these
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changes, but these changes were introduced by the state itself in a top-
down fashion, not as a result of workers’ own organized struggle. Turkey
still lacked a strong capitalist class at that time. However, during the ISI
period, this class strengthened remarkably. Therefore, the ISI period can
be considered a passage to a more advanced mode of capitalism, as Turkey
made a transition from a capitalism of petty bourgeoisie to a higher level
of capitalism with larger domestic corporations and more organized labor.

The economic policies of the 1960s emphasized industrialization,
economic development and social justice. The pace of industrializa-
tion increased through public and private investments. Wages in the
formal sectors increased along with industrial profits. Unlike some other
countries implementing ISI, Turkey did not rely much on FDI during
this period. However, relatively lower levels of FDI did not mean
that the Turkish economy was becoming independent. For instance,
Keyder (1987: 150–155) argued that Turkey’s development during the
ISI period was part of global capitalist development, and the Turkish
economy was markedly connected to the world capitalist system. The
economic policies included the protection of domestic industries by tariff
and non-tariff barriers and the extension of the economic role of the
government (especially through state-owned enterprises) with a focus on
the domestic market. Although ISI was instrumental in Turkey’s diversi-
fication of domestic production, most notably toward durable consumer
goods (especially household appliances), its dependence on imports of
intermediate and capital goods and foreign technology continued and
even expanded.

Up until the 1970s, Turkey’s large business groups supported the
ISI strategy, as they were able to make huge profits in the protected
domestic market, along with incentives provided by the state. However,
as the global economic conditions deteriorated and their profit margins
narrowed, they supported the 1971 military memorandum and inter-
vention that curtailed some of the labor rights. Henceforth, difficulties
arose in domestic capital accumulation under worsening global economic
conditions triggered by the dissolution of the international monetary
system and the First Oil Crisis in 1973. Labor unions became a heavier
burden on capitalists under those circumstances. Despite increasing
external imbalances, Turkey could continue with its ISI policies until
the end of the 1970s thanks to the workers’ remittances coming from
Turkish migrant workers in Europe. The 1970s were also the years of
extreme political instability in Turkey, as eleven government changes
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occurred between 1971 and 1980. There was also severe political violence
between left-wing and right-wing factions. Delaying the crisis of ISI
in Turkey turned out to be all the more difficult when the global
economic conditions deteriorated further with the Second Oil Crisis in
1979. Confronted with a serious foreign-exchange bottleneck, Turkey’s
large current-account deficits were becoming more and more difficult to
finance, as the country was unable to find external funds. The ISI model
was brought to an end amid such a severe financial crisis. A neolib-
eral reform package, known generally as “24 January Decisions,” was
announced and started to be implemented in 1980. This reform package,
which was supported by the IMF and OECD, was prominently anti-labor.
It was not easy to implement it under democratic conditions. Hence‚
another military coup occurred on September 12, 1980, which is usually
regarded as the harshest military takeover in the history of the country.
The military regime that lasted for about three years proved to be instru-
mental in breaking the political deadlock and implementing the economic
reforms by force.

24 January Decisions and the subsequent military coup signaled the
beginning of the historically most crucial transformations in the Turkish
economy, moving the country toward a market-based and export-led
model, that is, neoliberalism. In fact, Turkey was one of the first devel-
oping countries to adopt the neoliberal policies, which were later also
referred to as the “Washington Consensus” policies. These policies
involved both stabilization measures and structural adjustment programs.
This broad transformation from the state-led ISI to an export-oriented
free-market model indicated a new mode of integration to the world
economy, which required the reduction of domestic consumption, along
with lower industrial wages and lower agricultural prices. This new model
entailed important changes in Turkey’s political-economic structure, as
the developmentalist alliances of the ISI period were dismantled and new
power blocs, such as rentier and exporting capitalists, emerged. The new
1982 constitution strictly limited civil and political rights, but especially
the labor rights. The 1980s was the decade when a center-right alliance
started to dominate Turkish politics (Waterbury, 1992). This alliance had
a set of attitudes that favored private enterprise and reduction of state
intervention in the economy. The “allies” and beneficiaries of this new
export-led growth model were big holding companies and trading houses,
the banking sector, upper strata of state bureaucracy, part of officer corps‚
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and some segments of urban middle classes, not to mention the support
of the IMF, the World Bank‚ and international commercial banks.

In Chapter 7 by Ziya Öniş and Fikret Şenses, this radical shift in
economic policy toward neoliberalism is elaborated through a review of
gradual implementation of the first-generation neoliberal reforms. Trade
and financial liberalization of the 1980s continued and deepened in the
following decades and spread to most spheres of economic and social life,
such as labor markets and agricultural, health and education sectors. Such
a broad socioeconomic transformation had also important sociopolitical
consequences. These policies were initially implemented by the military
regime (1980–1983) and later under the Motherland Party (ANAP )
governments (1983–1991). Turgut Özal, the architect of the 24 January
Decisions, first served under the military government and then founded
his own party ANAP, which came to power with the 1983 elections.
The initial results of the neoliberal program were impressive, as export
revenues increased significantly and the economy recovered from the
turbulence of the late 1970s. Inflation was also somewhat curbed in the
early years of the 1980s, but it later increased and became a major chronic
problem for Turkey up until 2004. Exports increased with the devalua-
tion of Turkish Lira and suppression of labor and wages within the context
of the new export-led growth model. However, imports rose more than
exports along with trade liberalization, and Turkey continued to run trade
and current-account deficits. Özal’s push to open up the capital account
of balance of payments in 1989, despite the Central Bank’s opposition,
was a major turning point for the Turkish economy. Such financial liberal-
ization before building up the necessary legal and institutional framework
was considered “premature” and created an environment of rampant
and long-term macroeconomic instability, as the Turkish economy was
rendered highly vulnerable to financial shocks due to the volatile and
speculative short-term capital flows. Corruption, rent-seeking, inequality‚
and structural poverty also increased in the first two decades of neolib-
eral transformation, similar to other developing countries implementing
neoliberal policies.

In the 1980s, working classes and farmers were the main losers, while
commercial bourgeoisie and rentiers benefited the most from neolib-
eral transformation. Despite the fact that Turkey returned to formal
democracy in 1983, it could never become a fully fledged democ-
racy under the 1982 constitution, which was endorsed by the military
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regime. Contrary to the claims of neoliberal ideology, “clientelism” and
corruption continued and even intensified under neoliberalism.

Nevertheless, the losers of neoliberal policies could no longer be kept
economically repressed under the “democratizing” political conditions of
the late 1980s and early 1990s. Free political competition restarted in
1987. Under those conditions, Özal started to add a “populist” dimen-
sion to his neoliberalism, as his economic policies began to hit hard
the lower and middle classes. As part of ANAP’s electoral alliance was
also hurt by neoliberal policies, they were provided with discretionary
and compensatory public funds. With the labor strikes of 1989, wages
were substantially increased. Eventually, in the 1991 elections, ANAP was
removed from power, and a coalition government was formed by the two
leading opposition parties.

Despite high hopes for equality, growth‚ and democracy, the 1990s
turned out to be a “lost decade” for the Turkish economy, as analyzed
by Erinç Yeldan in Chapter 8. It also witnessed unstable coalition-
governments, paving the way for the rise of AKP in the early 2000s.
Turkey maintained its neoliberal policies in this period, but no significant
new reforms were introduced. Turkey was caught up in a vicious fiscal
and financial circle due to its “premature” capital-account liberalization
in 1989. The growing public expenditures were leading to high interest
rates; high interest rates were attracting foreign-capital inflows, but they
were causing the Turkish Lira to appreciate, leading to trade and current-
account deficits. Hence, all macroeconomic balances went from bad to
worse, while inflation rose to record high levels. All this was happening
in a global context of financialization.

The “second generation” neoliberal reforms, which started to be
implemented by many other developing countries such as Argentina
and Brazil in the 1990s, were delayed in Turkey for political concerns
up until the 2001 crisis. As explained by Yeldan, the 1990s in Turkey
revealed the limits and the problems of financial liberalization relying on
short-term capital inflows. This dependency on short-term foreign capital
undermined the Turkish state’s capability to design sound and cred-
ible economic policies that would promote long-term growth, economic
development‚ and social justice. At the same time, global conditions for
“emerging markets” deteriorated due to the 1997 Asian crisis, which later
triggered the 1998 Russian and 1999 Brazilian crises. Sensing that the
Turkish crisis was the next, in December 1999, the coalition govern-
ment of the time agreed on a Stand-by Arrangement with the IMF,
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aiming to bring down inflation through an exchange-rate-based disinfla-
tion program, accompanied by the usual prescriptions of tight fiscal and
monetary policies and structural reforms. In December 1999, Turkey was
also granted the applicant status for EU membership; however, all the
optimism faded away as the IMF program backfired and Turkey was hit
first by a banking crisis in November 2000 and then by a very severe
financial and economic crisis in February 2001.

In Chapter 9, Erol Taymaz and Ebru Voyvoda investigated the 2001–
2009 period, when Turkey, as a “latecomer” among its peers, adopted
the institutional “good governance” agenda comprising the “second-
generation” neoliberal reforms within the context of Post-Washington
Consensus. In the aftermath of the devastating crisis in 2001, the struc-
tural and institutional reforms that were delayed in the 1990s were
finally initiated through an economic program designed and executed
by an externally appointed economy minister, Kemal Derviş, who left
his position as Vice President in the World Bank. The 2001 crisis was
presumably the most devastating economic crisis in the history of the
country, along with its drastic sociopolitical impacts. The Derviş reforms
transformed the policymaking environment in Turkey, as the state’s
discretionary economic orientations were dismantled under the influence
of the IMF, the World Bank‚ and the EU. Turkey could eventually stabi-
lize its economy, but it did not suffice to prevent the complete defeat
of the coalition parties in the 2002 general elections. AKP, which was
founded just one year ago, won the elections with a significant parliamen-
tary majority so as to put an end to the long-lasting episode of coalition
governments. Behind AKP’s electoral success was the immense loss of
credibility on the part of the existing political parties due to the “lost
decade” of the 1990s and the subsequent 2001 crisis.

The rise of AKP is linked to Turkey’s entrance to a new phase of
capitalist development after 2001, that is, the “second phase of neolib-
eralism.” Thus, the crisis of the first phase of neoliberalism was resolved
with a transition to its second phase. AKP continued with Derviş’s
reform package and even signed a new agreement with the IMF in 2005.
Economic stabilization went hand in hand with the global economic
boom, allowing Turkey to record high growth rates between 2002 and
2007. Economic growth helped AKP win the following elections and
consolidate its political power.

Like everywhere else, this new phase of neoliberalism recognized
the importance of rules-based decision-making processes and politically
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independent regulatory bodies. Along with the independence of the
Central Bank, inflation was finally curbed remarkably. Reforms in the
fiscal area resulted in significant reductions in budget deficit and public
debt. New independent regulatory agencies were created, while privati-
zation speeded up. All these domestic developments, accompanied by a
financial-expansion episode at the global level, paved the way for unprece-
dentedly high FDI flows to Turkey. AKP’s backbone was the small- and
medium-sized enterprises, which highly benefited from these economic
developments. These generally newer, smaller and provincial capitalists of
mostly labor-intensive industries were among the founders and earnest
supporters of AKP. Conservative and religious in outlook, they had not
benefited from the state incentives during the ISI period, nor did they
have very close relations with the state in the 1980s and 1990s, unlike
the bigger and older corporations. As AKP came to power, these more
provincial businessmen started to enjoy state benefits, especially through
big public tenders that helped them to grow and start to rival the
“senior” business circles represented by the Turkish Industry and Busi-
ness Association (TÜSİAD). However, presumably, what was politically
more beneficial for AKP were the new socioeconomic support programs
covering the poorer sections of society, such as conditional cash programs,
which increased the popularity of AKP, especially among the working-class
people. In fact, this second phase of neoliberalism also emphasized social
protection and welfare in the form of direct income supports and condi-
tional cash transfers, which, however, were highly susceptible to political
clientelism.

Helped with ample global liquidity of that time, for a while it seemed
that Turkey was improving both on the economic and political fronts, as
AKP also initiated some democratic reforms. However, as Taymaz and
Voyvoda indicate in their chapter, this new political-economic orientation
did not imply any significant shift in Turkey’s dependent-development
patterns. On the contrary, Turkey’s current-account deficits not only
persisted but also grew considerably, augmenting the need for and depen-
dence on external finance through FDI and foreign borrowing. In fact,
as the policymakers preferred to let the “market” to reallocate resources
in accordance with the neoliberal paradigm and did not follow any
well-designed industrial policy that could transform the structure of
production and foreign trade, Turkey’s dependency increased further and
its economic growth could not be upgraded to a sustained path.
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As a matter of fact, the optimism in the economy and politics started
to gradually diminish once the effects of the 2008 global crisis kicked
in. As liquidity in global markets shrank, FDI to Turkey decreased and
the country started to rely more and more on short-term capital flows
to maintain economic growth and finance current-account deficits. The
growth rates started to exhibit higher volatility. Both before and after the
global crisis, the years of higher growth rates were also the years of higher
current-account deficits. This pattern indicated that Turkey’s growth was
based mainly on consumption and foreign debt, rather than on produc-
tive investment and employment-creating production. Thus, the Turkish
economy became more dependent on foreign-capital inflows to sustain
growth. In Chapter 10, Korkut Boratav and Özgür Orhangazi focused
on this final and troublesome era of the Turkish economy characterized
by severe financial instabilities along with increasing political authoritar-
ianism. From 2009 to 2020, the accumulated vulnerabilities from the
previous era persisted and deepened, while the crisis tendencies esca-
lated. Eventually, starting from March 2020, Turkey’s fragile economy
was also faced with the adverse effects of the Covid-19 pandemic. Even
before the pandemic, the Turkish economy’s dependence on foreign-
capital inflows and imports had increased, while the external debt stock
had peaked. Under these worsening economic conditions, the popularity
of AKP started to diminish while AKP and Recep Tayyip Erdoğan started
to act in more authoritarian ways in both the political and economic
domains. Since around 2010, civil and political rights have been increas-
ingly curtailed, and political opposition has been repressed. Meanwhile,
AKP has tried to maintain economic growth by relying on credit expan-
sions. Hence, in roughly the last ten years, a “debt-led” economic growth
has been further encouraged and supported by the government through
an increasing role played by public banks. As Boratav and Orhangazi
discussed, the Turkish economy has also faced a “premature deindustri-
alization” tendency as the prospects of productive capital accumulation
worsened.

In the meanwhile, credit expansions and clientelist rent-generating
redistribution policies of the AKP were somewhat conducive to sustaining
its large electoral support. To be sure, AKP is not the first political party
with clientelistic links to the electorate in Turkey, but it has created
a more systematic and larger-scale clientelism due to its unprecedent-
edly long-lasting and high electoral performance and political dominance.
Erdoğan’s populist discourse has also been instrumental in consolidating
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his electoral support. Despite the fact that his supporters also started to
suffer from worsening economic conditions, they continued to vote for
AKP. In fact, the labor policies of AKP have been quite regressive, dete-
riorating the working conditions and structural power of labor. Indeed,
the AKP era has also been the period of the most severe deunionization in
Turkey. Yet the particularistic, Post-Washington-Consensus-inspired social
policies of the AKP were quite effective in terms of dividing, co-opting‚
and pacifying the working classes and increasing overall clientelism in
Turkey (Özdemir, 2020).

AKP’s connections with the provincial small- and medium-sized bour-
geoisie have also had crucial implications. The symbiotic relationships of
these business groups with the AKP paved the way for a particular version
of “crony capitalism” in Turkey. The economic resources at the disposal
of AKP have allowed it to reward loyal businesses and punish the oppo-
nents. In return, the businesses nurtured by the AKP made investments
in pro-government media, in-kind donations to the party‚ and pro-AKP
charities and campaign contributions, supporting and prolonging the
AKP hegemony. While AKP’s political hegemony has grown, political
tensions and societal polarizations have escalated. The 2013 Gezi protests,
which started in Istanbul and spread throughout the country rapidly,
were significant in terms of demonstrating the massive political discon-
tent. In 2016, a coup attempt was averted by the government. Then, in
2017, through a slim majority in a referendum, the government replaced
the parliamentary system with a Turkish version of presidential system,
concentrating all the political power in the hands of President Erdoğan.
In fact, the independence of regulatory agencies and the Central Bank
began to be eroded from roughly 2010 onward; however, the presiden-
tial system carried the erosion to new heights. Erdoğan has constantly
pressured the Central Bank to keep interest rates low, paving the way
for the currency crises in 2018 and thereafter‚ leading to the enormous
meltdown of foreign-exchange reserves held by the Central Bank. In the
meantime, all economic and bureaucratic power shifted to the AKP loyal-
ists. Concerns over nepotism have also mounted as Erdoğan appointed
his son-in-law first as Minister of Energy and Natural Resources and then
Minister of Treasury and Finance, who had to resign in late 2020 upon
(presumably) the reserve-meltdown affair. Turkey has faced a complete
politicization of its state institutions, weakened judiciary oversight and
independence‚ and vanishing rule of law.
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In sum, under a cross-class political coalition among the winners and
losers of neoliberal globalization, AKP has led a conservative counter-
movement in Turkey (Güven, 2016). Although the 2019 local elections
demonstrated the declining popularity of AKP, it remains to be seen
whether a democratic change in the government is possible. As of the
writing of this text in 2021, Turkey is in a deep political-economic crisis,
but it is difficult to predict toward where the crisis will lead Turkey.
Perhaps it is high time to remember Antonio Gramsci: “The crisis consists
precisely in the fact that the old is dying and the new cannot be born; in
this interregnum a great variety of morbid symptoms appear” (cited in
Hoare & Smith, 1971).

All in all, this book as a whole suggests that Turkey is a captivating case
to analyze the relationship between capitalism and democracy in a semi-
peripheral context. It is one of the most prominent examples within the
family of developing countries that failed to achieve sustained growth and
development. Its dependency patterns have been historically instrumental
in this failure. Having been unable to jump to the high-income country
status, its failure in democracy is even more striking and discernible, but
not surprising. After all, developing countries have particular structures
and institutions that emanate from their national histories, which make it
more difficult for progressive and pro-democracy classes to emerge and
gain permanent strength. Turkey has been no exception in this regard.
More recently, indeed, neoliberal globalization has made it all the more
difficult to cultivate political-economic development due to its essentially
pro-capital and anti-labor orientation. Consequently, despite the impossi-
bility of predicting the future, we can at least suggest that the economic
and political turmoil in Turkey is not likely to end in near future.
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İnönü, İsmet, 114, 143
instability, 231, 253
institutionalism, 31
institutions/institutional, 136, 137,

142, 145, 149, 152–154, 157



338 INDEX

interest rate, 150, 231, 232, 237,
240, 242, 244, 246, 250, 251,
253, 254

International Bank for Reconstruction
and Development, 127

International Development
Association (IDA), 166

International Finance Corporation
(IFC), 166

International Monetary Fund (IMF),
12, 20, 27, 28, 31, 37, 38, 108,
127, 136, 137, 143, 150, 151,
156, 165, 168, 182, 185, 198,
201, 202, 204, 205, 207–209,
211, 223, 228, 235, 245, 246,
248–250, 253, 258, 267, 268,
281, 282, 288, 307, 310, 321,
323–326

Interventionism, 80
investment, 235, 251, 288–290, 294,

298, 302, 304, 308
Islam, 153

J
Janissaries, 52, 53
24 January 1980 (decisions), 198,

203, 213
24 January Decisions, 323, 324
Japan, 14, 16–18, 21–23
jobless growth, 269
joint-stock companies, 55, 63
Justice and Development Party (JDP),

3, 258, 259, 267, 269, 275, 288,
291, 294, 304, 307–310

K
Kadro, 118, 122, 125, 128
Kadro movement, 317
Kaldor, Nicholas, 174, 175
Karabük Iron and Steel Factory, 117
Keynes, John Maynard, 111, 112

Kohl, Helmut, 229
Korean War, 138, 149

L
labor, 141, 147, 148, 152, 154, 228,

229, 232, 233, 238, 239, 245,
253, 254

laissez-faire capitalism, 21
laissez faire, laissez passer , 83
land, 146, 152
Landes, David, 108
land reform, 125
Latin America, 6, 16, 28, 30, 40,

198, 199, 208, 212–216, 218,
220, 245, 247, 317

Lausanne Treaty, 92, 93, 96, 97, 99
Law for the encouragement of

industry, 85, 99, 101
(legal) extraterritoriality, 53, 57
less-developed economies, 7, 10
Levant, 58
Levant Company, 56
liberal/liberalism, 156, 158, 159
liberalization, 197–199, 203,

205–207, 210, 212, 215, 218,
228, 231–235, 239, 244

liquidity, 230, 246, 248–252
List, Friedrich, 108, 129
long depression, 14, 80
Lord Palmerston, 56
lost decade, 227, 235, 238, 253

M
Macedonia, 59, 63
Mahmud II, 53
managed capitalism, 21
manufacturing, 147
market, 136, 137, 143, 147–150,

152, 156
Marshall Aid, 22
Marshall Plan, 138, 153



INDEX 339

mechanization, 146, 151
Menderes, Adnan, 150, 152, 154,

155, 159
Menem, Carlos, 213, 214
mercantilism, 13, 17
Mexico, 198, 213, 214, 218, 230,

231
Middle East, 154
middle-income trap, 315
migration, 151, 153, 156
military coup, 321, 323
1960 coup, 321
1971 military memorandum, 322
1980 coup, 323

military regime, 323–325
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