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Abstract
The main objective of this study is to propose aalgical framework to

explain the major policy shifts that has charaegtati post-war Turkish economic
development; divided into four phases, startingoeesively in 1950, 1960, 1980,
and 2001. Its main contribution is to incorporatéemal and internal factors into
this framework within a broadly political economgrppective, attaching particular
significance to the role of economic crises in mgvirom one phase to the other.
While the role of external agents is identifiedthe main factor behind policy
shifts, the role of domestic coalitions in suppafrpolicy regime in each phase is
also recognized. Drawing attention to the rolestfte in the impressive recent
growth of countries such as China, India, and heahe paper argues that there is
still room for the state taking on a developmentd¢. The paper recommends that
Turkey follows a similar path by improving statepaaity not only with respect to
its regulatory role but also in more developmergpheres, encompassing its
redistributive and transformative role on the basfisa domestically-determined
industrialization strategy.
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! This study is a forerunner of work in progressadsook by the authors on the post-war
economic development of the Turkish economy. Thas wish that this essay and
its Turkish version, which will be produced in deurse, will generate a lively debate
among students of the Turkish economy. The autiis to extend their thanks to the
two anonymous referees of this journal for themsteuctive comments.
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1. Introduction

Turkish economic development in the post-war pehiad been
characterized by significant structural transfoiorat At the same
time, however, one can identify significant contiias such as cycles
of populist expansionism, periodic crises and entars with the IMF
as one moves from one major policy phase to theroifhe objective
of the present study is to propose a conceptuahdveork for
understanding the major policy shifts which haveused in post-war
Turkish economic development, notably in the contéxmulti-party
democracy which represents a major departure flemsingle party
government of the inter-war period. The proposath&work aims to
account for this simultaneous mix of structuralngf@rmation and
underlying continuities. Our central thesis is thairkey, in the
economic realm, represents a case of reactive Is¢ditavior. From a
comparative perspective, reactive state behavibictwalso appears
to have characterized the policy stance of majatinLAmerican
countries such as Brazil, Mexico and Argentinafeds sharply from
the more pro-active state strategies aimed at tndusansformation,
which seems to characterize the development experseof key East
Asian hyper-growth cases such as Japan, South Kaordaraiwan,
and more recently the case of China. Parallel & rtbtion of the
reactive state, our central contention is that ri@n impetus for
policy transformation in Turkey has originated froexternal
dynamics, with key external actors playing a céntrale in
accomplishing the transition from one policy ph&s@nother. There
iIs no doubt that there exist certain limits conaggnthe ability of
external actors or external forces to engineercpdiiansformation.
External dynamics need to be integrated with doimdsictors to
provide a coherent explanation of major policy tshifTo be more
precise, there must be a supporting domestic avalnf actors to
render a major policy regime, such as import-stlistyg model of
industrialization (ISl) in the 1960s and the 19@0she neo-liberalism
and market-based development during the 1980s aydnd, the
hegemonic policy regime during a specific perioderiédic
macroeconomic or financial crises have a particudbe to play in our
analytical schema in the sense that they signdy shparticular policy
regime is no longer sustainable and needs to Hacexh by a new
policy regime. Crises also strengthen the handxtdreal actors and
break down the resistance of key elements of tegigus domestic
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coalition. They also facilitate the emergence ohew domestic
coalition favoring the implementation of the newippregime in line
with the overriding impetus provided by the majotteenal actors.
Crises also serve the function of breaking-down dsgributional
stalemate which emerges towards the end of eaciktypphase,
thereby facilitating the transition to a new dormnpolicy regime.

There is a vast literature on the post-war econaeielopment
of Turkey which has greatly enhanced our understgnaf its
pattern, main phases, as well as the main problant issues
involved? We build on this stock of knowledge and attemptawer
the whole of the post-war period, by integrating pfost-2001 crisis
developments into our analysis. By bringing therinal and external
factors that have affected economic developmentianodrporating
political developments and the role of economicsesi into our
proposed analytical framework, we make a modesttetid provide a
more comprehensive treatment of the major structtaasformations
involved in the context of the shifting developmdigcourse.

The analytical framework proposed is discussed etail in
sections 2 and 3. Then, the framework proposedmpl@®ed as a
basis for explaining the four basic policy regimgst seem to
characterize post-war Turkish experience in the aranulti-party
democracy from 1950s to the present era in SeetidBection 4, in
effect, represents the substantive empirical corapbif the paper
where the specific linkages between external aeodsinfluences and
supporting domestic coalitions are given preciseammgy in the
context of individual policy epochs. Although ouradysis effectively
ends with the transition to the latest policy regim the post-2001
period, we briefly speculate about this period awhsider the
qguestion of whether a real rupture has taken plagbjch
differentiates this particular phase from earlibages in the history of
Turkish economic policy. In sections 5 and 6, weepd our
discussion beyond the specific Turkish experiencethe general
realm of comparative development performance. @utral message
in the present context is that the nature and wuali state
intervention continues to be a critical variable ascounting for
differences in development performance in the afjeem-liberal
globalization, and notably, in terms of differetitig between cases of
hyper-growth and moderate growth cases among natéstrializing
economies. Section 7 concludes.

2 See, for instance Hershlag (1968), Tezel (198&yatav ( 2003), Keyder (1987),
Kepenek and Yentlrk (2005), Kazgan (2001), Yen{@€03) and Yeldan (2001).
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2. Explaining major policy shifts in the context o
reactive state behavior: An analytical framework

“Late development” is a characteristic which is moique to
developing countries in the post-war context. Maoguntries
currently classified in the advanced industrializzglintry category
were confronted with similar problems of catchingwith the leading
countries of their timé France and Germany in the 19th century and
Japan in the immediate post-war period are typiaaks of currently
advanced industrialized countries which have beanfranted with
the challenge of late industrialization. Recenteagsh reveals that
none of the successful cases of late-industriadimaespecially during
the critical take-off phase of development, wertegnated to the
world market under free trade conditions. Activeatstbacked
industrialization and the nurturing of a privaterepreneurial class
under state protection constituted a critical eletnod their successful
catching up processClearly, the balance between state actors and
private business shifts over time and the pendwdwngs in favor of
powerful private actors as these countries readersain level of
maturity in their industrialization process. Hentlge fact that states
play an exceptionally important role in the procest late
industrialization given the fundamental initial Wweasses of a late
developing country in terms of its technologicatiueational and
entrepreneurial capacities is a commonly acceptedggsition. What
is important in the present context, however, & #tates themselves
can exhibit considerable variation in the proces§ late
industrialization. The very differences in the matof such states, the
mode of their interactions with key elements ofitheocieties can
result in significant differences in the nature amahblity of state
intervention. The natural corollary of this is tlsaich differences tend
to produce significant contrast in development grenince among
individual countries over time.

Our focus in this study is on a specific sub-sestate behavior
or mode of intervention in the context of late isttialization. The
sub-set of states that we have in mind are the &irickactive states”,

3 See Gerschenkron ( 1962) for a detailed exposifcthe concept of late development.

For a more recent application of the concept inEhst Asian context as well as other
national settings see Amsden ( 1989, 2001).

4 See Chang (2002) and Shafaeddin (2005) for demaitbe industrialization experience
of some of these countries and in particular the obthe state in this process.
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which tend to be more representative of late deabnt in the
context of Turkey or the key countries of Latin Amaa representing
a sharp contrast with the pro-active or the develmal states that
seem to be a key feature of the East Asian rediba.certain level of
abstraction, there is a certain similarity betwdenexperiences of the
so-called reactive states and the more strategioaknted, pro-active
developmental states of the East Asian regionhéncase of reactive
states, one can also discern significant elementgerventionism in
the direction of correcting market failures bothmedily through an
extensive public enterprise sector, especiallyh@ early stages of
development, as well as through indirect intengmnin the operation
of the market mechanism using a large range ofunsnts. Perhaps,
the central difference between the reactive statestheir more pro-
active counterparts in East Asia, for example hat the former are
characterized by a much lower degree of “staterewny”. In other
words, reactive states tend to be more fragmentddeajoy a much
lower degree of relative autonomy from key domestastituencies
such as the emerging industrialists. Hence, thaiityato overcome
sectional conflicts and concentrate their attentaom longer-term
strategic goals such as developing internationadiynpetitive export
industries tend to be more limited. Moreover, revacstates tend to
move closely with the dominant norms in policy bebaaccepted in
major centers of international decision making. d¢dga state
behavior by definition means going along with tleeeptable line of
policy thinking as opposed to deviating from sudrms in certain
critical respects.

Our explanations of major policy shifts in late ustrializing
countries, which display the common characterisficeactive state
behavior, are based on the following integrated&ptopositions.

Proposition one: External actors or influences péay
disproportionately important role in accounting foajor
policy shifts.

There is no doubt that the role of external actwrenfluences
needs to be disaggregated for proper analysis. Trekease of key
external actors. This naturally includes the cakéhe leading or
hegemonic power in the international system whichhe post-war
context has been the United States. There is nbtdbat the United
States as the global hegemon has played and cestitiu play a
critical role in the case of late developing coigsy although its
power nowadays is increasingly challenged by a grolicountries
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such as China which are in the process of moviogfthe “semi-

periphery” to the “center” of the international eomic system. The
United States has exerted its economic influentle tioectly through
economic and military assistance, and also indyreittrough key

international organizations such as the IMF, therld/@ank, the

OECD, the WTO and so on-institutions over whicleah exercise a
disproportionate degree of influence. Moreover, glebal hegemon
can influence the development trajectories of iigiigl countries not
only through its manipulation of material incensvieut also through
the development of ideas. Dominant thinking on tEwaent

typically originate from the “center”, in which thacademic and
policy making elite in the United States occupy emtcal position.

Powerful ideas on development then tend to betutigthalized and
transmitted to the periphery at particular momehtsme through key
international organizations. In the context of fiberalism, for

example, strict conditionality of IMF stabilizatiopolicies and

structural adjustment loans of the World Bank haeen the most
effective mechanisms transmitting these ideas ® developing
country context.

Proposition two: External influences do not refer
exclusively to the global hegemon or to key muital
organizations. Key regional organizations as well a
powerful private actors also play a critical role.

This proposition assumes particular validity in tBeropean
context where the European Community or more récetite
European Union has performed and continues to peréocentral role
in transforming the economic and political struetiof countries in
the European periphery, notably those countrieschvienjoy the
concrete prospect of EU membership. Regional dycsrare also
operative in other parts of the world, althoughythere not as
institutionalized and powerful as in the EU contdXegional factors
tend to interact with global forces. Given that rfiggAtlantic
interdependence has been the norm in the post-evardy global and
regional forces have tended to move in the sanectitin and have
generally tended to strengthen the impact of or¢ham. At the same
time, the relative strength of global pressures i@gional dynamics
have tended to vary over time for individual coiwggras well as
displaying significant variations across the speutrof developing
countries. Moving beyond the regional realm, poulepfivate actors
also constitute a significant external force. Toeeé of private actors
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has become increasingly striking over time reachimg peak of its
influence in the era of financial globalization.el'set of private actors
which has now a major role in the policy procesdudes not only
powerful transnational corporations (TNCs) investidirectly in
developing countries but also a large number oérofhivate foreign
investors, often small investors, actively parttipg in the capital
markets of developing countries. The transnatidimancial alliance
also includes, last but not the least, internatidieanks and private
rating agencies, which regularly monitor the polipyocess in
individual countries. Through their analysis of tiredit-worthiness of
individual countries, such agencies are able totexdisproportionate
impact over the policy process of individual coigdr Aggregating all
these elements together, we may be able to refar“tcansnational
power bloc”, which forms the driving force or thentral element in
explaining the dominance of particular policiesned! as policy shifts
over time. The danger here is that we may exaggehat degree of
unity and coherence of this “transnational poweycbland, in the
process, fail to pay sufficient attention to thesqible conflicts of
interest between the different segments constgutirs power bloc.

Proposition three: External dynamics per se are
insufficient to explain major policy shifts. The
development of a supportive domestic policy caatitis
crucial in this context.

In spite of the fact that global or regional fordesve become
increasingly important in accounting for policy f&hiover time, the
effectiveness of such forces in terms of accomipigsh major shift in
policy requires the parallel development of a supp® domestic
coalition. In this context we need to make a dgtton between the
narrowly-based “policy-coalition” of interests whidirectly benefit
from the shift of policy regime and the benefits@asated with the
newly-instituted policy regime.To give an example, in the case of
import-substituting industrialization, the policgalition included the
key bureaucratic agencies such as the planningabsrevhich
assumed a central importance during the coursenplementing the
strategy, state enterprise managers, domesticadigted industrialists
benefiting from protectionism and other subsidigesvall as organized
labor employed in key import-substituting secténssome cases, for

® For an insightful examination of the role of datie coalition building in Turkish
economic development in the 1980s, see Waterb @921
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example in the case of Brazil and Mexico, inwardiated TNCs have
become a central element of the ruling ISI polioglgion. Hence, we
may talk of a “domestic power bloc” in line with “Gransnational
power bloc” with the qualification once again there may be
significant tensions or conflicts of interests betdn the different
elements constituting this power bloc. The impdrtgoint to

emphasize is that the emergence of a dominantypobalition may
not be enough in sustaining the policy especiallythe context of
more open and democratic regimes. Unlike the casauthoritarian
regimes, the narrow policy coalitions needs to béereled and
enlarged to build successful electoral coalitiomgdnder the policy
regime sustainable. To provide a specific examitle, narrow ISI
policy coalition in a broadly democratic environrhdfor example,
Turkey in the 1960s and the 1970s) had to be esdatg include
agricultural interests and to some extent small eretlium sized
enterprises, which were not formally part of théd&alition. Clearly,
the enlargement of the policy coalition -creates itaudhl

complications which we shall consider in the folingvsection.

Proposition  four: Transnational actors or “policy
entrepreneurs” may play an important conduit raie i
terms of linking the interests of the transnationab
domestic policy coalitions or “power blocs”. The

importance of these actors becomes particularly

significant in the context of institutionalizing eviberal
globalization during the more recent era.

In explaining major policy shifts and the institutalization of
the new policy regime, there is a need for an mesfiating set of
actors, which play a central role in tying the ret#s of the external
and domestic components of the broad transnatioaalition and
helping to build mutual trust among the key actorngolved in the
process. Typically, individuals who have been etkotan dominant
academic establishments and/or have worked in majatilateral
financial institutions are typically brought in feadership positions in
their home countries. Striking examples of this r@raenon in the
Turkish context include Turgut Ozal in the first weaof neo-liberal
restructuring in Turkey during the 1980s and “Ozaltinces”, the key
American-educated bureaucrats who occupied majsitipos in the
new layers of neo-liberal bureaucracy such as theatization
Administration, public sector banks and the Cenahk during the
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same period ( Ogj 2004). The case of Kemal Deyyiat the time
serving as a vice president at the World Bank, wias called in to
serve as the economic overlord and to head of strerfg economy
program” in the aftermath of the 2001 crisis is atyustriking. Latin
American experiences with neoliberal restructuriage full of
examples of critical individuals who have playedsiailar role
between the transnational and domestic policyslRerhaps the best-
known examples include Domingho Cavallo, the kehitecrat who
played a central role in instituting the Argentimeo-liberal program,
and notably the convertibility plan, of the 199Pgdro Aspe who was
a central figure in Mexican neo-liberal restruatgti and finally the
“Chicago Boys”, the Chicago University educated ugro of
technocrats who played a central role in the firate of neo-liberal
restructuring in the highly authoritarian settinfy Rinochet's Chile
during the 1970s.

3. Crises, policy choices and path dependence

Periodic macroeconomic crises play an integral roleour
explanation of major policy shifts over time fonamber of important
reasons:

(a) Crises often constitute a clear signal that thedentying
policy regime is unsustainabléVlacroeconomic or financial crises in
Turkey, Latin America and elsewhere often manithstmselves as
balance of payments or external debt crises with tfatural
implication that the existing policy regime is uf&lio generate the
foreign exchange resources needed to sustain tmoey at a steady
growth path. Typically, however, deeper forces arevork forming
the background to such crises. Major economic griae the Turkish
experience in the late 1970s, in 1994 and in 20@@t2clearly
illustrates, are also fiscal and distributionalsed. An unsustainable
fiscal deficit in itself is a sign that there areajor distributional
pressures on governments originating from varioegments of
society such as business, labor, and farmers andnsovhich
governments increasingly fail to handle. Attempysnbajor interest
groups in society to claim a larger share of treer@turally lead to a
situation where government expenditures increases mapidly than
government revenues. Large fiscal deficits becommaagor driving
force in the emergence of a chronic inflationarpgass which
undermines the competitiveness of the economy-vis-¢éhe external
competitors. In such an environment, the balancepayments
situation becomes increasingly vulnerable with stey exports,
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rising imports and falling foreign exchange ressrvEor example,
Turkey’s growing fiscal deficits in the face of grimg distributional
claims from different segments of society togethéth attempts to
push import-substituting industrialization intoeninediate and capital
goods in the 1970s increased the import dependanitee economy.
Heavy import-dependence in the face of stagnanbréxpbrought
about a severe balance of payments crisis andutieequent collapse
of this model of industrialization by the end oéttlecade. In the more
recent era of financial globalization, the problerhave been
compounded by the fact that such economies haveniedheavily
dependent on fragile flows of short-term capitaknke, it is not
surprising that countries, which find themselves ivicious circle of
fiscal and distributional crises, tend to be evesrarvulnerable to a
balance of payments crisis in an environment ofvheeaapital
mobility and dependence on short-term capital floNs wonder,
therefore, that the frequency of crises has inewan the age of
financial globalization as the post-1980 experieot&urkey clearly
testifies.

(b) Frequent crises highlight the institutional weakses of
countries in terms of their ability to manage urgeg distributional
conflicts or pressuresNe may hypothesize that countries, which are
in the middle of the spectrum between the two exé® of established
authoritarian regimes and established democraidstfiemselves in
a particularly vulnerable situation in this contexbne of the
deficiencies of countries, which are in the proceksnoving from
democratic transition to democratic consolidatienthe absence of
sufficiently strong institutional checks and balescThe presence of
such checks and balances would allow governmentaaoage the
underlying distributional conflicts within the panaters of
parliamentary democracy, a process which would hklp them to
contain fiscal deficits within permissible levelsis also important to
bring into the picture the distinction that we halseady introduced
between narrow policy coalitions and the broadtelat coalitions in
this context. Established authoritarian regimes g South Korea in
the 1960s enjoyed a natural advantage in the stvaestrategic
policy choices could be made through the consenthef narrow
policy coalition (namely state and business elitithout the need to
engineer a broad electoral coalition. In the Turkisise, in contrast,
the narrow policy coalition during the same-penweas not sufficient
to sustain the strategy. The narrow policy coalitibad to be
supported by the build-up of a broader electoralitton. Within the
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parameters of an emerging parliamentary democréogkey faced
the dilemma that the build-up of such a broad elattcoalition raised
acute problems of distributional management arwhfidisequilibrium
which, in turn, helped to undermine the sustainigbf the basic
strategy adopted.

(c) Crises play a transformative role by ending theseng
distributional stalemate and by allowing the emerge of a new
policy coalition to emerge especially by empowerxternal actors
relative to domestic actord/lajor crises have significant distributional
repercussions. For example, the crisis of the 18f80s was resolved
in the early 1980s by the collapse of the ISI d¢madi The major
distributional burden of the shift from an ISl bdsmodel to an
export-based strategy in Turkey fell on wage ardrgaearners and
the agricultural sector. The crisis has enabledekggrnal actors such
as the IMF, the World Bank and the OECD to play ajam
transformative role as a new export coalition gedigureplaced the
previous ISI coalition and the most dramatic polslyifts in this
process involved the exclusion of organized lalorthe absence of
crises, the existing coalition supporting a paticypolicy regime
tends to display considerable resistance to changpite of the fact
that there might be clear signs indicating that éxésting policy
regime might no longer be viable or sustainablas Was clearly the
case in Turkey towards the late 1970s. A majort ghifan export-
oriented strategy failed to materialize until theuwtry actually
experienced a major economic breakdown.

(d) Crises also imply that countries postpone majorigyol
choices with the result that action is delayed dne policy choice
becomes more limited once the crisis actually actlihe experience
of East Asian economies is quite instructive herthe sense that such
countries have been able to accomplish major polityices
voluntarily without actually experiencing major @oonic crises. A
good example is South Korea’s voluntary transitmexport-oriented
growth strategy in the early 1960s at a time wheastmlate
industrializing countries opted for a prolonged ortpsubstituting
strategy. This relatively early shift enabled SokKtrea to engineer a
major breakthrough in terms of export performarndeich proved to
be the foundation of its hyper-growth experiencovahg it to
prosper much more rapidly than the vast majorityaté developing
countries. By similar logic, one can conjecture thdurkey had been
able to accomplish a voluntary transition to anagkpriented growth
strategy in a planned fashion during the early $9a8 opposed to a
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forced transition in the form of a reactive resgis a major crisis,
Turkey’'s development performance would have reachebdigher

plateau as a result. Delayed policy response, wiaikés place after a
crisis actually occurs, means that the range dtyalptions tends to
be much more limited especially in an environmertieige key

external actors like the IMF assume disproportienpbwer and

importance. To provide a concrete example in tlstext, in the

absence of crises countries such as Malaysia afld ®hre able to

experiment successfully with “heterodox policy mshents” such as
controls on short term inflows or outflows of capbitin contrast, such
an instrument was not a realistic choice for Turkethe aftermath of
the 2001 crisis when an IMF-backed stabilizatiomgpam took

central stage.

(e) Crises are inherently costly in social, politicalnch
humanitarian terms. Even though we recognize the transformative
impact of crises, we should also underline the faat crises tend to
be extremely costly in terms of their human andicspolitical
consequences. In many Latin American countries Tanttey, major
macroeconomic crises have been associated wittbréskdown of
democratic regimes and their replacement by higtdpressive
military regimes. The interruption of the demoaraprocess in this
manner has no doubt represented a major setbadkdoefforts of
these countries to make the transition to becorairfigll democracy.
Even in the more recent cases of crises, wherdah®cratic regimes
have tended to be more robust than in the pastmidie burden of
adjustment has tended to fall disproportionately the weaker
segments of society. What is quite striking frons iscussion is that
the emergence of major policy shifts and the ris¢he associated
policy coalitions do not involve simply a technicdut also an
intensely political process.

4. Major policy shifts in Turkey during the mufiarty
era: Towards an integrated explanation

The objective of the present section is to constamcempirical
counterpart to the analytical framework developedthe previous
sections. Our aim is not to provide a comprehensiezview of each
policy phase. Instead, what we aim to do is to tpaistylized picture
of the four main policy phases that we identify Ifleal) in order to
illustrate the relevance or the applicability of roexplanatory
framework, particularly means of explaining thensiéion from one
particular phase to another. We consider eachypphase in turn.



METU STUDIES IN DEVELOPMENT 263

4.1. Transition from the etatism of the Inter-vpariod to
Agriculture-Led Integration to the World Economyiel
Democrat Party Era of the 1950s

1950s mark a new era in the political and economic
development of contemporary Turkey. This is a perivhich
effectively constitutes the beginning of represeveéademocracy in
Turkey. In other words, it represented the endhef mmonopoly of
single party government that characterized ther-Mitar period. The
significance of the period also originates from thet that “etatism”,
the state-led industrialization strategy, as thgeh®onic strategy of
the inter-War era is replaced by a new economiatesyly which
placed primary emphasis on liberalization and @&ty of integration
into the world market on the basis of agricultuedports. The
emphasis of the new economic model of the 1950sowasgricultural
development with a parallel focus on the developgmétransport and
communication networks. The industrialization objex; confined to
some progress in light consumption goods such ad &nd textiles,
was relegated very much to the background. The @irthe new
strategy was clearly to facilitate a process okgnation both in
domestic markets and to the global economy. In @woog for this
major change of direction during our first policligse, both external
and domestic factors were at work. During the pest-period, the
United States emerged as the new hegemonic povdeimathe new
Cold War context, with the Soviet Union posing ajonasecurity
threat, Turkey found itself firmly located in theédtern camp. In
retrospect, the shift to the new strategy highkghturkey’s very first
encounter with the notion of “aid conditionality” eaning external
resources will be available on the condition thatiqy changes
required by the donor are made. Turkey in the 19%®same an
important recipient of Marshall Aid provided by thkS to important
allies in the emerging Cold War context. Yet, ascds aid
necessitated a major shift of direction in termeobdnomic strategy.
The key international institution that played atermediating role in
this context was the IBRD (namely the World BariK)e “Thornburg
Report” (Thornburg et al1949) and the subsequent country report
produced under the auspices of the IBRD ( IBRD,1)3&presented
major critiques of the etatist strategy and outlitiee key elements of
reform. The strategy that the newly elected Merglegevernment
adopted in 1950 was very much in line with the nag@ndations of
the Thornburg Report.
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Although a major impetus for change originated frahe
drastically transformed international context of fhost-war period, it
would nevertheless be unfair to place all the eraghan external
actors and influences. Important changes havehlasa taking place
domestically which also helped to undermine thetisttastrategy
towards the end of the 1940s. The newly elected d2eamt Party
under the leadership of Adnan Menderes representedad coalition
of interests involving major landowners and comnarinterests on
the one hand and the broad spectrum of peasantiandrs, on the
other. Rapid expansion of the cultivated land aeeompanied by
rapid mechanization and generous price supportcipsliby the
government were key instruments of this strateghis Tbroad
domestic coalitiohalso welcomed the new strategy proposed by the
key external actors. Even though there was an elend
conditionality imposed by the external actors imeal, important
domestic constituencies also provided significanpp®rt to this
policy. The changing political environment in tharlg years of
parliamentary democracy enabled the new politited & implement
this strategy quite effectively. Indeed, the eargars of the 1950s
represented one of the most favorable growth epsad the history
of the Turkish economy. The period, however, alsarked the
beginning of a pattern which was to be repeateguiatly during the
course of successive decades. After a promisingnbieg, aided by
some aspects of a generally favorable externalr@mvient such as
the buoyant demand in world markets for Turkishcdtural exports
during the Korean War as well as favorable weattwrditions, the
strategy encountered increasing problems duringcthese of the
decade. Growing fiscal disequilibrium and risindldation helped to
undermine the balance of payments equilibrium hil result that a
major economic crisis became inevitable by the [EA80s. Turkey
experienced its very first encounter with the INFLO58, a decade or
so later than its encounter with the World Banke Tollapse in the
economic realm was not the only consequence fdtelithe nascent
democratic regime was interrupted by the militasye of 1960, too.

® We should note that this domestic coalition whagss could be traced back to at least
the formation of the Democrat Party in 1946 wagatterized right at the outset by its
strong pro-market, pro-private sector and pro-adftice stance.
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Table 1
Key Turning Points in Turkish Economic Developmant the

Principal

Driving Forces

265

Phases

Global Context and th
Key External Actors

Dominant Development
Discourse

Domestic Policy Coalition|

Phasel: Transition from
Etatism to Agriculture-
based I ntegration to the
World Economy: The
Agrarian Populism of the
1950s

US as the new
hegemonic power;
World Bank/IBRD is
the key actor; Direct U
aid under the Marshal
Plan based on policy
guidelines provided by
the IBRD

Benefit of integration and
participation in the capitalis
world economy; advantage
marketbased development
opposed to the inefficiency
Soviet style central plannin
hand in hand with the
emergence of structuralist
development economics
recognizing the role of state
in development

A coalition of major land
owners and peasants
favoring an agriculture—
based strategy; as well as
emerging industrial
gbourgeoisie; the ruling par
representing this new
coalition of interests

<

Phasell: Transition from
a broadly liberal policy
regime to a protectionist
import-substituting
industrialization strategy
in the 1960s and the 19709

OECD/World Bank;
EEC becoming
important but still in th
background in the
Transatlantic alliance
dominated by the US

“National developmentalisn
in a mixed economy contex
the existence of pervasive
market failures and the neg
for systematic state
intervention and planning fq
rapid industrialization becal
the occupied mode of
thinking

'Emerging industrialists, th
thig bureaucratic agencies
responsible for
dmplementing the national
developmentalist model ag
well as organized labor
form the backbone of the
new ISI coalition

Phaselll: Collapse of 1S
and therise of the Neo-
liberal Model with
emphasison
Liberalization and De-
regulation: The post-1980
era until the outbreak of
the 2000-2001 crisis

World Bank, the IMF
and the OECD; geo-
strategic importance g
Turkey in the ongoing
Cold War context in th
1980s; EU became
more important in the
1990s, but still a weak
anchor

The emergence of
Washington Consensus;

femphasis shifts from marke

to government failures in
development with the logica
corollary that correct policy
involves extensive
liberalization and
privatization

Export-oriented
industrialists, including
tsmall and medium sized
enterprises in the so-calle
l[Anatolian Tigers, financial
interests as well as eleme
of the new neo-liberal
bureaucracy

nts

Phase | V: Neo-liberalism
with a Regulatory State
Component:The
Post-2001 period

IMF and the EU as the
dominant actors with
the World Bank
somewhat in
background; continue
strategic importance g
Turkey for the US in
the post-Cold War andl
the post 9/11 global
context

The emergence of the post
Washington Consensus; sh
of emphasis to the need fo
effective regulatory state ag

fithe basic ingedient of marke
fbased reforms

Export-oriented big busine
iftecoming increasingly
transnational in its
operations; forming an
alliance with a growing
group of transnational
investors; export oriented
small and medium sized
businessmen with financia|
interests; growing segmen
of the new regulatory
bureaucratic agencies,
institutions like the
Competition Board, Centrg
Bank, and the Bank
Regulations and Supervis
Board occupying the
prestigious positions on th
bureaucratic arm of the ne

|
ts

1)

liberal state apparatus.
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4.2. The Transition to protectionism and domesizrket-
based industrialization strategy of the 1960s dm&l1970s:
the ISl era

In retrospect, Turkey’s shift of direction in th86Ds after only a
decade seems rather surprising and requires aaratmn. Clearly,
several influences were operative which collectivelplain this
dramatic U-turn in a neo-etatist direction. Agatarsng with the
external context, we may conceptualize the Turkigberience in the
1960s as Turkey's delayed encounter with the “Keiare
Revolution” in the West. The new Constitution of61%ad a major
emphasis on the extension of social rights andidka of planned
economic development. This new outlook clearly eseld the key
role of the state as a major agent of economic andial
transformation and highlighted the impact of the ykesian
Revolution which had a deep impact in the Uniteate&dt and Western
Europe in the 1950s and the 1960s. Furthermore, rtiagor
international institutions such as the World Bankreasingly found
itself more receptive to the ideas of infant indpgirotectionism, at
least on a temporary basis, as well as the idgéaohed development
as a means of fostering rapid industrialization dedelopment. For
the United States, the need to increase the padevaelopment in the
periphery of the capitalist world economy was fiynnboted in the
logic of Cold War rivalry, with the threat of thpread of communism
creating an important impetus for the tolerancenofe interventionist
strategies in the emerging states of the developond. The growing
power of TNCs originating in the US, finding a lattive base for
investment in the large and protected home markéthe newly
industrializing countries such as Brazil and Mexaso explain in
part the growing receptivity on the part of the tddi States to the
adoption of ISI-style development strategies. Heraening to the
Turkish experience, the changing external contextdgced a
favorable environment for the adoption of a nevatsigy and the fact
that the old strategy had been discredited by amfajancial crisis
also helped to produce the necessary space withichwthe new
strategy could be institutionalized. The key exaémctor which was
directly involved in the policy process and the elepment of the
new planning bureaucracy was this time the OECDth wlan
Tinbergen, the Nobel Prize winning economist, aligi playing a
central role in the design of Turkish five yearrda
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Again, however, we need to turn our attention ® domestic
context to provide the necessary balance. In tmeedtic sphere, we
observe the emergence of an ISl or a national dpuantalist
coalition which favored the new strategy. This newalition
embodied the rising industrialists of the 1960spwlere making the
transition from landownership or commercial entezy@urship to
industrial entrepreneurship, a process which, iddéed started
earlier, under the creeping protectionism of thee 1a950s. The
coalition also embodied key elements of the bunesdiacelite which
had been marginalized during the Menderes erah&sitmanaged to
regain its status following the military interveori of 1960. Last but
not least, organized labor, which received sigaificbenefits in terms
of expansion of social rights under the new Coumstih of 1961,
became another member of this nascent coalitionoitrast, farmers
and peasants, for example, were excluded from #s&c HSI policy
coalition, but given the numbers involved, governisein power
under the constraints of parliamentary democraay toaresort to
policies to bring the agricultural population irtteeir broad electoral
coalitions, particularly in the periods leadinggeneral elections.

The approach involving planned industrialization manned
development was often portrayed as a reaction éouticoordinated
expansionism of the Menderes era. The basic log&s wo
industrialize, moving stage by stage to higher Ieveof
industrialization  without undermining balance of ypeents
equilibrium. The strategy was quite effective ovee period 1963-
1977 in terms of accomplishing relatively high satef economic
growth and substantial structural change. Indusémdrepreneurship
in Turkey was clearly the product of this particytdnase of national
development, during which both the private entegsiand state
economic enterprises played a significant and cemphtary role.
Again, the problem as in the previous era was gbaernments were
not able to achieve sustainable growth. Rather mscent of the
pattern of the late 1950s, the Turkish economy e&peed another
wave of fiscal disequilibrium and rising inflatiomhe outcome was a
much deeper balance of payments and debt cridiseiriate 1970s,
judged by the standards of the previous crisiss Thisis may also be
explained by the fact that Turkey encountered aegprnal shocks in
the form of successive oil price hikes in the 1970ke crisis
pinpointed once again the deficiencies of Turkismdcracy and the
inability of governments in power to manage disttibnal conflicts
within the institutional boundaries of parliamegtdemocracy in such
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a way that the management of these conflicts waeldccompatible
with the goals of fiscal equilibrium and sustaim@bnomic growth.

In line with our discussion, the Turkish state’sipoduring the
1960s and the 1970s was very much in line with mation of the
“reactive state”. Turkey followed the route of theajority of late
industrializing countries during this period in rtex of pursuing a
prolonged import-substituting industrialization ag&gy. In this
respect, Turkish development experience was muchre ma
conformity with Latin America than East Asia. Ardiy we can
classify the Turkish state as fmagmented developmental state
enjoying a much lower degree of autonomy relativéhe key societal
actors such as the big business as compared witfEast Asian
counterparts in South Korea and Taiwan. Unlikedase of the East
Asian states, the bureaucratic arm of the domgsily coalition
never had the upper hand. Indeed, the East Assesstvere able to
display a much more pro-active behavior in termgheir ability to
engineer major shifts in the direction of exportented
industrialization without actually experiencing ttypes of crises that
Turkey or the major Latin American countries ha¥pegienced.

4.3. The collapse of the ISI model and Turkey ®enters
with Neo-liberalism and the Washington Consensus: T
1980s and the 1990s

The third policy phase in our analytical schemaresponds
roughly to the first two decades of neo-liberalis@ur general
framework involving the combination of external dymcs and
domestic coalitions is once again relevant in tostext. Starting
again with the external realm, the late 1970s amked with
disillusionment with the Keynesian Consensus in Kweth and the
parallel process of formidable difficulties withetlapplication of ISI
strategies in the South. The late 1970s mark geeai neo-liberalism
as the hegemonic development discourse. The majashiigton
institutions increasingly embrace the basic messdgeo-liberalism
and incorporate the key neo-liberal principles afrket-liberalization
and privatization into their conditional policy pages. Indeed,
Turkey is one of the countries which become ariggground for neo-
liberal principles in the early 1980s. Key inteinagl institutions like
the IMF, the World Bank, and the OECD have beerectvely
involved in Turkey’s neo-liberal restructuring pess. The collective
power of these actors to instigate policy changeabm® even more
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striking once the previous model had been diseddiirough a major
crisis in the late 1970s and the country becameilyedependent on
external financial inflows. The collective interestof major

international institutions in Turkish restructuringrocess were
compounded by the country’s geo-strategic sigmiteafor the United
States and its Western allies in a period markethéysoviet invasion
of Afghanistan signaling the continuation of theldC@/ar contest.

On the domestic front, we also observe the collagisine I1SI
coalition and its gradual replacement by a new gxpaented policy
coalition. A distinctive characteristic of the dostie coalition during
this phase was that it was basically built during ander the spurt of
the policy transformation itself whereas in thevwas phases the
domestic coalition was developing before the potibgng€.The twin
forces of heavy external involvement under seveigscconditions
and the subsequent military intervention were umsgntal in
preparing the ideal ground for the flourishinglod nheo-liberal model.
The key members of the ensuing coalition were treponents of the
business community, especially parts of big businesich were able
to make the transition from domestic markets tooetgpas well as
elements of the new bureaucracy which became ¢etdrahe
implementation of the neo-liberal program. TurguzaDwas the
leading transnational policy entrepreneur, occupygentral stage in
this particular coalition during the first decadeneo-liberal reforms
in the 1980s. Sidelined from this coalition werengmnents of big
business which were unable to adjust to the newamwent as well
as elements of the “classical” or the “etatist” gaments of the
economic bureaucracy such as the State Planningn@egion (SPO).
Perhaps the biggest loser in the new era was aganabor whose
fortunes experienced major setbacks, especialinguhe early years
of export-oriented growth when it was faced witlvese repression
and a sharp fall in real wages. In the early ye#liere was a
considerable rift within the business communityhargspect to export
versus domestic market coalition. This rift becale®s pronounced
over time as the neo-liberal policy coalition exged to include a

" Two prior short-lived attempts at export orieititin the early 1950s and early 1970s
notwithstanding, it can safely be argued that agxmort orientation constituency was
notable for its absence when the I1SI model colld@ethe end of the 1970s. As Ebiri
(1980) has documented in detail, the most inflergggments of Turkish society just
before the transition to the neo-liberal model 88Q were in favor of the previous
model. If anything, there were only isolated voidagoring an alternative path. See
Krueger (1974) and Tekin ( 2006 ) on Turkey's atiésmat liberalization and export
orientation before 1980.
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larger segment of both big and small businessex<hwibecame
increasingly export-oriented in their operationsheTnew policy
coalition also included financial interests or & called “rentiers”
who clearly benefited from financial liberalizatiand high and rising
domestic real interest rates. The fortunes of thgseps improved
further with opportunities to lend to the statehmh interest rates as
the government felt growing pressure to finance rissng fiscal
deficits.

In terms of economic performance, the period agasms
characterized by a boom-bust cycle rather remintsoéthe previous
decades. Following a major recovery process inetdy 1980s, a
process in which external assistance played anumsntal role, the
process became increasingly unsustainable and pooceses in the
context of the 1990s. Once again, this highlightesl weaknesses in
the regulatory capacities of the Turkish state #@sdinability to
manage distributional conflicts within a broadly nuecratic
environment. The Turkish state again displayed treadehavior in
conforming to the norms of the Washington Consengther
wholeheartedly by opening up the capital accouginme in 1989,
without achieving the necessary degree of macraenan stability
and the tight regulation of the financial systenhmisTconstituted a
sharp contrast with the experience of some otlierdamers such as
India and China which were much more gradual afetgee in their
approach to capital account liberalization. Paldidy the second
decade of neo-liberalism for Turkey representeduthieappy face of
the Washington Consensus. The combination of fiscbility and
premature capital account liberalization in theesog of an adequate
regulatory framework were largely responsible fbe teruption of
successive economic crises in 1994, 2000 and 20Diese crises
have severely undermined Turkey’s overall econopgdormance,
especially judged by the performance of some ofkiae “emerging
markets”, notably those in Asia and the post-comstuiastern
Europe.

4.4. Neo-liberalism with a regulatory state compatndhe
post-2001 era

The crisis of 2001 in Turkey was perhaps instrumlentending
the years of the Washington Consensus and markeageginning of
a new encounter with some of the key principles @hidd in “Post-
Washington Consensus”. A mix of changing globalaigics and a
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parallel shift in domestic policy coalitions are the heart of this
transition to the new phase of the Turkish neoribexperiment. In
terms of global dynamics, there is no doubt thatdthas been a broad
disillusionment with Washington Consensus in actiypart from its
poor record in dealing with widespread poverty onaald scale, the
frequency of crises in emerging markets during @®#90s, in
particular, has raised very serious question maganst one of the
core principles of the Washington consensus, namdtplesale
financial and capital account liberalization. Esply, in the
aftermath of the major Asian financial crisis of9¥9 the IMF has
faced a serious identity crisis. This identity iign turn, has been
associated with a shift of emphasis in the directb strengthening
institutions and the regulatory arm of the stat@isBhift of emphasis
is also clearly reflected in the post-2001 restrioy process of
Turkey with major attention paid to creating poweérfegulatory
institutions in the realm of banking and financewss| as enhancing
the power and autonomy of existing key institutioswech as the
Central Bank.

In discussing the post-2001 restructuring processisaful
formulation might be the IMF-US-EU nexus. The agtimvolvement
of the IMF in Turkey’'s post-2001 process was ongaia shaped by
the security concerns of the US which became allniore important
in the post- 9/11 global environment. Furthermardistinct feature of
the period was that the EU itself, for the firshdi, became a major
source of economic and political change in Turk®jiowing the
critical turning point in December 1999 involvinget transition of
Turkey to full candidate country status for full-mieership.
Becoming effective at the beginning of 1996, thestGms union
agreement represented an important landmark iniglur&conomic
history. Despite this fact, it is fair to say treakimpact of the EU, in
terms of both its conditions and incentives, iseetively felt in
Turkey during phase 1V, once the prospect of fudinnibership became
a concrete possibility. The combination of IMF &d conditionality
has tended to reinforce one another. At the samme,tithe EU
conditions have helped to generate a major wawdeonfocratization
reforms in Turkey. These are also important in &rof their
economic repercussions in the direction of imprgvinstitutional
quality and the rule of law, which probably wouldtrhave been
possible if the IMF alone was involved in the rasturing process.
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Turning to the domestic plane, the new policy phafspolicy
regime had significant backing from key elementdigf business as
well as small and medium sized interests. Both elgmfavored a
properly regulated macroeconomic environment as eaessary
condition for achieving stability and sustainabtewgth, even if they
were not equally enthusiastic about the prospddigitt regulation of
the banking system. The business component of diadition was
extended to include much stronger foreign invesfmesence
compared to the previous policy phases as Turkestaated to attract
both significant long-term foreign investment asllvas short-term
investment during the recent era. Furthermore,va @lement of the
reorganized or reconstituted domestic policy cialiis the group of
important autonomous regulatory institutions peigtto a significant
shift of power within the internal organization thfe state itself to
these new forms of bureaucratic institutions.

An interesting question to consider which is somawlireyond
the scope of the present essay is whether thentyvadicy phase in
Turkey represents a major rupture or a real bratktve past, putting
an end to the cycle of periodic crises and breakdoresulting in a
new policy phase in line with the changing globahtext. This is a
somewhat speculative question considering that keestll in the
process of living through this particular policygse. An optimistic
assessment would suggest that Turkey’'s economforpgance has
significantly improved in recent years judged lsyability to achieve
high growth in a low inflation environment, whiclernders the
achievement of sustained growth over time a stnopgssibility than
has been the case in the previous eras. What reayredke one more
optimistic about the future is that Turkey has bedate to attract
significant flows of long-term investment for thest time in its post-
war development trajectory. Furthermore, the EUhancin spite of
its problems, constitutes a long-term external ancihis again
presents a certain contrast with the experientbeoprevious decades
in the context of which key international instituts have acted as
temporary rather than long-term anchors, with theansformative
impact often being restricted to the immediateatrmost as in the
context of the 1980s to medium-term post-crisisruesuring process.
On a less optimistic note, one could also drawnéitie to elements of
fragility that continue to exist in the Turkish emmy such as a large
current account deficit and a heavy domestic anereal debt burden.
One should also take into account the fact thakdwihas benefited
enormously, like all other emerging markets, frohe tunusually
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favorable global liquidity conditions in the podL era. Clearly, a
possible reversal of these conditions could undeenthe optimistic
scenario concerning the future path of the Turkistonomy.
Likewise, the inability of the economy to generasafficient
productive employment despite rapid rates of growththe face of
strong supply-side pressures in the labor marketavds
unemployment as a major problem for the foresecaitlee. Finally,
the persistence of severe inequalities at all &\aid deep-seated
poverty may present a formidable obstacle for tistasnability of the
recent favorable picture.

The foregoing analytical framework, while by andrg&a
embracing the main structural transformations istywear Turkish
economic development, still suffers from a numbeslertcomings,
warranting several caveats. First, there are tHekmewn difficulties
of dividing a long period into distinct phases. ilndual phases may
not always show a uniform pattern over time. Faaregle, although
there is sufficient ground to describe Phase 1 askeh based, one
should not overlook the fact that there was a gileat of intervention
by the government in industrial policy through thaport and
exchange rate regimes and also in the free funotoof the market
mechanism through extensive price controls. Likewigxternal
factors, which were on the whole favorable in tistfdecade of
Phase 2, present an altogether different pictutkdrsecond decade as
relations with the United States turned sour follgyvthe Turkish
intervention in Cyprus, adversely affecting Turleyelations with the
IMF and the international financial community. Sedpthe factors to
which we have attached primary importance in exgtg the
movement of the economy from one phase to another a
accompanied and augmented by powerful exogenoustisveaving
differential impact on the course of the economgt Example, the
Korean War facilitating buoyant demand for Turkiagricultural
exports in Phase 1, labor migration from TurkeyWestern Europe
and the concomitant inflow of sizable workers’ réamces as well as
successive oil shocks in Phase 2, Iran-lraq wavigireg an impetus
for Turkish exports, the hostilities in the Eastend Southeastern
regions of Turkey over the Kurdish question, and tlevastating
earthquake in the industrial heartland of the cgurih Phase 3, and
finally 9/11 in Phase 4 constitute some of thes#ofa that in different
ways have had a bearing on the nature and durafi@ach phase.
Likewise, the interruption of Turkey’s transientnaecracy on several
occasions by military intervention, most notably1if60, 1971 and
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1980, although not altogether independent of dgweémts in the real
economy should also be included among such exogeewents
shaping development. Third, the broad coalitionsat trhave
characterized each phase were not altogether frémner tensions.
For example, in Phase 2, the deep conflicts thdeviked the First-
five year plan even at the preparation st@gealated in later years to
stormy tensions between business interests and nareasingly
vociferous organized labor.

Upon closer examination, several additional charatics of
post-war Turkish economic development based on fole-phase
analytical framework presented above emerge. Fifstkey has
moved very much with the tide of the dominant depelent
discourse and acted in a similar fashion with thi bf countries at a
similar level of development. In contrast, courgrievhich have
moved against the tide in some important respbetg been the most
successful, as the experiences of South Korea aivaain in Phase 2
and India and China in Phases 3 and 4 have amphonigrated.
Such observations call for the need to examine i$hrleconomic
performance in different phases within a compaeatrmmework with
other countries at a similar stage of developmédtthough it is
beyond the scope of this paper to indulge into scmmparisons,
efforts in that direction may shed some light, éotample, on the
reasons behind Turkey’s laggard record with resfgeds production
and labor market structure and key human developméditators.

Second, Phase 2 stands out from the other thregphia some
important respects. It is, especially in the fdstade of this phase that
Turkey comes nearest to showing some of the clarsiits of a
developmental and proactive state. Although exteagents are at
work, they are very much in the background. Exteassistance is
provided to supportiomestically determinedevelopment objectives
as stated in five year plans. Moreover, the palitiegime is more
open than in the other phases. The domestic awalits also
distinctive in the sense that it includes broadnsemgis of society,
including labor. Third, although each phase hadicseit distinct
characteristics facilitating the delineation of dnem the other, one
should not overlook the fact that, notwithstandingertain
discontinuities, they together represent a contmuexplaining a
country’s development over more than half a centimthis process,
there has, however, been a remarkably sharp charnge attitude of

8 See Milor (1990) on this issue.
° See Pamuk (2007) for a general account in #sipect.
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domestic policy makers towards external influemceaonomic policy
making. While the agriculture-based development atstyy
recommended by the World Bank was generally acdept&®hase 1,
the relations between the World Bank and the Blrlgovernment
were not altogether amicable with the Turkish gowent showing a
great deal of sensitivity to interference by therl@ank in domestic
economic policy-making. Likewise, the relations between the IMF
and the Turkish government were far from being fwamious. The
Turkish government was notorious in its failure motstick to the
initial agreements with the IMF for long in bothd3e 1 and Phase 2.
The relations between the IMF and the Turkish gowvemt reached
their nadir at the end of Phase 2, at the heighhefcrisis in the late
1970s when the Turkish government showed consitieraisistance
to come to an agreement with the IMF. There wsalsaap turnaround
in the attitude of the Turkish government towardsthbof these
institutions in Phase 3 so much so that these twtitutions took
central stage in the design of economic policieSurkey’s transition
to the neo-liberal framework and increased thendaoonality beyond
the economic sphere in Phase 4, amidst chargesme guarters that
Turkish economic policy-making is now altogethetheir domain.

5. The Turkish experience in a broader setting: The
continued importance of state capacity

Turning from the Turkish experience to the geneealm, the
central diagnosis underlying the neo-liberal resoog in
development theory, which subsequently gave riskeadWashington
Consensus”, was that “state failure” was the roamtise of weak
economic performance. The natural corollary of thie of thinking
which dominated the practice of key multilateradtitutions such as
the IMF and the World Bank was to reduce the wedajhhe state in
economic affairs and expand the domain of the ntalkea way, “the
state” and “the market” were juxtaposed in dichastim terms: the
“retreat of the state” was a necessary conditiothéenlargement of
the realm of the “free market’.What is interesting is that the
accumulating evidence on economic performanceenetia of global
neo-liberalism during the past two decades revagiaradox. “State
capacity”, in one way or another, has been quitetrak in the

1 This sensitivity at times took a sharp turn wittle Turkish government asking the
World Bank office in Turkey to be closed and on ffedént occasion ordering a World
Bank policy document to be actually destroyed.

' See Onj andSenses (2005) for details.
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experience of the more successful set of countnethe new era,
managing to capitalize on the potential benefitd amnimizing the
risks associated with the novel environment of ligeral

globalization. Similarly, it was weak state capgpaithich accounted
for the relatively less impressive economic perfance of countries
like Argentina and Turkey. The latter have failex donvert early
surges in growth to a process of sustained econgnaiwth which

would enable them to converge steadily towardslitiieg standards
of advanced economies.

A similar dichotomy can be observed in the literatwon
globalization versus the nation state. Early amdp#istic accounts
suggested that the process of globalization wouktessarily
undermine the power and influence of the natiotestaa way as to
render the nation state obsolete over time. Ther@idoubt that the
forces of globalization have placed major constsaion national
economies and have, indeed, rendered certain gpg@fruments of
economic policy quite redundaftn the current international context,
individual states find it increasingly difficult tonplement old-style
protectionism, industrial policies based on difacgeting of specific
sectors, tight exchange controls over capital cbsitrextensive
redistribution through large welfare states andlike The fact that
certain specific instrumentare no longer implementable does not
imply that the state, by definition, has lost #dliielevance. In fact, the
evidence increasingly suggests that state inteowgnbut through
novel mechanisms&ndinstitutions,is the key to economic success in
the experience of the emerging outliers rangingnfi©hina to India
and Ireland in the new global context.

Another key element that needs to be firmly integpato the
discussions of state capacity is the impact of firecess of
regionalization taking place concurrently with thgrocess of
globalization. There is a tendency in simplistic@amts to assume
that the process of regionalization is likely todammine state
autonomy and render the nation state quite obsd\gin, there is no
doubt that the process of regionalization, paréidulin the context of
formal arrangements like the European Union, regulta transfer of
sovereignty in important ways from the nation statsupra-national
institutions. But at the same time, active paratipn in regional

2 For an early study drawing attention to the latiins on the policy space of
developing countries see ®r(iL998). For more recent attempts in the same titirec
concentrating mostly on the limitations imposedtiyy WTO on the policy autonomy
of developing countries, see Wade (2003) and AK20D7).
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experiments, such as membership of the EU, may ihelmproving

state capacity, which also enables individual stdte cope more
effectively with the pressures and challenges obalization. Hence,
the issue of state capacity, in the current int@wnal context, should
be approached in a triangular fashion in which t@mplex

interactions between states, regional entities taedglobal context
need to be taken into account and investigatedaitkpl

6. Pro-active versus reactive states: Interpreting
experiences of hyper-growth cases in the age of neo
liberal globalization

Our central contention is that state capacity msaiitethe age of
neo-liberal globalization and following Linda Weig4998) state
capacity needs to be disaggregated into threendistomponents: (a)
the developmental or transformative capacity (b¢ tlegulatory
capacity and (c) the redistributive capacity or enbroadly the ability
to build social cohesion. What Weiss refers tohes“transformative
capacity” of the state, namely “the ability to cdioate industrial
change to meet the changing international compatitiis in fact the
development functions and capacities of the stafeigs, 1998, p.7).
According to Weiss, whose account is clearly inflced by the
experience of Asian developmental states, “staigadty in this
context refers to the ability of policy-making aothies to pursue
domestic adjustment strategies in co-operation wittyanized
economic groups, upgrade or transform the induse@nomy”
(Weiss, p.5). What is interesting in this definitics that there is no
reference to specific instruments. The nature efittstruments may
change both in line with the depth of developmenthe domestic
industrialization process as well as the changiatne of the global
economy and the constraints imposed by multilatestitutions. The
focus on the transformative or the developmentgbachy is
important. But at the same time, it is incompleteso far as it fails to
take into account the other two dimensions of stapecity. These are
also quite crucial in terms of the ability to geater sustained
economic growth with social cohesion in the curreriernational
context and to avoid costly financial crises in fh®cess and the
distributional conflicts that often accompany them.

A cursory examination of comparative evidence satgé¢hat
the more successful states in the neo-liberal ava beerpro-active
stateswhich have deviated from neo-liberal norms in a@ertcrucial
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respects. There is no doubt that success is natciagsd with a
process of self-enclosure and inward-orientatiarnriomies that have
managed to generate high growth have been generadly, outward-
oriented economies, which have tried to capital@e export
opportunities in the world market and long termefgn investment.
At the same time, the opening up of this processbieen based on a
gradual and controlled liberalization process. Haely success of
South Korea and Taiwan was based on selective tinagugpolicy
designed to create successful export industrieg iore recent
examples of China, India and Vietnam also point a@s the
importance of industrial strategies. Whilst all toese are outward-
oriented models, with external competitiveness lasr tpoints of
reference, none of these could be described asalygkamples diree
market models.

The lIrish case, recently described as “the CeligeiT, is a
striking case of a country which has helped to gvéhe innovative
capacities of domestic firms whilst trying to derivmaximum
opportunities from foreign investment opportunitegsthe same time.
The Irish state has been quite successful in tefmnstegrating local
firms into international networks. The pro-activelipies of the Irish
state, through new institutions such as the Irisiiddlopment Agency,
has also been instrumental in attracting high-teckign investment
to Ireland with a significant spin-off into the adwy’s long-term
industrial performance. (O’Donnell, 2004). In adufit to providing
developmental and transformational capacities @h mational firms
and transnational corporations in terms of a highlity labor force
and physical and legal infrastructure, the Irisiteshas also displayed
strengths in the other key spheres of state capdtitas been active
in terms of developing a competitive and regulaterwironment
conducive for investment. In addition, the “so@aktnership” model,
in the context of which the Irish state was an ingrat actor once
again, was quite conducive for the achievemenboias and political
stability needed for long-term productive investmehhere is no
doubt that the regional context was also importanteland’s ability
to benefit disproportionately from the globalizatiprocess. Many
European and American firms have taken up the dppity to serve
the European market from a low-cost and nearbytilmtaand have
consequently taken the decision to restructureymtooh in Ireland.



METU STUDIES IN DEVELOPMENT 279

The key lesson here, which is certainly not uniguieland but
constitutes a common denominator in other succedsfuopean
cases, such as the recent revival of the Swediglehto successful
Asian cases, is that the real economy matterdinénwith this view,
states try to adopt pro-active policies throughiows direct and
indirect mechanisms to upgrade the performanceatbmal firms as
well as attracting in competition with other stathe right kinds of
FDI needed for long-term transformation. As theezignce of Ireland
clearly testifies, the approach towards FDI is agiassive policy of
creating the right environment, but a strategy tyats beyond this
and tries to actively encourage the desired tygeBOd through a
variety of promotion and inducement mechanisms.

Yet another important feature of the more succégshiactive
states is that they are able to experiment Wwéterodox instruments
such as controls over short-term capital flows. &telence suggests
that a number of important hyper-growth cases siscMalaysia and
more recently other Asian economies which haveadlgtexperienced
the crisis in 1997, such as South Korea, have sgbdby
experimented with controls over short-term capitalvs (Weiss,
2004). What is interesting here is that the moezasssful economies
are the ones which are able to move beyond thernemndf orthodox
international financial institutions such as theHMnd experiment
with heterodox policies of theown a process that is associated with
a virtuous cycle of crisis-free growth. Whilst theaditional
developmental state has been undergoing a dragtisformation in
recent years, there is no evidence that it has tegelty dismantled. In
fact, it is argued that it was the strength of tha economy, itself, a
by-product of the developmental capacities of tloegén state, which
has been quite instrumental in the strong posiscrecovery process
of the Korean economy (Weiss, 2004).

In contrast, the relative under-performers or mater
performers, meaning those countries that havedfdderealize their
true economic potential considering the post-waras a whole, such
as Argentina and Turkey have been characterizeckbgtive states
andweak state capacities in comparative terfsr the past quarter
century these states have been reactive in the sensehthathtave
tried single-mindedly to follow the precepts oflartlox, neo-liberal
recipes without in any way attempting to go beytimese recipes and
experimenting with alternative forms of opennessl aegrees of
integration into the global economy. All out opessi@ather than
controlled openness have characterized their gtesteln retrospect,
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state capacity has been weak in all three sphéiest, there was
insufficient emphasis in developing the strengttihaf real economy.
Second, key regulatory reforms which would havepée@lto prevent
major economic crises have been delayed. Thirdstétes concerned
were not able to engineer social cohesion over |mripds of time.
Consequently, their development trajectories, iibaralized capital
account environment, depended heavily on inflowssbort-term
capital and a process of fragile, debt-led growtlthwcostly
repercussions.

Having made these points, we need to qualify oguraents on
reactive state three important respects. Firstly, a reactiatestioes
not necessarily meanraild or a benign statdt is a well-known fact
that both Argentina and Turkey during critical peasf their post-war
development have experienced breakdowns of dempearratt highly
repressive state behavior involving forced exclusibpopular groups
from the political process. Secondly, countrieshwieactive states
have enjoyed boom periods of rapid growth and dutimose periods
they have managed to accomplish the kind of groatitss comparable
to star performers. The problem, however, was thase boom
periods were short-lived and often ended with sesii which, in turn,
helped to reduce the overall rate of growth by asaterable margin
over time. Thirdly, countries like Turkey and Argieia have been
performing unusually well in the recent era. Agatnis too soon to
say whether this growth will be the kind of robostdurable growth
which has characterized the experiences of therhgpmvth cases.
There is also an interesting problem of interpretategarding the
rather favorable recent macroeconomic performarnicéhese two
countries. Is it due to the improvement in the tatuy capacities of
these states or have they been benefiting disptiopately from the
unusual boom conditions in the international ecoponrecent years?

Finally, an interesting question to pose in thisteat is whether
there exists a link between state capacity andmmediype in the
current global context. Our basic conjecture heréhat countries at
the two polar ends of the spectrum namedyablished authoritarian
regimesand established democraciegppear to display superior state
capacities. They are able to generate the kindafd needed in terms
of the development of longer-term supply-side peticas well as
providing a more stable environment for long-termoductive
investment. In contrastnterim democratic regimeswith Argentina
and Turkey clearly falling into this category, fint particularly
difficult to develop the kind of state capacitie=eded to benefit from
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the globalization process on a substantial scatee @ncounters of
interim democratic regimes with financial globatina are typically

associated with costly consequences. This observathmediately
highlights the importance of a favorable regionatext in terms of
helping to break this deadlock. The incentives jated by potential
EU membership are quite critical in terms of faating the transition
from an interim democracy to an established denoycaad helping
the process oinstitution buildingand the implementatioof the rule

of law which are likely to have a dramatic impact on finecess of
building state capacity and long-term economic guemfince in
countries located in this category. The new EastBuropean
members of the EU such as Poland have clearly ibeddfom this

process and have found themselves placed on &-ftresi growth
trajectory through a parallel process of democatibn and

institutional economic reforms from the mid-1990awards. A

similar process is currently occurring in the Tslkicontext and
arguably places Turkey on a more favorable path peoed to
Argentina, where regional pressures for reform undERCOSUR

are weaker compared with the mix of conditions amcentives
provided by the EU.

7. Concluding observations

The present study has attempted to accomplish éparate but
interrelated objectives. The first objective wasptopose a general
framework based on global-domestic interactions¢oount for the
four major policy shifts in post-war Turkish devetoent experience.
The second objective was to highlight the importanaf the
distinction involving reactive versus pro-activatss in accounting
not only for major policy shifts over time but alkw the differences
in the development performances of individual latdustrializing
countries. Furthermore, we have argued that thetiveaversus pro-
active state distinction is not only valuable fomparative-historical
analysis but also continues to be relevant in timeeat era of neo-
liberal globalization.

The recent experience of countries like Turkey ssgg that
even reactive states can experience significaté stansformation
and a parallel improvement in state capacity wieh primary impetus
for change originating from external forces. Thisrao doubt that the
regulatory arm of the Turkish state has improvedsaterably in the
aftermath of the major financial crisis of 2000-200 he crisis itself
was instrumental in terms of building a broad damesoalition in
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favor of stronger macroeconomic and financial ragah. Perhaps
even more significant was the fact that the cresispowered key
external actors such as the IMF and the EU to maisingly in the
direction of regulatory reforms and the developnaithe associated
institutional capacity needed to implement suclommas. This brings
us to a major element which differentiates the ttoland the most
recent policy phase in Turkey from the earlier pplphases, namely
the existence of a long-term external anchor in fimen of the
concrete prospect of EU membership. The transfovmampact of
the EU, which was clearly evident in other natiomaintexts in
Europe’s Southern and Eastern periphery duringl®®0s and the
1990s, was also very much in evidence in the te€arkish context
in the interrelated and mutually reinforcing realofsregulatory and
democratization reforms. On the assumption thak@wwill continue
to make further progress on the path toemtablishedor a fully
consolidated democracyye are likely to be much more optimistic
about its ability to make a radical break away frdme boom-bust
cycles which have been such a striking feature tef post-war
development experience.

Despite the existence of powerful external anchibiese is still
need for decisive action on the domestic front,clvhivould in the
first place lead domestic actors to have a muclgdrigay in their
interaction with the anchors. Although there hafrbencreased
transparency in the relations of Turkey with theeinational
organizations such as the IMF, there is stillditthowledge available
about what goes on behind the scenes during négosa in
particular on the effectiveness of domestic negmfsain putting
forward an alternative case. A similar situatioplags with respect to
relations with the EU, the other powerful anchairkey’s attempts to
become a full member going back to nearly half atwy during
which Turkey has been the passive and docile paforeing the
doors to enter at all cost without many scruplesualthe terms of
entry, are again facing some reluctance on the glaestablished
member states.

Based on the accumulated wisdom of the rich devedop
experience at home and abroad and recognizing ithgations
imposed by the international environment, Turkeguiti develop a
more balanced development strategy, a strategyhichavdomestic
agents occupy a more central and pivotal role ardeagaged in a
complementary relationship with external agentsopposed to a
strategy which is primarily driven by external atgethemselves. The
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fact that there is still a variety of approacheseims of foreign trade,
foreign investment, R&D as well as macroeconontid axchange
rate policie, despite the more or less uniform application ebn
liberal economic polices through much of the depilg world for

more than a quarter century, should encourage danpegicy makers
in this endeavor. In line with its determination ttecome an
established democracy, the main objectives anduim&nts of the
strategy should be developed with the full paratipn of major

stakeholders. There is sufficient domestic expertis give Turkey’'s
integration with the international economy a mosyealopmentalist
focus. Rather than accepting the continuous rete#te state from
economic life, it should seek ways and means toelogv state
capacity in all of its three forms.

Although some important steps have been takencenteyears
to develop regulatory capacity, it is, yet, eadysee the effectiveness
of the new regulatory institutions in action. Simpiransferring
institutions from one context to another does noargntee their
effectiveness in the new environméntThe establishment of
independent regulatory institutions in the postR2@€sis era was by
no means a harmonious process free of politicalfetence. While a
lot of the effort for regulation in financial markerequires concerted
international action, countries like Turkey whiclne aparticularly
vulnerable to the speculative whims of financialestors should not
be reticent in imposing defensive mechanisms.

It is the other two aspects of state capacity tieguire even
more urgent action. In terms of transformative capahere is need
for effective industrial policy to broaden the istlial base towards
skill and technology intensive branches. This stiaal due course
help Turkey’'s current export structure, based orhamdful of
commodities headed by textiles and clothing to geato incorporate
higher value added products with better prospectwarld markets.
The limitations imposed on nation states to impletmadependent
macroeconomic and industrial polices through naikilal rules and
obligations, especially in the post-WTO internasibrenvironment
notwithstanding, there is room for maneuver fonvigal developing

13 See Akyiiz (2007) on this point.

4 Competition Board, for example, established in 19®%gy before the new
independent institutions, established after thel2@@sis has not yet received
wide acclaim in terms of its effectiveness.
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countrie®, especially in the sphere of incentives directedesearch
and development and regional development.

The redistributive capacity remains the weakesk lim this
respect with inequality at virtually all levels begpecially in terms of
gender based and regional inequalities placing @ur&mong high
inequality countries in terms of distribution ofcome and human
development. Although there has been much talk talpmverty
alleviation, efforts in this direction have remainminiscule in the
face of the scale and gravity of the problem. Tiggdst obstacle here
remains in the redistributive component requirindghe final analysis
the more active organization and participation e tower income
sections of the population in the political procéBsrkey’s success in
developing state capacity simultaneously in théseet spheres no
doubt depends on its ability to create the supp®rinstitutional
framework and the emergence of a domestic coalftwaring such a
transformation.
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Ozet

Kiresel dinamikler, tlkeigi koalisyonlar ve realdivlet: Turkiye'nin

cerceve gejtirmektir. Bu amag¢ dgrultusunda bu uzun dénem, 1950, 1960, 1980 ve grimk
simgeledgi 2001 yillarinda bgayan dort ayri alt dobnem cergevesinde incelenndégktBu alt
ddnemleri birbirinden aytiran dongimler, en bgta hakim dg¢ guglerin ve onlarin etkisi
altindaki uluslararasi kurujlarin belirledgi dis dinamikleri edilgen bir bigimde izleyen reaktif
devlet temelinde aciklanmaktadir. Sadecg dinamiklerin yeterli olamayaga noktasindan
hareketle, Ulke icinde ¢ kaynakh etkileri destekleyen koalisyonlarin onerizerinde
durulmaktadir. Bu dénemde sik sik ortaya ¢ikan ekwoh krizlerin bir alt-dénemden gérine
geckteki etkileri de, énerilen analitik cergevenin tdraasurlarindan birini olgturmaktadiric

ve ds dinamikler ve donemin siyasal gglieleri iktisadi etmenlerle birlikte ele alinarak
donsumlerin  bltuncul bir ¢ergevede agiklaniimasina sgalaktadir. Cakmanin son
bolimlerinde, Tirkiye'deki gelmeler mukayeseli kalkinma performansi temelinde
degerlendiriimektedir. 1960 sonrasinda Kore ve daharyaténemde de Hindistan ve Cin'in
kalkinmaci ve pro-aktif devlet dndegiindeki yaklgimlarinin ekonomik performans agisindan,
Turkiye'nin de icinde bulundiu reaktif devlet odakli Ulkelere karbariz tGstinlgine dikkat
¢ekilmektedir. Son dénemde ekonomik performandiriy plana ¢ikan tlkelerin g donuk,
ancak serbest piyasa sidlarina d@rudan bgllik yerine, devletin kalkinmaci rolini
6nemseyen ulkeler olguna karet edilmektedir. Neoliberal kiiresaltee siirecinde kalkinmaci
ulus devletlerin roluniin 6nemli 6lcidgiiamasina ve ellerindeki araclarin dnemli bir kisimin
etkisini kaybetmi olmasina kayn, devletin bu dénemde de hala etkili bir rol oyalailecegine
dikkat cekilmektedir. Bu suregte devletin rolinUmadece kurumsal dizenlemeler ve
regulasyonla sinirli olmagi, bunun da 6tesinde b@lim sorunlarina duyarli ve sanayide
rekabet glcunl artirict yonde etkili bir rol oynbiecesi vurgulanmaktadir. Bu farkli
islevlerin baariyla yerine getiriimesinde temel etkenlerin dévigidahalesinin yon ve kalitesi
oldugu noktasindan hareketl&landa érnginde oldgu gibi yeni mekanizma ve kurumlarin
Onemine garet edilmektedir. Turkiye’nin de benzer bir gdaltuda hareket ederek, iktisat
politikalarinin belirlenmesinde ve uygulanmasingdigyletin roliini ddamadan kendi tercihleri
dogrultusunda belirlenen sanayiee stratejisi ekseninde kalkinmaci bir rol izlemesi
Onerilmektedir.

Anahtar kelimeler Devlet kapasitesi, politika dogiimleri, krizler, uluslararasi kurumlar,
bollstim sorunlari, diizenleme.



