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Abstract

The risks and benefits of financid liberdization as a complement of trade liberdization has been
one of the highly debated issues in the current economic analysis. The article focuses on the
politica economy of Turkey in the 1980s and 1990s to illustrate the importance of the underlying
ingtitutiond infrastructure and the accompanying economic and politica actors involved h it on
the economic outcomes attained in the end. The ambitious program of deregulating the country’s
financiadl markets together with the ongoing processes of liberalizing commodity markets and
integrating with globa capital markets was expected to bring about fiscal and monetary stability,
enhance business confidence to invest in productive sectors, stimulate stable growth and reduce
the inflation rate while preventing rent seeking behaviour in both public and private spheres.
However, in contrast to these expectations, the new hegemony of capitd markets has gone hand
in hand with deteriorating macroeconomic performance, deteriorating public deficit, increasing
corruption and rent seeking behaviour, worsening income distribution and further isolation of the
state bureaucracy from society dong sde with increasing authoritarianism and crony capitalism.
The article tries to reved the underlying reasons behind this divergence of the neo-liberd
economic program from the expected results and argues that the inditution building (in)capacity
of the country played an important role in the depressing results attained in the end. The rent
seeking codition among busness community, state bureaucracy and the military is dso given
specid emphasis while discussing the factors which have led to the falure of the economic
programs Turkey tried to undertake.



INTRODUCTION

The impact of domedic and externd financid liberdization and deregulation has been
one of the highly debated issues in the contemporary economic andyss especidly over
the course of last two decades. In this respect, athough, starting from early 1980s, there
has been a growing consensus among the mgority of economids, internationd financid
inditutions and most policy makers on the favorable impacts of this neo-liberd economic
program, especidly after the non-stop criss era of 1990s, the negative and destructive
effects of uncontrolled capita flows Started to be given more atention by the groups
mentioned above, a least in the developing countries?

The advocates of financid liberdizationas an indispensable complement of trade
liberdizationgart ther argument from the so-cdled intrindc efficiencies, farness and
Hf-regulating capacity of markets. These three aspects of “free markets’ are assumed to
generate economic outcomes far superior to those, which might be generated by even the
best intentioned and technicaly sophidicated date-led controls and interventions. It is
grongly beieved by the members of the aforo-mentioned group tha the liberdization
and opening-up of capitd controls will inevitably result in an optimd dlocation of capitd
and resources on the global scale?

As a naturd outcome of this faith in the miraculous outcomes of the liberdization
of markets, the economic programs implemented in semi-indudria countries are built
upon a common theoreticd framework and embody a number of standard policy
insruments (Calvo et a, 1996; Rodrik, 1996; Bird, 1998). However, the countries going
through this liberdization process differ widdy in ther capacity to implement the
generd-standard framework drown upon them, and in the degree of success achieved in
the end (Onis, 1992:4).

The current article proceeds from the above premise and tries to discuss the
vaidity of the dam that higoricdly determined-ingtitutiona characterigtics, and the
politica environment of the country (that is Turkey in our case) are of crucid importance
in determining both the nature of the adjustment process and the following economic
performance. In this respect, we will argue tha the organization of the dtate structure and
the rent didribution among the actors involved in it and the accompanying inditutiona



framework conditute the key dements determining the path which to be followed during
and after the post-1980 neoliberd policies in the Turkish case. These dructurd
conditions will help us to illuminate why we observe radicaly different responses among
developing countries to the ongoing economic liberdization programs tha has
surrounded them as a part of the ongoing globdization age.

In our search for an answer to the above questions, the Turkish experience snce
the 1980s provides us with an interesting case study for the rdationship between the
state, business, society and the international economic system from the outset.

To be more gpecific, the current paper will try to reved the underlying
components of the neolibera policies implemented in Turkey since early 1980s and to
discuss the degree to which the inditution building capacity of the country contributed to
the following economic development. The link between the pre and pogst liberdization
crigs experience will dso be discussed with specid emphasis on the crisis experiences in
the post 1990 period under afully liberalized capitd account Structure.

THE HISTORICAL HERITAGE

The year 1980 conditutes a corner stone in the modern economic history of Turkey.
Following a mgor baance of payment criss in the late 1970s, Turkey emerged as “the
tes case for the newly implemented World Bank (WB)-Internationd Monetary Fund
(IMF) joint programme involving cross conditionality” (Schick, 1987:333-365; Rodrik,
1990b; Onis, 1998:192) The criss adso brought about the ending of the aready-exhausted
import subditution regime in the country. The program designed by these twin
inditutions amed a dabilizing and liberdizing the dosed-inward oriented economic
dructure in Turkey and at shifting it to an outward-oriented path of development.

Severd scholars have dready discussed the underlying reasons behind the
sdlection of Turkey as the test case for this ater to be well known-standard structura
adjusment package (Rodrik, 19903, 1990b; Atiyas, 1995;Yeldan, 2001:. 25-56). The
man outlines of these arguments can be summarized as follows, firgly, the timing of the
crisgs was important for the criss in Turkey took place in late 1970s, just before the Latin
American debt crigs. The second factor is related with Turkey’s drategic role as an



integra part of the NATO dliance in a two-polar world. Thirdly, these twin inditutions
needed a test case to prove to the world the correctness of the highly debated neo-liberd
economic policies and the —promised- accompanying benefits of the free market model.

As a pat of this program, Turkey received five successve sructurd adjustment
loans (SALs) from the World Bank (WB) in the period 1980-84. In addition to financid
reources made directly avalabdle, the programme was aso influentid in providing a
ggnificant flow of resources from other officid creditors, manly from the governments
of the OECD countries. Congdering the size of the financid assstance generated to other
countries under Smilar adjustment programs, the amount provided to Turkey appears to
be sgnificantly greater than the rest during early 1980s.

Having dready provided a consderable amount of financid resources, the WB
and IMF were willingly committed to the success of the Turkish experiment and wished
to project it as “a model of success’ to the rest of the Less Developed Countries (LDCs)
to be followed.

Figure 1: Percentage Change in Gross Nationd Product

Gross National Product % Change 1950-1999

122 LA /\/A\/\v/\ A A — At 1987
\V\/VV\\/\/\—/V\”{\ Prices

Source: State Planning Organization (SPO), Main Economic Indicators, June 2001; Central Bank
of Republic of Turkey (CBRT)
(*)GNPfiguresfor 1950-1967 period are based on the growth rates of 1968=100 GNP series.

The Turkish economy, darting from late 1950s to late 1970s, was characterized
by an import-subgtitution regime. The growth rates during the 1960s were sgnificant
comparing to those attained in the course of post 1980 era (see figure 1). The
implementation of fird five-year plan in 1963 condituted the darting point of the



inditutiondization of the Import Subdituting Indwdridization (IS)) regime in the
country. Under five year plans, the import regime acquired quite a redrictive character in
time while the quantitative controls on trade gained momentum and overvaued exchange
rates’ became the main features of the system (Baskaya, 1986:161-181).

Increasing dependence on imports, deteriorating current account balance, negative
interest rates, two OPEC crigs, political insolvency and increasing fragmentation in the
society among margind political groups were the broad headlines of the last stage of the
above sysem in late 1970s. One of the interesting features of the era is the fact that
During 1S years, accumulaion process highly depended on policy and poalitics rather
than markets® Entrepreneurs became incressingly depended on the state and bureauicracy
and on the subsdies (through direct and indirect ways) provided by the latter rather than
exploiting the opportunities created by the maket itsdf. This politicd and economic
environment crested vast opportunities for wide-range rent seeking behaviour among the
business community as the business people competed for the specid set of incentives (in
the form of chegp credit avalability, chegp foreign exchange through dae banks,
permisson for import of certan intermediate and fina goods, etc.) provided by the dtate
(Boratav, 1993; Onis 1993; Bakan et a, 1998).

Strict controls and redtrictions on prices, exchange and interest rates, import and
export transactions (in the form of import licenses and foreign exchange regulations)
were some of the accompanying features of the above system. Foreign exchange and
bank credit were subject to severe rationing-the criteria for which was not clearly known-
and there exigted fierce competition among the business people for the above provisons
gnce access to these resources guaranteed exceptiondly high profits in the highly
protected Turkish domestic market. The system, as a result, encouraged and generated
serious morad hazard problems and rent seeking behaviour on a systematic basis in both
public and private spheres.

The 1S experience in Turkey, hence inevitsbly gave rise to a narow
disributional  codlitio® among the state bureaucracy, the military forces (the role of
which will be discussed in detall in the following sections) and the business community.

While the severe economic crigs that hit the country in late 1970s brought the
system to a hdt and made its continuation impossible under existing conditions, a change



in the rules of the game became dmog inevitable. Under the directions of internationd
financid community, Turkey tried to undertake a profound switch in the philosophy of
dae dructure manly concerning its role in economic affars. The new economic (and
political) policy amed a reducing the Sze of the public sector involvement in the red
sector through its operations of SEEs as well as a reducing the degree of intervention in
the organization of the market activities.

On the other hand, it is dso posshble to interpret the policy shift in 1980s not as a
radica departure but as a continuation of the previous “rent digtribution targets’ but on
different grounds. In retrogpect, the state bureaucracy in Turkey directly aimed at creating
a domedtic bourgecise and busness class dating from early 1920s.(Bugra, 1994;
Keyder, 1987). The IS policies were, in some sense, implemented as a tactical
manoeuvre focused on this broad am. The subsequent demise of [S-after the
continuation of the existing system proved to be unsustainable (as can be seen n graph 1
with the sharp fluctuations and negative growth rates especidly in the course of 1970s)-
with the deepening of the severe baance of payments crigs in late 70s and the switch to
liberd open market economy was nothing but an effort to continue the previous rent
digtribution targets through a new path. The changes in the internationd environment and
the changing demands of the ripened domestic bourgeoise were aso among the factors
contributed to the policy shift in thisera.

As a part of this broad program, in the course of the 1980s,Turkey went through a
step-by-gep liberdization in its economy. Liberdization of the foreign trade regime,
remova of exchange rate controls, adoption of specid policies with generous incentives
to attract foreign direct investment, liberdization of market interest rates to encourage
privete savings, privatization of SEEs, and shifting to income transfers through public
goending (modtly in the form of interet payments) indead of price mechanisms via
subsdized pricing of SEEs (which were used as one of the man policy instruments in the
previous era to provide cheap indudtrid inputs for the private sector) were some of the
components of the new economic program implemented under the guidance of IMF and
World Bank.(Onis, 1998:183-196)



In the find dtage of this program, the August of 1989 witnessed a complete
trangtion to an extremey liberd capitd accounts regime “even by the sandards of
advanced economies with highly developed financia markets.””

On the other hand, when we turn to the politicdl sSde of the picture, the whole
process of sructurd shift from 1Sl regime to the outward oriented free market model was
accomplished under military rule tha “officidly” continued from September 1980 till
late 1983 but effectively lagted till first free eections-after the cou’ p detat-in 1987.

Figure 1 displays the cyclicd character of the Turkish economy where sharp
fluctuations in growth raes and dternating criss eras were of an integrd pat of its
development path even before 1980. However, dthough the year 1980 conditute the
dating point for the Turkish neo-libera experience, August 1989-which mark the shift to
full capitd account liberdizationappears as the Achilles Hed in its trgectory. Since
then, Turkey has been exposed to the ingahilities and accompanying problems and risks
of financid liberdization and deregulation which proved themsdves with three mgor
criss in the post 1990 era which made a sharp contrast to the initid risk-free phase of the
reformsin the early 1980s.

The reasons of the sudden recovery of the economy and the accompanying high
growth rates in the early 1980s can partly be explained by the absence of distributiona
pressures during the fird phase of the liberdization package (Boratav, 1990:199-224,
Onis, 1992:12-23). The military government during the years between 1980-1983
imposed grict redrictions over trade union rights and labour's bargaining power. Ye,
even dfter the retrandtion to democracy in November 1983 considerable redtrictions
over labour's bargaining power continued to be held-while a the same time holding the
ban over the parties established before the 1980 takeover. Repressed real wages of |abour
and cvil sarvants and the following congderable decline in the purchasng power of
these groups were the accompanying features of the new system. Moreover, it can further
be argued that the initid fast recovery of the economy and the boom cycle was enabled
patly by the huge income transfers from the working classes to a smdl indudridist
group in the countn®. The return to the multi-party democracy took place with the
elections in 1987 and from then on (till 1994) we observed an attempt by the losers of the

new modd-namely the workers, public servants, and the agriculturd workers-caused by



the Structurd adjustment program to reorganize themselves and to recover the losses they
had incurred over the past years (Boratav et a, 1996:373-380; Onis, 1998:495-508).
Figure 2:

Consolidated Central Budget Balance-Percentage
Distribution 1975-2000
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Source: SPO, Main Economic Indicators June 2001; Undersereteriat of Treasury and Foreign
Trade (UTFT) Main Economic Indicators, CBRT.
(*) The year of 1982 covers 10 months

As can be seen from figure 2, the share of current expenditures (most of which
consst of personne expenditures) in the consolidated budget decreased from amost
52%in 1975 to 37% in 1988. The years between 1987-1993 witnessed a rapid recovery
period for the losars of the system demondrating itsdf with the sharp increase in the
share of the current expenditures up to 56% by 1992.

Hence, a digtinguishing feature of Turkey during late 1980s and early 90s was the
reemergence of a didributiond conflict between the losers and the winners of the new
sysem in the society. However, as we will discuss in the following sections, the conflict
did not last long and once again be solved in favour of the busness class in the face of
another serious crigis in the post reform era in 1994. Following the 1994 crids, the share
of current expenditures in the consolidated budget expenditures declined to around 21.4%
by the year 2000 from its peak of 56% in 1992.

The éements of the post 1987 cycle are clearly demonsrated by the sudden
increase in the share of public expenditures in GNP form 16% in 1986 to 24% in 1993.
Within the public expenditures, especidly the rise in current expenditures was griking
which reflects the size of the public sector wage booms in the period of 1989-91. Another
griking ement in this period was the record rise in PSBR/GNP ratio (12% of GNP in
1993), especidly just before the crisisin 1994,



Neverthdess, this kind of populig cycles is not a novd phenomenon in the
Turkish trgjectory (Keyder, 1987:293-307; Onis, 1998:495-512). The pre-liberdization
period witnessed severa upward-downward swings generated mainly by this kind of
populist public expenditures. However, the distinguishing factor in the post 1989 era has
been the implementation of full capita account liberdization whereby the pace of fiscd
expansionism became heavily dependent on the continuation of the highly volaile and
reversble short term international capitd flows. In this respect, table 3 is hdpful in
showing the close corrdation (with a time lag) between growth rates atained and the
short-term capital movements poured into the country.

Figure3:
Growth and Capital Flows in Turkey 1984-2001
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Source; SPO, Main Economic Indicators 1950-1997; CBRT
(*)The data for 2001 covers the period up to 8" month.

It is argued by severd scholars that “capitd flows towards developing countries
aise from dructura conditions which are unlikey to change dramaicdly in a short
period of time’(Strange, 1986; Knight, 1998:1185-1200; Boratav, 2000:1032-1037). In
this respect, without having the necessary regulatory framework in the economy, large
current account deficits are expected to accompany premature implementation of the neo-
liberd policies. Furthermore, the sudtainability of large trade and public deficits has dso
become possble by the avalability of short-term capitd flows, which is highly volatile
by nature.

Turkish experience provided ample evidence for the above propostion that the
regulatory framework and the inditutiona infrastructure are indeed of specid importance
for the success of liberdization packages, which mostly carry a uniform character. In an
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environment characterized by under-developed cepitd markets, economic and politica
indability and uncertainty that is accompanied and simulated by a highly unstable and
fragmented paty sysem together with a srong military dominance over the public
gphere-which is quite untransparent in itS economic activities, Turkey faced quite a
digtorted cepitd account gructure. In spite of the implementation of quite a libera FDI
dructure and severa incentives (i.e. in the form of land provisons, tax exemptions, €c.),
the inflows of Foreign Direct Invesment (FDI) remaned a margind leves while large
budget deficits made the country more and more dependent on short term capitd flows.
The ratio of FDI to overdl capitd inflows have been rdatively low comparing to the
levels attained by other emerging markets (see figure 4) (Y enturk, 1996:151-169).

Figure 4:
Comparison of FDI and Portfolio Flows
1984-2001
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Source: SPO Main Economic Indicators June 2001; CBRT.

In this respect, Turkey’s post 1980 neo-liberd era has suffered serious problems
and the digtorted capitd account structure is not the only one among them.

In retrogpect, there is a growing controversy among the economists familiar with
the Turkish experience on the underlying reasons behind the dramatic gap between the
expected gains from market led outward oriented growth path and the depressng results
that have been achieved 0 far (Cizre-Sakdlioglu et d., 2000:483-487). The point of
departure is whether this “disappointing performance’ is because of the domestic policy
falures and the accompanying deviaions from the dructurd adjusment programs or
amply because of “ the inherent difficulties with the neoliberd adjusment modd, or a
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leest in the Turkish setting (Boratav at d., 1996:391) or is it a problem generated by
timing and sequencing migtekes during the implementation of the policy objectives
(McKinnon, 1982; Frankd, 1997). The last two arguments originate from the premise
that the developing countries share common dructurd problems in ther inditutiond
settings and the policies that are designed to liberdize the economy may adso produce
“frictions, inequdities, uncertainties, discontinuities and an  unbaanced-distorted
economic sructure at the outset” (Cizre-Sakalioglu et ., 2000:482).

Especidly in countries like Turkey where there is dill a strong Sate hegemony
over the socey with its militay and legidative inditutions, lack of democratic
accountability, and lack of trangparency in economic and politicd affars of the date
further contributes to the dready fragile naure of the inditutiond dructure in the
country. (Onis, 1994)

The financid liberdization reform, as discussed in the previous section, was
expected to generate a more efficient and developed financid system, which could direct
the nationd savings into private invesments & a lower cost. The political background-
tha of beng implemented under militay rule-of the policy shift led to a srong
commitment to the non-revershility of the course of the reform (Onis, 1993:39-48, Onis,
1994:128-184; Cizre-Sakalioglu et a., 2000:494-497).° Yet, the reforms were not
accompanied by any change in the financia behaviour of the corporations and did not
lead to a chegpening of investment costs (Akyuz, 1990). The government continued to
keep its control over the economy through a combination of fiscd and price adjustment
mechanisms. The red rate of interest jumped up to three digit levels in the course of
1990s, while domegtic asset markets became increasingly volatile and undable as a result
of sudden changes in speculdive capitd flows. The wesk and fragile naure of the
Turkish economy, in the end, contributed to the rise of three serious criss in 1994, 2000,
and 2001 each of which was followed by a complete collgpse of the economy and could
(partly) be dabilized only after the IMF intervention and the accompanying “rescue
packages’.

The collgpse of public digposable income-reasons of which will be discussed in
the following sectior+inevitably led to public sector over borrowing syndrome. The Sate
has become a powerless actor lost in a vicious cycle generated by the widening public
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debt. The interest payments on public debt (most of which is in the form of short term
ligbilities) could only be financed through new borrowing again from short-term sources.
The continuous flow of short-term funds, on the other hand, could only be made possible
by offering high interest rates, which agan led to worsening of the interest burden on the
budget. In the face of this growing debt trap which resulted from high public
expenditures and fisca policy mismanagements (and rent seeking behaviour), the capitd
account liberaization of 1989 provided the successve governments with a deadly todl,
manly to finance ther expenditures through short term capitd inflows (Atiyas, 1995;
Ersdl, 1996; Tukel, 1997:27).

Figure5:
Public Sector Borrowing Requirement 1975-2000
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Source: SPO Economic and Social Indicators; CBRT
(*)Thelatest datafor PSBR/GNPisfor the year 1999

As the foreign debt reached its limits in the course of 1980s, the public sector
turned to the option of domestic borrowing (Figure 6) (which didn't oblige the successive
governments to undertake any structurd policy change as was-and is-the case with IMF-
WB lending). With its smdl and limited cepitd maket and exiding oligopolistic
dructure in it, this policy change resulted in very high interest rates on government bonds
and treasury bills while endbled the financia sector to srengthen its hegemony over the
real sector of the economy (Yeldan, 2000:144-155). The naura outcome of these
developments was nothing but a death trap for the public sector economics. The need for
high interest raesto atract additiona funds-and chegp foreign currency-in the form of
ovevaued TL-to avoid the threst of cgpitd flight and to ensure a continuous flow of
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short term resources to finance the ever-growing public expenditures lead to further
increeses in red interest rates. High public borrowing requirement together with
ovevadued TL and deteriorating current account baance further triggered the ingability
in exchange and interest rates (Boratav at a, 99:21). The sze of the debt trap can be seen
from the figures in table 4 and 5. The share of totd public sector borrowing requirement
reeched 16% while the share of interest payments in consolidated budget increased to
17% of GNP by year 2000. In the search for the underlying reasons of this sudden rise in
the PSBR and the interest burden on the budget, the year of 1989 once more appears as
the critical turning point in the Turkish trgectory.

Figure 6:
Domestic and External Debt Indicators
1984-2000
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Source: SPO, Main Economic Indicators June 2001, CBRT.
(*)External Debt data coversthe period till 1997 January -June Period
(*)Domestic Debt data coversthe period till June 2001

Throughout this period, the banking sector and other financid inditutions have
become the leading forces behind the capitd manipulating the economy (Yeldan, 2000;
Tukel, 1997; Akyuz, 1990)). Figure 6, on the other hand, displays another important
aspect of the Turkish experience in the podt-liberdization era, mainly, the character of the
rent digribution in the economy. As can be seen from the above graph, the share of
domestic debt in GNP increased by admost 60% from around 18,2 in 1989 to 28,9 in
2000. For the same period, on the other hand, the external debt to GNP ratio increased by
only 30%. However, this relative decline in foreign debt with respect to domestic debt

manly resulted from the subdtitution of foreign with domestic resources. In other words,
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as the ability of the Turkish government to have access to long-term borrowing sources
reached its limitsbecause of the widening officid debt due to internationa lending
agencies, the government chose the option of financing its debt ligbilities and the growing
public deficit through short term speculative financid flows (in a kind of Ponzi-game)
and short term borrowing by sdling of treasury bills whose maturity were less than one
year in most cases. Despite the relative decrease in the externd debt, the share of short-
term externa debt to GNP ratio increased by amost 103% since 1989. Hence the
increae in domedtic debt in the afteemath of the financid deregulaion was dso
accompanied by a sharp rise in the short term borrowing of the state.

THE INTERNATIONAL LINKAGES

The international Sde of the picture, on the other hand, is no less important. As the
country proceeded towards complete deregulation of financiad sector, it has become
subject to the manipulations of the internationad asset holders. The judgment of globa
markets and the creditworthiness of the country became two interrdaed determining
factor in the continuation of the capitd flows needed by the public sector in the country
(Calvo, 1996; Bdkan, 1998; Stiglitz, 2000). A sde effect of this distorted picture was the
growing dependence on short-term policy making in economic and political decisons
because of the “veto effect” of the globa finance whose primary concern is not long-term
development but short-teem  financid gain. The fatd consequence of uncontrolled
financia deregulation in the Turkish context is first redized in the fourth quarter of 1994
when the domedtic currency appreciaion reached unprecedented levels and the
subsequent current account deficit (4% of GDP in 1993) became no longer sustainable.
The criss was triggered by two mgor causes, namey, the unsuccessful attempt of the
policy makers to control the interest rates-which were quite high because of the reasons
dready discussed-and thereby to reduce the interest burden on the public finance, as well
as the exchange rate in the high inflation environment of Turkey (Ozatay, 1994). The end
result of these policy attempts was a sharp decline in the foreign exchange reserves of the
central bank (in the firg 3 months of 1994, the Centrd Bank reserves diminished by 50%
amounting to US$2,8 hillion) which led to a speculative attack on Turkish Lira (TL) (TL
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was devalued on April 5th following the speculative attack yet during the firg three days
after the devauation, TL lost dmost 70% of its previous value). The attack ended up with
alarge devaluation of TL and with another rescue packet by IMF.

The IMF program of 1994 had neny in common with the standard IMF packages.
A combination of expenditure shifting and reducing policies were accompanied by a
sharp contraction of output and employment which proved itsdf with a negative  growth
rate of —6.1 in 1994. As a result of the devauation, exports recovered dightly with an
increase by 17%, while the import boom was reversed with a decline of 21% comparing
to their 1993 values and led to rapid improvement of the current account balance from
—4% in 1993 to +2% of GDP in 1994. Although the economy went through a fast and
smooth recovery period as a result of the sabilization program, the long-term cosis of
these policies were much greater than expected. The contraction of output and
employment, red decline in wages, increesng unemployment, deteriorating politica
environment (together with continuing undeclared civil war againg the Kurds and the
consequent increesng military spending) and further fragmentation of the society were
among the costs of the recovery measures. Nevertheless, the country, after recovering
from the crigs, agan returned to its old path of financing its risng expenditures by short
term capita flows.
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Source: SPO Economic and Socia Indicators 1950-1997, State Institute of Statistics (SIS)
Households, Labour Force and Income Distribution Surveys (various years) , CBRT.

Part of the rapid recovery dafter the 1994 criss was enabled by labour market
flexibility and the subsequent redidtribution of income from wege eanas (as was the
case in the course of 1980s as wdl) (Cizre Sakdlioglu, 1991; Onis, 1996:4-12; Senses,
1994). As can be seen in Figure 7, following the criss in 1994, the net wages of both
public and private workers and civil servants dropped by around 22% in red terms in one
year while the cogt of living sky rocketed by admost 98% comparing to the previous
year'®. To put it in another way, in the year following the criss, the living standards of
people dropped by a net total of 120%. There are dso certain measures implemented by
the government in the aftermath of the crigs-under the guidance of IMF-which speeded
up the recovery process. Yet, despite the fact that these policies worked for the time
being, they dso led to the development of further crigs in the year 2000 and 2001. Short
term measures resulted from myopia on the pat of the politicians and the nature of the
IMF programs-that does not consider long-term development perspectives but short term
solvency-created negative repercussion effects whose results were to be fdt only after a
time lag. In this respect, there are two developments that were pregnant to future criss.
Firdly, the policy of keeping interest rates high to encourage short term cgpitd inflows
have resulted in a rapid built up of domestic debt with dteriorating burden on the budget
in the form of high interest payments (Rodrik, 1990; Ersd, 1996; Yenturk, 1997).
Secondly, the IMF guided changes in the banking sector regulaions, especidly the
introduction of full sate insurance for depost accounts created serious mora hazard
problems with rent seeking behaviour (Kumcu, 1997; Yedan, 2000, OECD, 2001:18)*.
In other words, it can be argued that, the source of the two latest crises in December 2000
and February 2001 were originated-or a least triggered up- from this myopic decison in
1994.
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Figure 8:

Consolidated Budget Balance-% Distribution
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Source: SPO Main Economic Indicators (various Y ears), CBRT.

In the aftermath of the recovery period from the criss, fiscd disequilibrium
continued to deteriorate while the share of trandfer expenditures in it reached
unprecedented levels due to increasing interest payments on domestic debt. The growing
interest burden in the consolidated budget has been tried to be covered through
investment cuts with negative effects on growth rates and through reducing current
expenditures mogt of which were personnd expenditures (Figures 7 and 8) (Ozmucur,
1996; Oyan, 1997; Onis, 2000).

A close ingpection of the central budget, on the other hand, reveds one of most
the important elements behind the widening public deficit. It is interesting that despite the
ups and downs in the economy and shrinking public expenditures on even the badc
accounts like hedth and education, the share of the military expenditures followed an
increasing trend for the last 15 years. As the only solution to close the gap between the
public revenues and expenditures, the date followed the path of reducing its investment
with negaiive effects on the long-term growth perspectives of the country while closing
the financing gap with increasing the tax burden on the wage earners.

Neverthdless, the officid figures about the sze of the budget deficit and the
accounts of related expenditures do not represent the real figures. There is consderable
underestimation of the size of the deficit because of the extra-budgetary fundst?(Oyan,
1997; Onis, 1998:188-189)
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Policy makers in Turkey progressvely referred to extra-budgetary means to
finance government expenditures, which are free from the supervison and control of the
paliament (Onis, 1998:188).2*  The scde of rent distribution among various groups in
the economy is hidden by the ability of the governments to use these funds free from the
intervention of the other actors in the sysem. Lack of trangparency, in this respect,
aopears to be one of the continuing illnesses of the Turkish economy. (Oyan, 1997,
Boratav, 1998)

The epidemic of nontransparency and non-accountability in the Turkish public
gphere reveds itsdf in various forms such as deteriorating performance of the banking
sector and the financid system. As the criss in the public debt grew further, the outside
pressure by the international financia inditutions for a tighter control over the quas-
fiscd activities of the date banks in developing budget transparency and accountability
adso ganed momentum (OECD, 2001:17-18). The use of date banks for politica rent
digribution in the form of didributing chegp credits on noneconomic grounds
manifested itsdf in the accounts of huge “duty losses’ of these banks. The subsidized
lending operations peformed by the date banks on the behdf of the government
generated record level of duty losses, which reached 8.2% of GNP in 1999, and was one
of the main reasons leading to the deterioration of the consolidated budget deficit
(OECD, 2001).}* On the other hand, the state banks still appear to be keeping the upper
hand in the banking sector with their control of 40% of the totd assets in the sector. The
total of bad debts generated by these banks, on the other hand, amounted to some $20
billion, which is nearly 20% of GDP in the country (IMF letter, April 30, 2001).

1999 STABILIZATION PROGRAM: Unrealized Dreams

At the end of 1999, under the guidance of IMF, Turkey embarked upon an ambitious
dabilization program amed a reducing the inflaion to dngle digit leves by 2002
(OECD, 2001). The program was designed around the use of monetary and exchange rate
policies o that to provide a nomina anchor for reducing the inflationary expectations'®,
sounder public finance amed a diminding the man source of inflationary pressures,
and continuation of dructurd reforms that darted in early 1980s to liberdize the

19



economy. But a severe banking crisis took place in late November 2000, accompanied by
a massve cgpitd outflov and followed by another severe financid criss in ealy
February that led to the collgpse of the IMF program. The two crisis originated from three
basc reasons, namey, the vulnerability of the banking sector and lack of required
regulations and supervison in the sector; fragile nature of foreign confidence and
internationa capitd flows, and widening current account deficit (as a result of overvaued
TL driven by the IMF designed fixed exchange rate policy).

The trigger of the crigs in late November was the emergence of financid
problems in some mid-szed banks which had postioned themsdves aggressvely for
continuing dedines in interest raes via longer-teem investments, which were highly
leveraged by short-term funds. The widening current account deficit together with delays
in redization of the scheduled dructurd adjusment program targets resulted in
increasing interest rates sarting form September and speeded up after mid November
2000. The above-mentioned banks had no other option but to sdl their large amount of
government bond holdings to remain liquid in the face of the increasing cost of the funds.
The centra Bank, which could —under normd conditions- have easly avoided the criss
by providing liquidity to the maket, was congrained from stepping into ease these
liquidity problems because of its monetary policy targets promised to IMF as a part of the
program. Around 20 November, as rumors about the illiquid banks spread, firdt-tier banks
cut ther credit to the inter-bank market and internationa participants exited the overnight
market. This development speeded up market pressures and led to further deterioration of
the portfolio losses of the exposed banks. These events, as a result, brought about a
serious liquidity problem in the market pushing the overnight interest rates up to 2000%
while generating an excess dollar demand and pressure on centrd bank exchange
reserves. Only after that, central bank intervened to the market and injected huge amount
of liquidity to the sysem. The capitd outflow and devduation fears (within two weeks
over $7 billion of Turley's origind $24 billion of foreign currency reserves had flown out
of the country) which further worsened the speculative attack (due to the expectations
that the government was no longer able to redize the provisons of the 1999 IMF
program with the pegged exchange rate) could be dowed down by a large IMF loan
package of in totd $10 billion incduding $7.5 billion from the supplementary reserve
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fadlity, in addition to $5 billion from the World Bank. The find result was the takeover
of the country’s sixth largest private bank, Demirbank, which had been the mgor source
of the liquidity problems in the beginning of the criss by the independent banking and
supervison agency of the Sate.

Neverthdess, only after two moths following the criss in December, Turkey was
shaken once more in February by another mgor crigs. In fact, this time it was Turkey's
paliticians, not its financid bureaucrats, who triggered up the latest kriz, or crigs. On
February 19th, Bulent Ecevit, the prime miniger, sormed out of a meeting with Ahmet
Necdet Sezer, the presdent. Mr. Sezer had apparently chided Mr. Ecevit for his haf-
hearted pursuit of corrupt politicians. The markets, not missng the opportunity, took the
news badly, fearing that infighting might distract or even topple the government, and
hence bring Turkey's much-needed economic and paliticad overhaul to an untimey end.
Jttery investors darted pulling billions out of the country, serioudy denting the centrd
bank's reserves of foreign exchange. In the end, the government had no choice but to
abandon the liras “crawling peg”’, under which the currency was to be dlowed to dide
down by about 15% this year againgt a currency basket comprisng the dollar and the
euro. The move led to an immediate dide of more than 30% againg the dollar together
with 18% decline the stock market on February 21 aone. Interest rates have soared to
several thousand percent (as high as 7000%) in the inter-bank market. However, dthough
what reportedly scared away investors was a publicized argument between President
Ahmet Necdet Sezer and Prime  Minister Bulent Ecevit, whom the president had accused
of being too lenient toward corrupt politicians, that was merdly the beginning of the
crigs, not its underlying cause. A fragile economy and fdtering banking system, growing
public deficit, increasng dependence on short-term capitd flows and a distorted capitd
account dtructure, endemic corruption and a shaky codition government with wesk
politica leadership have been the red underlying causes of the last criss which has been
the country's 17th failed IMF program within past 54 years. The very fragility of Turkey's
recent economic reforms and the boom-let they had created, sending market indexes up
from 5,000 to nearly 20,000 points in 1999 and early 2000 came to a hdt with the last
crisgs but not to an end for the inherent dructurd problems ill remain to govern the
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economy. Another important reason for the last criss appears to be the lack of
transparency and the very corruption in both public and private spheres'®

Together with the last crigs, the totd number of banks taken over by the date
reached atota of 12.

As was the full state guarantee provision on bank deposits (imposed as a part of
the IMF rescue program after 1994 crisgs) the triggering effect on wide-range corruption
and mord hazard problems in private banks, this time, after the December 6 crigs,
treasury announced that it would provide a full guarantee on deposdts and credits of
Turkish banks. The guarantee covers al domestic banks including foreign branches of
them. Although this provison was designed to give the private banks a breathing space in
the midst of the crigs as was the case in 1994, it is highly likdy to create further
problems and lead to future crisis in the banking sector in the unregulated crony market
environment of Turkey.

Initidly, the three-year standby agreement by IMF provided the country with a
2.9 hillion SDR (about US$3.7 hbillion) in December 1999. After the criss in December
2000, Turkey was given another SDR 5.8 hillion (about US$7.3), and in May 2001 after
the February crisis, IMF approved another SDR 6.4 billion (about US$8 billion) so that
the total IMF credit in the form of SDR reached SDR 15 billion (about US$19 hillion).
The standby agreement incorporated standard IMF structurd Adjustment Program whose
main headlines were asfollows,

Privatizetion of 335% of Turk Teekom and 51% of Turkish Airlines with
expected revenue of US$6-7 hillion'’

Increasing trangparency in public budget and incorporation of extra budgeting
funds as pat of the agreement, the government diminated 27 of 74 extra-budgetary
funds by mid 2001 and promised to eliminate the rest but 6 specid funds.

Banking reform: under new legidaion to “ drengthen the banking sysem”,
commercid banks will contribute little to after crigs recovery efforts, as generous tax
deductions are the man insrument for voluntay mergers and consolidation of the
banking system. Furthermore, as the treasury has now taken on the domestic and foreign
ligbilities of the entire banking system as a contingent liability, in contrast to the naive
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expectations of the IMF program, new tensions are expected to rise on the fiscal sde and
will have to be reflected in the introduction of further new tax messures.

The chdlenge for banking reform is no less than prior to the crids as was
unlimited Turkish lira depost insurance (introduced after 1994 criss) a mgor source of
banking sector mora hazard.

Income policy: as the government promised to diminate its extrabudgetary
resources and undertake the full dtate insurance on bank accounts, the financing of this
comprehensive program arises as a question mark. As part of the solution, as was in the
previous IMF programs, wage earners will have to bear the burden of adjustment through
wage cuts and indirect taxation measures.*®

Figure 9:

Relation Between Consolidated Budget Tax Revenues
and Debt Repayments 1975-2000
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Source: SPO Main economi ¢ Indicators (various years), UTFT, Main Economic Indicators.

Tax sygem: the inability-or unwillingnesss of policy makers to implement an
efficent and far tax scheme has contributed to the macro-economic disequilibrium  of
public finance of the country (Figure 9) (Akyuz, 1990; Rodrik, 1990; Atiyas, 1995;
Ozmucur, 1996; OECD, 2001:17; Yddan, 2001:121-125). The share of principa and
interest payments to total tax revenues increased from around 12% in 1980 to a record
number of 182% of which 160% was on domestic debt in 1999 (figure 9). Furthermore,
the interest payments on government debt to tax revenues raio increased to 77% by
2000. In other words, sixty cents of each dollar citizens paid as tax was to be spent on

interest payments.  The mgor development in this area took place in the 80s as a part of

23



the new economic program. The introduction of VAT (Vaue Added Tax) contributed to
dready regressive naure of the system. “In retrogpect, Turkey's tax system has been
characterized by two magor problems (i) the negdive incapacity to tax effectivdly which
is related in inadequate overdl tax revenues, in particular judged by the OECD standards,
and (ii) the highly unequd didribution of the tax burden with low income groups bearing
a disproportionate share of”(Senatdlar et a, 1991, Yeldan, 1992; Onder et d, 1993).
Another driking fact about the post liberdization era after the 80s has been the rdative
decline in the burden of taxation on cepitd (Cizre-Sakalioglu et d., 2001; Yeldan, 2001).
Along with these developments, as can be seen in figure 10, the share of indirect taxes
has risen dradticdly comparing to direct taxes following the shift to neo-liberd economic
policies after 1980. As a consequence of these complementary policies which supported
each other and helped to generate a kind of vicious cycle in the public economic of
Turkey, the corporate busness and the banking sector have benefited from the
deteriorating public deficit by making consgderable sums of profit (see figure 9) out of the
growing borrowing requirement of the state manly through lending a very high interest

rates.
Figure 10:
Distribution of Tax Burden
1975-2000
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Source: SPO Main Economic Indicators, CBRT

Furthermore, the inability of the successve governments to produce an effective

method to incorporate the informa sector to the system further Strengthened the wide
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goread tax erosdon. The exigence of large informa sector-which roughly accounts for
amost 45-50% of al market activities in the country-contributed detrimentaly to the
efforts for edablishing an efficient tax base with negative repercusson effects on the
labour market’®. The exisence of generous tax exemption clauses dso displayed the
unwillingness of the date to tax the financid sector and the incomes derived from rent in
generd. A close ingpection of the rdationship between the consolidated budget tax
revenues and the didribution of the debt repayments, as shown in figure 9 and 10,
displays the naure of the direction of the rent digtribution in the country and the specific
role given to the state under the new economic program after 1980s. Starting from early
1980s, the ratio of interest payments to tax revenues skyrocketed (from 4.2% in 1980 to
77.1% in 2000) showing the direct redistribution of income from the taxpayers towards
the corporate cepitd. Another fact supporting this view is the increesng share of the
indirect taxes in the tota tax revenues. As can be obsarved in figure 11, the share of
indirect tax revenues to total revenues increased from around 37% in 1980 to around 60%
in 2000. The low and middle-income groups who provide most of the indirect tax
revenues™, therefore, have become the scapegoat of the new economic system that
benefited the higher income groups by lowering the tax burden on them and by
generaing arecycle of the tax revenues towards them in the form of debt repayments.

Fgurel1l
Rent Distribution 1975-2000
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Source: SPO Main Economic Indicators, CBRT.
The underlying grounds for this kind of indirect subsdy sysem provided to the

private sector, as has been discussed in the previous sections, can only be reveded
through a closer look a the busness-dae rdationship in Turkey from a higoricd
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perspective. The date took the leading role since the early years of the republic in
building up a domegtic business class. Also, organic relations between state bureaucracy
and business further cemented the cooperation between these two groups in the aready
abused economic system of the country (Keyder, 1987; Bugra, 1994; Bugra, 1997).

Therefore, despite the emergent need of the public sector for greater and stable
sources of income rather than short-term and voldile cepitd flows and continuous
borrowing, the date is unwilling to tax the corporate capitd while not hestating in taxing
the low and middle income groups in a disporoportionate way comparing to these groups

contribution to the nationa income??

THE WINNERS AND LOSERS

The cepitd account liberdization in 1989 and the following expanson in
international capital mobility have not given rise to the expected consequences in the
Turkish economy. As the FDI remaned a magind sums new invesment and
employment cregtion is not dimulated by internaiona investors. On the other hand,
darting from early 1980s and especidly after early 1990s, we observe a dramétic decline
in the purchasing power of the masses and increasing unemployment (see table 1& figure
7).22

The man contribution of Turkey’'s miraculous financid reform in the 80s has
turned out to be aggravaing a widening public sector debt and making the government
man source of inflation in the country. In the period of 1990-96, public disposable
income declined by 45% in red terms.

The introduction of new financid indruments into the sysem endbled the
successve governments to finance their borrowing requirements from domestic sources
by issuing government bonds and treasury bills thereby bypassng many of the legd
regulations and protocols congraining their fiscal operations.

Another reason for the shift from internationdl to domestic borrowing was the
growing foreign debt burden due mainly to the accumulation of officia debt borrowed
from internationd financid inditutions. The PSBR dimbed to more than 15% of GNP by
1999from around 3% in 1987(figure 5).
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The fragile nature of the domedtic asst markets with a reatively undeveloped
capitd market-which is dominated by a few mgor players-gave rise to very high interest
rates. “The red rate of return offered on government debt instruments exceeded
comparable market rates on demand deposts by a margin of admost 20%(Yedan,
2000:6) Interest payments as a ratio of public revenue, on the other hand, increased to
77% by the year 2000 (figure 11).

In our view, Turkey is rapidly gpproaching a dangerous debt trgp, in which rigng
interest payments consume the government revenues to such an extent that total debt
continues to grow even when the government is not overspending. High public debt is a
magor concern Smply because the cogt of servicing it amounts to a significant portion of
government spending, perpetuding the deterioration in fiscd imbaances. With the crigs
in progress, the problem has essentidly evolved into a sdf-sugdaning vicious cirde,
running from debt stock, to higher interest rates, to interest paymernts, to budget deficits
and once again to higher debt stock. To service public debt, the centra government
channeled 77% of tax revenues - about 16.4% of GDP- to interest payments in 2000, up
from a mere 17.6% of tax revenues in 1985. Furthermore it is estimated that, the cost of
interest paymentsis likely to reach 94% of tax revenuesthis year.

The date played a twin role during the IS era before 1980 reforms, namely the
role as a producer through its operations of the SEEs and the regulatory role as its
involvement with the adminigration of severa accounts like foreign exchange rates and
setting of key prices in industry and energy. In the post-reform era, however, the date is
complied to give up its productive role while continued to play its regulatory role in
income digribution through fiscd operations in the market. In the Turkish example, the
date's use of fisca operations gppears to be a kind of income transfer mechanism from
the wage earners and peasantry to domestic business groups.

The da€'s ingrumentd role in this income trandfer mechanism is evident in the
figures comparing taxes on cgpitd incomes. A comparison of the interest payments by
the date and its tax earnings from corporate capitd income reveds the nature of the
relaionship between dtate corporate business and the use of fiscad debt management in
this dud rdationship. “ The contribution of corporate incomes to aggregate tax revenues
lies well beow the income captured through interest earnings on the domestic deb,
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which means that cgpitd incomes in Turkey are effectivdly untaxed, and the current
mode of domestic debt management works as a direct income transfer to the holders of
cgpitd income’ (Cizre-Sakalioglu et d., 2000:490). When we go back to 1988, the
interest payments on domestic debt to GNP ratio was around 2.4% while the corporate
tax to GNP ratio was 1.8%. In this respect, the taxation of corporate capital and the
interest payments transferred to them were in a rough baance. Yet, when we come to
1998, just after a tenyear-period, the share of interest payments on domestic debt in GNP
rose to around 14% while the corporate tax to GNP ratio remained amost the same at
around 2% of GNP. Another way of seeing the character of this transfer mechaniam is to
look a the digtribution of domestic debt among buyers. Between the years 1987-1999, on
average, 84% of treasury hills and government bonds sold by public are hold by private
banks, therefore, the banking sector (which are owned by the corporate sector) appears to
be the main beneficiary of the growing debt trap on the public budget. The banks in
Turkey are owned by mgor conglomerates that use them to shore up ther firms and
finance dubious investment projects while & the same time enjoying the government
deposit insurance which enadbles them to continue this trandfer of resources without
incurring any risk on their pat. The mord hazard problem that resulted from the Sate
guarantee on al bank deposts, hence, were the primary source of the bal out of 12
private banks by the state within the last 2 years.

Ancther example supporting the point discussed in the above lines is the fact that
despite the existence of high public debt and the consequent emergent need to create
additional revenue sources for public spending, tax (exemption) reform proposals have
never been a nove phenomena in Turkey. For ingance, lagtly in 1998, the government
passed a tax reform whose man components were an overal reduction of tax rates for
different income groups which was implemented by granting new tax amnesies and a
reduction of the tax rate for the highest income groups by 15% and lower brackets by
10%. Two following tax amnesties were granted namey, on the stocks of merchandise
held by commercid enterprises, and on the undeclared vaue of dl assets owned by
individuals. Although the expanson of tax base to include the financid income was dso
among the proposds, it was later excluded on the premise of supporting the financid
deepening of the capita markets.

28



Furthermore, there has been no serious atempt to include the informa sector,
which accounts for amost 50% of the market to generate a more equa distribution of the
tax burden in the society. >

Although the main target of these tax deduction and amnesty policies were to
encourage individuas to declare their unregistered-underground asset holdings and dso
to enhance economic activity by lowering the invesment cost for the private sector
through tax cuts, there is no sound improvement in the government revenue as a result of
these policies. On the contrary, the fiscd deficits are expected to deteriorate after these
generous tax reform programs.2*

Table 1-Digribution of Income Across Households

% Sharein Agaregate Disposable | ncome

Household Per centiles 1987 1994
Lowest 20% 5.23 4.86
21%-40% 9.61 8.62
41%-60% 14.07 12.60
61%-80% 21.16 19.02
Highest 20% 49.93 54.88
Memo:

Lowest 10% 1.94 1.84
Highest 10% 34.02 40.51
Lowest 5% 0.70 0.69
Highest 5% 23.01 30.34
Gini Coeffident 0.44 0.49

Source: SIS, Household, Labour Force and Income Distribution Surveys (various Y ears).

Diminishing red wages, expanson of the informa (unrecorded) economy,
together with the widening didributiond conflicts in the society display their
consequences through the opening up of the dready large income gap among different
income groups. According to a recent report, the richest 18,000 families in Istanbul, who
condtitute only 1% of the city’s population, receive $6 billion of the $20 billion generated
in the city (Sonmez, 1998). The digparity in income didribution is not limited with the
big cities. While the highest 20% of the population have managed to receive dmost 55%
of total digposable income over the last two decades, the remaining 80% have had to
afford ther living with the other 45% (table 1). Furthermore, the gap widened over the
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last decade especidly after the implementation of full cgpitd account liberdization in
1989 (Kasnakoglu, 1997:58). The share of lowest 5% of population in nationd income
dropped from 0.7% to 0.69 between 1987-1994, while for the same period the ratio for
the highest 5% have risen to 30.34% from around 23%. In other words, when we arrived
at 1994, the highest 5% was earning 44 times more than the lowest 5% of the population.

The difference between the highest and lowest 1% of income groups has reached
to 236 times while the regiond disparities has dso widened. While Marmara region
collects 40% of the tota income generated in he country, Southeastern part receives only
4% (Sonmez, 1998). Another important indicator of the deteriorated in come digtribution
is the change in the Gini coefficient during the past decade which increased from 0.44 in
1987 t0 0.49 in 1994.

In addition, the lagt two crises have increased the dready high unemployment
level by an addition of about 700,000 new ones (Radikal, 8/05/2001) and widened the
income gap further. Among dl these depressng results, the privatization programs of
SEEs have further accederated the pauperization of the lower and middie-income groups
in the country. The underlying factor for this is the fact that public enterprises are given a
st of lasks in the underdeveloped-developing countries. Under the presence of high-
income inequality and redidributional pressures in the society, SEES are expected to
fulfill contradicting objectives in such an environment. The inevitable conflict between
efficiency and profit maximizing targets as a rule of the market and socid objectives in
the form of providing employment and under priced services become unsudtaingble
during and after IMF guided structural adjustment programs (Onis, 1991; Senses, 1996).

The point IMF and other internationa financiad inditutions ignore to see is the
fact that SEES provide a kind of socid safety net, for the masses impoverished under the
goplied economic programs, that is missng in such developing countries as Turkey. The
inability of the state to establish a system that guarantees the basic needs of the poor and
unemployed during downswings is further worsened by the IMF programs for which
privatizetion is generdly the fird sep in downszing the sate control and participation in
the economy.

Furthermore, because of widening fiscd deficit, privatization programs in Turkey
have turned out to be perceved as a way of fund rasng for the budget rather than
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efficiency gan targets. This dso contributed to the loosing of the cement keeping the
society together. Contragting life styles, increesing and polarization of the poor brought
with itsdf the danger of socid explosion aswell.?®

The economic collapse has further provoked the aready loosened socia fabric in
the country. The economic and political divisons among severa groups in the form of
urban-rurd, secular-idamis, TurkishKurdish brought about serious concerns among
politicd leaders as well as the military that gill keeps the upper hand in the country’s
politics?®

UNTOUCHABLES: Militarization of the Market

Military expenditures conditute on of the man accounts behind risng public deficits not
to mention its contribution to the rent-seeking behaviour and corruption through its lack
of trangparency and untouchable status in the country (Cizre-Sakdlioglu, 1997:151-166,
Cizre-Sakdlioglu et d., 2000). The officid estimate of the military expenditure GNP
ratio was around 5.4 percent as of 1999. However, even this amount is controversia and
is a true undergatement of the true sze of the totd public gpoending on military. A specid
fund named Defense Indudtries Support Fund (DISF) receives funding from specia levies
placed on earned income, dcohol, fud, cigarette consumption, bank interest earning
collection and etc.?’

Dexpite al these trandfers through severd different sources, the DISF is not
included in the computation of Turkey's defense budget. In addition, there is another
goecid organization cdled OYAK-Armed Forces Trus and Penson Fund-which
occupies a greater space in the country’s economy through its operations in the market
but il not included in the computation of defense budget.

OYAK was edablished by the Parliament in 1961, after the first military coup, to
provide “economic benefits’ for the military officers. It is currently a conglomerate
condding of vas holdings in Turkey's “civilian economy”, its activities range from
super-market chains to red edate, insurance and banking companies, the automotive and
petroleum industry, tourism, cement industry, food marketing and other industries (parla
98). It ranks in the top-five conglomerates in the country, and enjoys “unique and
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generous st of subgdies’(Parla, 1998). Firg of dl, dthough it is a market player, it is
exempted from “dl taxes’, and secondly, its membersarmy regulars, defense ministry
employees, etc.-pay compulsory fees cut directly from ther monthly sdaries. It has
sharesin 24 companies”®, and owns two banks, and extensive red estate.

Many of these busnesses are partnerships with the domestic and internationd
companies like Sabanci and Koc in Turkey, and Good year, DuPont, Mobil, Shdl,
Renault in the internationa arena.

The militarization of busness and market has turned the amy to one of the man
benefactors of IMF designed programs while generating a very distorted market structure
and unfair competition againg other actors who are not provided with the privileges
OYAK and its sister corporations have been granted®®. The system has dso enabled the
military to protect itsdf from the negative effects of the maket economy and the
continuous economic crigs in the country while the rest of the society has no such safety
net.

OYAK is privileged dso with a unique provison by the state, which enables it to
transfer any of itsloss making or bankrupting company to the Sate in the form of SEEs.

The military dso controls the Foundation for Strengthening the Turkish Armed
Forces, a ddgter corporation established in 1987 that has interest in 30 defense related
companies, and manufacturing everything from araat atlley to missles and
telecommunication systems. It employs an estimated 20,000 people (other than the
30,000 employed by OY AK) and 80% of its income is donated to the armed forces.

The military’s dominance over the country’s politics and economy through its
interventions via MGK and its busness organizetions dgnifies itsdf with avoiding any
kind of objection directed to the growing sze of the military budget and its military
operations againg the second class citizens of the country, the Kurds. To give an
example, the anud cost of the 15 year war againg the Kurds is estimated to be around
$9 bhillion and is among the reasons of high public debt accumulation after mid 1980s
(Gabellnick, 99:13). The increasing politicd and economic fragmentation in the society,
widening income ggp between different classes, and deteriorating public balance has not
prevented the government from incressing the size of its military spending. In contradt,
the government has chosen the option of reducing its spending on the most important
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components of its budget like education, hedth and public investment. In 1995, the
relative shares of hedth, investsment and education expenses from the central budget were
3.3%, 5.4%, 12.2% respectively while the share of military spending was 18% done.
This didribution of budget revenues is in a sharp contrast with OECD figures, in which
an average of 75% of dl tax revenues are used to finance public expenditures on hedth
and education (Oyan, 1997).

Figure 12:
Military, Health and Education Expenditures as a
Share (%) of Central Government Expenditures-1995
15 122 —
10 —
5.4
5 33
0 T T T 1
Health Investment Education Military

Source: World Bank; United Nations; SPO, Main Economic Indicators.

The inability of the domedic pressure groups to limit the sze of the military
involvement in politics and economy finds its countepat in the pressure of
intenationd  financid and politicdl organizations to curtall the military.> Along this
lines, the IMF asked the government in December 2000-in the aftermath of the December
crigs-to trim the budget for the armed forces as part of the reforms in return for $7.5
billion emergency ad®. As can be seen from figure 12, the share of military expenditures
in the GDP has risen subgtantiadly over the past decade despite the darming deterioration
of the public deficit.
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Figure 13:

Military Expenditures as a Share (%) of GDP
1991-2000
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Source: Stocholm International Peace Research Institute (SIPRI) Year Book 2001; World Bank
World Development Indicators, 2001.

However, despite IMF's pressures on the government for the incluson of the
extra-budgetary funds to the general budget and hence to increase transparency, there
seems to be no policy advice or propostion to incorporate the military-owned businesses
to the rules of the market (i.e. abolishing the full tax exemption of OYAK and its sster
companies)

It may seem drange from the outsde to dlow such a big busness group to
operate with the hdp of dl these subsdies and tax exemptions tha creaste unfar
competition in the market, however, it is no less absurd to see that IMF and WB have
made no comment on this so far, a lesst in the public sphere®®  The explanation for the
Turkish Sde lies on the inditutiond and higoricad setting of the country. Turkish military
has staged three coups with only ten year intervals in 1960, 70, 80 and issued severd
ultimatum to the democraicaly eected governments of Turkey (Cizre-Sekdliogly,
1997).3% As the founding ingtitution of the republic in 1923, the military sees itsdf as the
guarantor and supervisor of the nationd interest with changing emphasis on the so cdled
nationd threats, namey the fundamentdist threst, communis chdlenge and the ethnic
Kurdish separatism.

In this picture, the place occupied by the civilians in the determination of the
country’s palitics is rdatively minor. The inability of the dvilians to control the military
goes hand in hand with the inability of the society to control the dtate apparatus.
Corruption and bribery has become afact of state affairsin the minds of people*
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It is interesting to remember that the triggering event of the February criss tha
eventudly led to the collapse of 3-year IMF desgned dabilization program was the
accusation made by presdent Sezer to prime miniser Ecevit for the latter’s unwillingness
to investigate corruption clams in state owned banks and the involvement of severd high
level state bureaucrats, government officias and deputies.

Hence, the Turkish market economy experience has turned out to be a drange
combination of autocratic military eatism and crony cgpitdism in which “economic,
politicd and socid rents are shared away among domestic and international businesses,
subcontractors who ded with the date..mafia groups...drug and gun smugglers’(Cizre-
Sakdlioglu, 2000:496).

MIXED RESULTS

Lack of transparency and accountability in Turkish politics and economy together
with its authoritarian date dructure have produced strange results as the country became
more and more dependent on internationa financid organizaions for the continuation of
financid flows Each time the country cdled for IMF hep, a team of high-levd
technocrats with close ties with the internationad community became responsble for
preparing and implementing the new program (Kirkpatrick, 1991). For ingtance, the key
figure in the process of policy formation in 1980 was Turgut Ozd, a former head of the
date planning organization who spent a formative period a the World Bank in the mid-
1970s. He was the main negotiaior with the international donor organizations during late
1970s and became the architect of the January 1980 program that mark the beginning of
the new liberd economic era® Likewise, after the serious baance of payment crisis in
1971 the military government invited one of the researchers of the World Bank, A.
Karabsmanoglu, who was a Turkish citizen, to rebuild the economy and implement
economic policy reforms, but later on, populism and internd political struggles overcome
the efforts for restructuring of the economy. The last criss, ironicaly, gave rise to a
gmilar devdopment in the mixed palitica-economic arena of Turkey. Kemd Dervis,
former vice president of WB was invited®® to rebuild the country’s ruined economy after

the two consecutive crises in late November and early February. From the beginning, the
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52-year old world bank economist gppeared to be the fourth partner of country’s three-
paty codition government with specia powers given from the outset. As was read in the
Financid Times columns, “when the IMF gpproves a fresh boil-out for Turkey..., it will
be betting its money on Kemd Dervis, the new economy miniser”. His connections with
the internationd financda community and independence from politicd manipulaions and
populig policy making are two qudlities that ae expected to bring an end to the
economic turmoail and chaosin the country.

Although “the Turkish experience provides strong support to the propostion that
the character and unity of the technocratic eite with clear ties to internationa lending
agencies is a key factor in determining the success of an adjustment program”, it dso
supports the propostion that in countries with lack of democratic inditutions and
transparency in date dffars, top-down policy building further drengthens the dreedy
autocratic and repressve sate governance. Lack of transparency together with a socia
dructure characterized by extreme polarization of incomes and life syles further limits
the posshility for a socid pact that was needed to build a consensus around an anti-
inflationary program (Onis, 1997:37).

The existence of widespread corruption also contributes to lack of trust in society
for any new economic program amed a reducing inflaion3’ A sde effect of the
ongoing economic criss in the country, therefore, has been the insulation of the Sate
from socid pressures further away. The isolaion of politicdl and military class from the
res of the society aso strengthened the resistance of these groups to any criticism against
their subsequent conducts and helped to deepen the fragmentations among different
groups in the society.

The broad view discussed above brings us to conclusion chdlenging the generdly
accepted neo-liberd view of the reciproca reaionship between economics and politics
which base on the premise that these two are and must be independent of one another. In
contrast to the arguments put forward by the mainstream economists, Turkish experience
demonstrates a clear-cut lesson that “politics maters in the ea of financd
liberdization.” The voldile nature of capitd flows largdy depend on  the good news
from the markets and these good news gain specia importance especidly in countries
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where there is lack of inditutionad infragtructure to ensure continuity in politicad and

economic policies®®

CONCLUSION

The Turkish experience in the 1980s and 1990s provides an important example
for the demondration of close reationship between the economic programs a country
goplies and the palitica and economic infrastructure surrounding those programs.

We tried to argue that Turkey's switch to neo-liberd economic policies in the
early 1980s did not bring about the expected yields partly because of its lack of the
required infrastructure for the economic reforms it was trying to gpply. To the surprise of
many but not al, the end result has turned out to be the continuation of the previous rent
coditions under the new system with new partners.

As demondrated in the last Adan criss, Turkish case adso provides new evidence
to the fact that “week financid inditutions may make a [developing country] particularly
vulnerable to large and sudden changes in short-term flows.” (Stiglitz, 2000) especidly in
the face of unregulated capital account liberdization.3°

The Turkish trgectory in the pod-liberdization era, on the other hand, displayed
some interesting results in terms of the exigence and the continuation of the rent-seeking
coditions formed during the 1S era prior to the liberdization wave of the 1980s. The
digribution of rent (created in the formad and informa part of the economy) between the
busness, date bureaucracy and the military, in this respect, appears to be the
diginguishing dements of Turkish capitdism. The atempts to downsize and reduce the
date control and regulation in the economy have yielded (un)expected results in terms of
state-business-society relationship. The state has taken (been given) a more direct role in
trandferring the economic surplus extracted from the society in the form of taxation back
to the business as interest payments on public debt.

Despite the increesing power of the financid capitd in domestic policy formation
through the internationdization of the domestic markets, the Turkish amy could dill
indg on holding a secured place in the politicd aena of the country. The widening
public debt, and the deteriorating income didribution in the country have gone hand in
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hand with increesng militarization of the Turkish date. Suppression of the democratic
rights, divison and polarization of the society among severd politicd and ideologica
fractions, and the untransparent functioning of the date apparatus together with the
destructive effects of the uncontrolled trade and financid liberdization programs have
put the country away from the expected results of the neo-liberd reform package of the
1980s.

In this respect, we have argued that the political sustainability of neoliberdiam, a
least in the Turkish context, in the 21% century is largdy determined by the performance
of the politicadl and economic order both in the domestic and the internationad sphere at

the sametime.
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End Notes

1 For a detailed discussion of the financial deregulation and trade liberalization programs and their effects
on the developing countries growth paths, see World Bank, 1997; Knight, 1998;Gabriele et al, 2000;
Stiglitz, 2000; Eichengreen, 2000.

2 Asan example of this view, see Dornbush, 1992; Citrin et al., 2000.

3 For an in depth analysis of the relationship between politics and the economic liberalization package of
the 1980s, see e.g. Boratav, 1993; Onis, 1998; Cizre-Sakallioglu et al, 2000.

4 The main target of these policies was to support the domestic industrialists by providing cheap
intermediate inputs imported through subsidized exchange rates.

5 For a detailed analysis of this relationship between the state and the business class, see Keyder, 1987;
Bugra, 1994.

6 The development paths of this narrow distributional coalition have been analyzed by several scholars, see
e.g. Keyder, 1987; Celesun, 1989; Onis, 1992; Boratav, 1993.

7 “Turkey is one of the seven countries in the OECD to have the least number of restrictions on capital
account transactions.” (Kumcu, 1997:31).

8For adiscussion of the over invoicing, tax rebates and virtual exports that led to a direct income transfer to
the business class see, e.g. Rodrik, 1988.

9 Also the increasing dependence on the international capital flows from both private and official sources-to
finance the widening public deficit resulted in loss of control over the economic policies followed by the
country.

10 For a detailed analysis of the post-1980 economic reforms and their effects on the income distribution,
see e.g. Celesun, 1989, Ozmucur, 1992, Y eldan, 2000.

11 For ageneral view on the disruptive effects of the international capital flows on domestic markets and the
moral hazard problem associated with the state guarantee on private sector debt and bank deposits, see e.g.
Edwards, 1998; Felstein, 1999; Rasich, 2000; Eichengreen, 2000; OECD, 2001.

12 The distortion caused by the extra budgetary funds is recognized and admitted by the government in
Turkey, in the letter of intent to IMF dated December 9, 1999 and December 18, 2000, it is promised that;
“...to increase transparency Changes in the budgetary framework will require broadening the effective
coverage of the budget. In this respect, 20 budgetary funds, out of atotal of 61 budgetary funds, will be
closed by February 2000 (a structural benchmark for the first review); 25 more funds would be closed by
August 2000 (a structural benchmark for the third review). The remaining funds will be closed by June
2001. Further progress in this area will be achieved by introducing in 2001 accounting and reporting on a
commitment basis for the consolidated central budget. Moreover, in 2001 an integrated financial
information system based on atreasury single account and a general ledger will be implemented.

13 This system of financing government expenditures was an invention of Ozal erain 1980s. One of the
main motives behind the invention of EBFs was the government’s inability to generate revenue from
standard sources. The increasing need for these funds to finance several government expenditures made the
successive governments to resort to extra-non tax sources of revenue such as exit fund paid by citizens
traveling abroad. —The exit fund was $100 for each Turkish citizen going abroad and was abolished in
1992, yet after the February crisis in 2001, the government again returned to this source of funding this
time for $50 each. According to the Annual Report of the Ministry of Finance, in 1988, 11,2% of public
investment was financed by the EBFs (Ministry of Finance, 1988).

14je., one of the state banks, Ziraat Bank itself has $12 billion uncollected assets vis-avisthe Treasury.

15 The exchange rate framework was designed to have the following features:

A pre-announced exchange rate path with respect to the existing basket will be introduced before
the IMF Executive Board meeting (a prior action). The exchange rate path will be announced for
the period January 1, 2000-December 31, 2000. During this period, the depreciation rate will be 20
percent, equal to the target for WPI inflation. Within each month, the daily exchange rate
adjustment shall remain constant. After the introduction of the new exchange rate system, the
depreciation rate for the rest of December 1999 will be the same as in the first part of the month.
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At the end of each quarter, the exchange rate schedule will be extended by three additional
months, without changing the part of the exchange rate path already announced. The devaluation
rate for the additional three months may differ from the announced rate in the preceding period
with aview to furthering the disinflation process.

There will be no band around the exchange rate path for the first 18 months following the
introduction of thisregime. A gradual shift toward a more flexible exchange rate regime will begin
on July 1, 2001 when a symmetric, progressively widening band about the central exchange rate
path will be introduced. This band will widen at arate of 15 percentage points per annum,

measured from edge to edge. The total width of the band will thus reach 7%z percent by end-
December 2001, 15 percent by end-June 2002, and 22% percent by end-December 2002. For a
detailed description of the program outlines see;

http://www.imf.org/ext ernal/np/10i/1999/120999.pdf

8|n this respect, Turkey is not unique among other developing countries. As Samuel P. Huntington
explainsin his 1968 classic, "Political Order in Changing Societies,” high levels of corruption are endemic
to societies undergoing the stress of rapid modernization. Corruption greases the wheels of creaky,
unresponsive bureaucracies, creates informal networks of power so that things get done when they
otherwise wouldn't, and allows people to purchase power in third world systems that they would otherwise
violently revolt against,

17 The primary aim of privatization in the Turkish context has become generating additional funding for the
budget deficit rather than increasing the efficiency in the market. In the letter of intent to IMF dated
December 18, it was explicitly stated that “ our privatization program remains guided by the need to
improve economic efficiency, and reduce the domestic and external borrowing requirement of the public
sector.

8 The government, in its letter of intent to IMF dated June 26, 2001, clearly displayed the path to be
followed in its economic program and the groups who will carry the burden. It is stated that; “Wage
negotiations for public sector workers were concluded in late May. We estimate that the two-year
agreement will lower the ratio of average net salaries of public sector workers and civil servants from 2.6 in
2000to 2.2 inthefirst contract year before raising it to 2.3 in the second contract year.

Regarding policy efforts, in May we raised VAT rates as planned, and increased the minimum
contribution base relevant for social security payments by 40%, while increasing the contribution ceiling
from four to five times the minimum contribution. We also raised petroleum consumption taxes by over
20% in May and by 16% in June, more than originally planned.”

19 The workersin the informal sector are unregistered and work at below market rates without access to any
means of social security. For an analysis on the size of the informal sector, see e.g. Celesun, 1989;
Derdiyok, 1993. Also, for a detailed discussion on the effects of the distorted labour market structure on
employment and wages, see Bulutay, 1995; Senses, 1996; Y el dan, 2000.

20 For an in depth analysis of the repressive nature of the Turkish tax system see e.g. Senatalar et al, 1991;
Ozmucur, 1992; Onder et a, 1993.

21 Kazgan (1990) provides a historical overview of the underling reasons behind the distorted income
distribution in the country.

22 The cost of the last two crises has been an increase in the country’s already high unemployment figures
by 42% comparing to the previous year, which means ailmost 700,000 new jobless people. (Milliyet
04/08/2001).

23 For a detailed analysis of the development paths of the informal sector and its dfects on the labour
market, see e.g. Senses, 1996; Ozmucur, 1992; Derdiyok, 1993.

24 Degpite the last general tax amnesties, only 35% of total 4.5 billion accrued tax liability could be
collected (Radikal 17/07/2001).

25 A businessman could easily spend $1 million on a party in Istanbul to celebrate his son’s circumcision
while millions barely afford their living with the country’s $85 minimum wage level.

26 The president A.N.Sezer, for instance, vetoed the legislation proposal to reduce subsidies for tobacco
farmers to avoid deepening the already too much suffering among agricultural workers. On the other hand,
the military dominated National Security Council-which is an institution established after the 1980 military
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coup and where the threats to national security issues are the primary topic-discussed the potential for
social uprisings and unrest in public in its closed meeting (Radikal, 26/07/2001).

27 |In addition to these, there are other sources from which the fund generates income for its expenditures.
For instance, Turkish men can exempt themselves from compulsory military service by making a lump-sum
payment to the state. A share of these payments is deposited to DISF. Tragic-comic events also take place
in Turkey when we start digging the sources of the flow of funds to the military. For instance, during
Muslim’s biggest holiday, the festival of sacrifice, muslim families in Turkey sacrifice farm animals such
as ships and cows. The furs of these animals are used to be donated to religious non-profit organizations
and mosques for fund raising. In this donation market, where the total value of donations reaches millions
of dollars every year, military was also a competitor with such religious organizations through its fund
raising activities to get these donated furs. The organization of this operation was done via Turkish Air
Foundation (TAF)-another sister organization of the military. Despite official commercials and wide spread
military-government announcements to encourage the fur donations to this organization, TAF was able to
obtain only a small share from this profitable cake. In 1998, however, to rectify this ongoing rivary, the
ministery of justice, upon the advice of the NSC, issued an order making it illegal to collect-accept the fur
donations by any other organization other than TAF (Y uksel, 1999).

28some of the companies OYAK owns are; a supermarket chain, 47% of OYAK Renault-one of the
country’s two dominant automobile makers, 10% of Turkey's cement making capacity, 12% of tire
company Good year, 63%o0f a leading transportation company, etc. For a detailed account of the
subsidiaries and the companies linked to OY AK see, http://www.oyak.org.tr

29 After the February crisis in 2001, the number of failed private banks transferred to state ownership
because of the 100% state guarantee on all bank deposits reached a number of twelve. In June, 2001,

OYAK started the negotiations with the independent banking agency to overtake the ownership of

Demirbank-the 12!" biggest bank of the country which was the triggering source of the crisis in December
2000- and concluded the process by purchasing the bank at a price lower than the market value. Hence,
Demirbank has become the second bank owned by OY AK in the Turkish banking sector (Sabah, 27/06/01;
Milliyet, 6/6/01).

30 European Union has been criticizing the role of the military in Turkish politics and making proposals to
limit its size as a precondition for EU membership that the country has been trying to enter. Also, human
rights organizations have been confronting with the country’ s undemocratic legislations giving the military
the upper hand and enabling the army conduct operations in the Kurdish regions of the country without
being subject to the general laws. The Southeastern part of Turkey where Kurds constitute the majority of
the population has been under marshal law since the 1980 military takeover (for a discussion on the
military and the human rights conflict in Turkey, see e.g. Kilic, 1998; White, 1998; Barkey, 1998; Parla,

1998; Gabeilnick, 1999)

31 The February crisis struck the military in the midst of its largest spending on weapons procurement,

which was expected to total $31 billion in the next eight years and reach $150 billion by year 2030. After
the crisis hit the country, the military announced that it postponed defense projects worth $19 billion.

Again, the civilians are not informed about the accounts which are declared to be postponed (Associated
Press, May 11, 2001).

32 Despite the insistence of IMF to downside and reduce the state involvement in the market through
deregulation and privatization programs, there is no single comment on the market distortions created by
the privileged military companies.

33 MGK plays an important role in institutionalizing these continuous military interventions to the country’s
politicdl life.

34 Ex-president of the Central Bank of Turkey, for instance, has been accused of making illegal gains by
using his position in exchanging his TL60 billion holdings to dollar on the very last day just before the
devaluation in February. While his case is now being processed by the court, it is found out that he is not
the only one benefited from the last devaluation. Ex-president of the biggest state bank-Ziraat bank, also
exchanged his TL102 hillion to dollar two days before the devaluation (Radikal, 8/1/01; Ozgur Politika,

16/4/01; Ozgur Politika, 23/4/01). It is currently a highly debated issue in the country that the central bank
is being asked-by public- to announce the names of the buyers of the $5bhillion sale just prior to the
devaluation.

35 He was | ater to be first prime minister and then the president of the country.
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36 |t is claimed that the idea of choosing K. Dervis as the minister of economy came from S. Fisher,

president of IMF, to gain the international community’ s trust and support.

37 Countless parliamentary investigation committees have been set up in the 90s to investigate ongoing
abuses in the public sphere. However, these committees which themselves had no sanctioning power, faded
away as aresult of political negotiations among groups involved in the abuses and were to be investigated.

38 The Asian experience in 1997 supported the above claim that even the countries with sound macro-
economic performance and low public debt are also subject to speculative debt in the presence of lack of
the required regulatory institutional bodies.

39« .one might compare capital account liberalization to putting a race car engine into an old car and
setting off without checking the tires or training the driver. Perhaps with appropriate tires and training, the
car might perform better, but without such equipment and training, it is ailmost inevitable that an accident
will occur. One might actually have done far better with the older, more reliable engine: performance
would have been slower, but there would have been less potential for an accident, similarly, the
international economic architecture must be designed to “work” not just in the presence of perfect
economic management, but with the kind of fallible governments and public officials that in fact occur in
democratic societies.” One more thing needs to be added to this statement which is the fact that the
governments, in most of the developing countries, are not an independent unit from the capitalist class and
play an important role in directing the rent distribution from the working class to the capitalists’ (Stiglitz,
2000).

42



BIBLIOGRAPHY

Akyuz, Y. (1990), Financid System and Policies in Turkey in the 1980s, in T. Aricdi and
D. Rodrik,(eds), The Political Economy of Turkey, London and New Y ork: Macmillan.

Atiyas, 1. (1995), Uneven Governance and Fiscad Failure, in L. Frischtak and |. Atiyas
(eds), Governance, Leadership and Communication: Building Constituencies for
Economic Reform, pp.223-251, Washington, D.C.: The World Bank.

Bdkan, E. and Erinc Yedan (1998), Finahcid Liberdization in Developing Countries:
The Turkish Experience, in R. Medhara and J. Fandlli (eds), Financial Liberalization in
Developing Countries, pp.129-155, London and Basingtoke: Macmillan.

Baskaya, F. (1986), “Turkiye Ekonomisinde Iki bunaim Donemi, Devleicilikten 24 Ocak
Kararlarina (Two Crises Era in the Turkish Economy, From Etatisn to September, 24
Decisons)”, Birlik Yayincilik, Ankara.

Barkey, H.J. (1998), “The People's Democracy Party (HADEP): The Travails of a Legd
Kurdish Party in Turkey”, Journal of Muslim Minority Affairs,18(1):129-137.

Bird, G. (1998), “Convertibility and Volaility: The Pros and Cons of Liberdizing the
Capitd Account”, Economic Notes 2:1-33.

Boratav, K., K.O.Turd, and E. Yddan (1996),” Dilemmas of Structurd and
Environmentd Policies under Indability: Pos-1980 Turkey”, World Development
24(2):373-393.

Boratav, K. (1990), Inter-Class and IntraClass Reations of Didribution Under
“Structurd Adjustment”: Turkey During the 1980s, in The Palitical Economy of Turkey,
T. Aricanli and D. Rodrik(eds.), St. Martin’s Press, New Y ork.

Boratav, K. (1993), “State and Class in Turkey: A Study in Capitdist Development” ,
Review of Radical Political Economics 25(1):129-147.

Brauer, J. (2001), Survey and Review of the Defense Economics Literature on Greece
and Turkey: What Have We Learned?, Defense and Peace Economics (forthcoming).

Bugra, A. (1994), “State and Busness in Modern Turkey”, Albany, N.Y. : State
University of New York Press.

Bugra, A. (1997), “The Claws of Tigers’, Private View 1(2): 50-55.

43



Carvaho, F.J.C. (2000), “The IMF as Criss Manager: An Assessment of the Strategy in
Ada and of its Criticism®, Journal of Post Keynesian Economics 23(2): 235-266,
(Winter)

Cdvo, G,; L. Ledeman and C. Renhat (1996), “Inflows of Capitd to Deveoping
Countries in the 1990s, Journa of Developing Countries in the 1990s’, Journal of
Economic Per spectives 10(2):123-139.

Cedlesun, Merih and Dani Rodrik (1989), Debt, Adjusment and Growth in Turkey, in J.
Sachs and SM. Callins (eds.), Developing Country Debt and Economic Performance,
Country Sudies, Chicago and London, The University of Chicago Press,

Celesun, M. (1989), “Income Didribution and Employment Aspects of Turkey’'s Post-
1980 Adjusment”, METU Studies in Development 16(3-4):1-32.

Centrd Bank of Republic of Turkey (CBRT), Survey Satidics (see
http://mww.tcmb.gov.tr)

Cizre-Sakdlioglu, Umit; Erinc Yeddan (2000), “Politics, Society and Financid
Liberdization: Turkey in the 1990s’, Devel opment and Change 31:481-508.

Cizre-Sakallioglu, U. (1991), Labour: The Battered Community, in Metin Heper (eds),
Strong Sate and Economic Interest Groups. The Post-1980 Turkish Experience, Berlin
and New Y ork: De Grugter, pp.57-69.

Cizre-Sakdlioglu, U. (1997), “The Anatomy of the Turkish Militay Autonomy”,
Comparative Politics 29(2):151- 166.

Derdiyok, T. (1993), “Turkiyenin Kayit Dis Ekonomignin Tahmini (The Edimae of
Turkey's Informa Economy)”, Iktisat, (Mayis): 54-63.

Dornbush, R. (1992), “The Case for Trade Liberdization in Developing Countries’,
Journal of Economic Perspectives, Vol.6, No.1, Winter, pp.69-85.

Ersd, H. (1996), “The Timing of Capitd Account Liberdization: The Turkish
Experience’ , New Per spectives on Turkey 15:45-64.

Edwards, S. (1998), “Interest Rate Volatility, Capital Controls and Contagion”, NBER
Working Paper no.6756, (October), Cambridge, MA: NBER.

Eichengreen, B. (2000), “Taming Capitd Fows’, World Devel opment 28(6):1105-1116.

Frankd, J. (1997), “The Order of Economic Liberdization”, in K. Brunner and A.H.
Méltzer (eds.), Economic Policy in a World of Change, North-Holland.



Felgein, M. (1999), “Sdf Protection for Emerging Market Economies’, NBER Working
Paper no.6907, (January), Cambridge, MA: NBER.

Frantz, D. (January 14, 2001), Military Bestrides Turkey's Path to the European Union,
The New York Times

Gabride, A.; Korkut Boratav; Ashok Parikh (2000), “Ingtability and Volatility of Capitd
Flows to Developing Countries’, The World Economy, 23(8): 1031-1056, (August).

Gabelnick, T. (1999), “Turkey: Arms and Human Rights’, Foreign Policy In Focus
4(16), (May).

Huntington, S. P. (1968), “Politicdl Order in Changing Societies’, New Haven, Yde
Univerdty Press.

IMF, Letter of Intent of Turkey, (April 30, 2001; December 18, 2000; December 9, 2000;
January 30, 2001; June 26, 2001).

IMF News Brief, (July 12, 2001), No.01/57.
Kasnokoglu, Z. (1997), “Who Gets What”, Private View 1(2):56-62.

Kazgan, G. (1990), “Turkiyede Gdir Bolusumu: Dun ve Bugun (Income Didribution in
Turkey: Today and Y esterday)”, Istanbul: Fiedrich Ebert Foundation.

Keyder, C. (1987), “State and Class in Turkey: a dudy in capitdist development”,
London, New York: Verso.

Kilic, A. (1998), “Democratization, Human Rights and Ethnic Policies in Turkey”,
Journal of Muslim Minority Affairs 18(1):91-1009.

Kumcu, E. (1997), “Degisen Dunydda Degismeyen Deviet mi?” (Is it State Unchanged
in a Changing World), Ekonomide Durum 3(4):10-25.

Knight, M. (1998), “Deveoping Countries and the Globdization of Financid Markets’,
World Development 26(7):1185-1200.

Kirkpatrick, C., Ziya Onis (1991), “Turkey and The World Bark: Aid and Power”, in
Mosdly, Paul, Jane Harrigan and John Toye (eds.), Aid and Power: The World Bank and
Policy Based Lending, Vol.2, pp.9-37, London and New Y ork: Routledge.

Milliyet, 04/08/2001.

Milliyet, 6/06/2001

45



Ministry of Finance (1998), Annud Report, Ankara.

McKinnon, R. (1982), “The Order Of Economic Liberdization: Financid Control in the
Trandtion to a Market Economy”, Batimore, John Hopkins Universty.

Ozgur Politika, 23April, 2001, Dolara Cevik Bir Gecis (A fast skip to the dollar).
Ozgur Politika, 16 April, 2001, Tunaboylu da Dovizci.

Onis, Z. (1991), “Privatization and the Logic of Codition Building, A Compardive
Andyss of the State Divediture in Turkey and the United Kingdom”, Comparative
Political Studies, 24(1): 231-253.

Onis, Z. (1992), “Redemocrdtization and Economic Liberdization in Turkey: The Limits
of State Economy”, Studies in Compar ative Inter national Development, 27(2):3-23.

Onis, Z.; J Riedd (1993), “Economic Criss and Long Term Growth in Turkey”,
Washington D.C.: The World Bank.

Onis, Z.; Steve Webb (1994), Turkey, Democratization and Adjustment from Above, in
Stephan Haggard and Steve B. Webb (eds.)), Voting for Reform, Democracy, Palitical
Liberalization and Economic Adjustment, , pp.128-184, New York: Oxford Universty
Press.

Onis, Z. (1996), “Globdization and Financid Blow Ups in the Semi-Periphery: Turkey's
Financia Crissof 1994 in Retrogpect”, New Per spectives on Turkey, 15(Fall): 1-23.

Onis, Z. (1997), “Democracy, Populism and Chronic Inflation in Turkey: The Post-
Liberaization Experience’, Yapi Kredi Economic Review 8 (June):38-50.

Onis, Z. (1998), “Politicd Economy of Turkey in the 1980s, Anatomy of Unorthodox
Liberdism”, in State and Market, pp.183-196, Bogazici University Press, Istanbul.

Onis, Z. A. F. Baysan (2000), “Neoliberd Globalization, the Nation State and Financid
Crigs in the Semi-Periphery: A Comparaive Anadyss’, Third World Quarterly,
21(1):119-139.

Onder, 1., Oktar Turd, Cem Somd, and Nazim Ekinc (1993), “Turkiyede Kamu
Madiyes, Finansal Yapi ve Politikdar (Public Finance, Financid Structure and Palitics in
Turkey)”, Istanbul, Tarih Vakfi Yurt Yayinlari.

Oyan, O, Ali Riza Aydin (1997), “Igikrar Programindan Fon Ekonomisne (From
Structurd Adjustment Program to Fund Economics)”, Ankara, Verso.

46



Ozmucur, S. (1992), “Pricing and Income Didribution in an Economy with and
Important Public Sector”, Bogazici University Research Papers, 92(12).

OECD (2001), http://www.oecd.org/eco/surv/pdf/turkey01- 1.pdf

Ozatay, F. (1997), “The Lessons of the 1994 Crigs in Turkey: Public Debt
(MigManagement and Confidence Crids’, Yapi Kredi Economic Review 7:21-38.

Ozmucur, S. (1996), “Turkiyede Gdir Dagilimi, Vergi Yuku ve Macroeconomic
Gogegde” (Income Didribution, Tax Burden and Macroeconomic Indicators in
Turkey), Istanbul: Bogazici Universty Press,

Parla, T. (1998), “Mercantile Capitdism in Turkey 1960-1998", New Perspectives on
Turkey, (Fal), 19:29-52.

Rasch, R. (2000), “Globdization and Private Capitd Movements’, Third World
Quarterly 21(6):943-961.

Rodrik, D. (1988), “Turkiyenin lhracat Patlamas Ne Kadar Haydi?” (How Much of
Turkish Export Boom is Virtud?), Toplum ve Bilim 42.

Rodrik, D. (1990a), “Premature Liberdization and Incomplete Stabilization: The Ozd
Decade in Turkey”, Center for Economic Research Working Paper, No: 402, London.

Rodrik, D., Tosun Aricanli (1990b), “The Politicdl Economy of Turkey”, &. Martin's
Press, New York.

Rodrik, D. (1996), “Understanding Economic Policy Reform”, Journal of Economic
Literature 34(1):9-41.

Rodrik, D. (1998), Who Needs Capitd Account Convertability? In P. Kenen (eds),
Should the IMF Pursue Capital Account Convertability?, Essays in Internationa Finance
207, Internationa Finance Section, Department of Economics, Princeton Universty
(May):55-65.

Radika, 26/07/2001, MGK'’ da Patlama Tespiti (Explosion Warning in MGK).

Radikal, 8/1/01, Ercd’ e Cifte Sok (Double Shock to Ercdl).

Radikal, 17/07/2001.

Radikal, 8/01/2001.

Sabah, 06/27/01 Sumerbank da Gitti (Sumerbank has been gone too).

47



Sdcuk, F., Ahmet Ertugrul (2001), “A Brief account of the Turkish economy:1980-
2000", Russian and East European Finance and Trade, (Feb).

Senatdar, B., lzzettin Onder, Oguz Oyan, Veys Sevig (1991), “Turkiyede 1980 Sonras
Vergi Politikas (Taxation Policy in Turkey after 1980)”, Istanbul, Tuses.

Senses, F. (1994), “Labour Market Responses to Structurd Adjustment and Ingtitutiona
Pressures: The Turkish Casg’, METU Sudies in Development 21(3):405-448.

Senses, F. (1996), “Structurd Adjusment Policies and Employment in Turkey”, Middle
East Technicd University, ERC Working Paper, 96(01).

Schams, H.E. (1999), “Didributiona Coditions and the Politics of Economic Reform in
Latin America’, World Politics 51(January):236- 268.

Schick, 1.C.; E. A. Tonak (1987), The Internationd Dimension: Trade, Aid, and Debt, in
|.C.Schick and E.A.Tonak (eds), “Turkey in Trangtion”, pp.333-365, Oxford University
Press.

Strange, S. (1986), “Casino Capitdism”, Oxford: Basl Blackwell.

Stocholm International Peace Research Ingtitute (SIPRI) Y ear Book 2001.

Stiglitz, JE. (2000), “Cepitd Market Liberdization, Economic Growth, and Ingtability”,
World Development 28(6):1075-1086

Sonmez,M. (1998), “The Story of Eastern and Southeastern Turkey”, Private View
2(6):54-64.

Stae Inditute for Statistics (SIS), Household, Labour Force and Income Digribution
Surveys (various years), Ankara: SIS (see, http://www.die.gov.tr)

State Panning Organization (SPO), Main Economic Indicators (various years), Ankara
SPO (see, http://www.dpt.gov.tr)

State Planning Organization (SPO)(1998), Economic and socid Indicators 1950-1997,
Ankara: SPO, (see http://www.dpt.gov.tr)

The Associated Press, May 11, 2001, “Turkish Military’s Shrinking Budget Likely to be
Fdt by U.S. Defense Firms’.

Tukd, H. (1997), “Waiting for Macroeconomic Stability”, Private View 1(2): 24-28.

Under-secretariat of Tressury and Foreign Trade (UTFT), Man Economic Indicators
(various years), Ankara: UTFT (see, http://www.hazine.gov.ir)

48



World Bank (1997), “The Road to Financid Integration: Private Capitd Hows to
Deveoping Countries’, Oxford University Press, Oxford.

White, P. J. (1998), “Economic Margindization of Turkey’'s Kurds The Faled Promise
of Modernization and Reform”, Journal of Muslim Minority Affairs 18(1):139-158.

Yenturk, N. (1996), “Impacts of Capita Flows on Savin and Invesment: A Comparison
of Turkey and Latin American Countries’, METU Studies in Development 23(1):151-169.

Yenturk, N. (1997), “Destined to bein Crigs’, Private View 1(2): 38-43.

Yeldan, E. (1992), “The Economic Structure of Power in Turkey; Price, Growth and
Accumulation”, Bilkent University Department of Economics Discussion Paper, 92(5)
(April).

Yedan, E. (2000), “Kuresdlesen Turkiye Ekonomisnde Deviet Sermaye ve Ucretli
Emek Adsndan Bolusum ve Birikim lliskileri (Didribution and Accumulation Reations
from the Perspective of State, Capitd and Labour in the Globdizing Turkish Economy ”,
Birikim, Agustos.

Yeldan, E. (2001), “Kuresdlesme Surecinde Turkiye Ekonomis Bolusum, Birikim ve
Buyume (Turkish Economy in the Process of Globdizaion, Accumulaion and Growth”,
lletigm Yayinlari, |stanbul.

Yilmaz, T. (06/06/01), Sumerbank’ta lbre OYAK’tan Yana (the scde in Sumerbank is
towards OY AK), Milliyet.

Yuksd, E.(1999), “Canniba Democracies, Theocratic Secularism: The Turkish Verson”,
Cordazo Journal of International and Comparative Law, 423

49



