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ABSTRACT

The Turkish banking sector has been comprehensively restructured since the late
1990s. Historically Turkish private banking has been integrated into commercial-
industrial conglomerates (called Finance Capital), so the reform of banking caused a
wider restructure of capital within Turkey. This thesis explores the contradictory interests
within Turkish Finance Capital and how state policies, under the supervision of the
International Monetary Fund (IMF), mediated those interests during the restructure of
Turkey’s banking system.

The class analysis of the thesis shows that there is no such set of right policies to
be followed by the state on behalf of national interest as mainstream and nationalist
économists assume. There are (fractions of) classes and state, as the constellation of
particular class forces, pursues the advance of accumulation in line with the interests of
the dominant fraction of capital. The Turkish case reveals the relationship between the .
state and the hegemonic part of Finance Capital which seeks for an inclusion into
international capital.

The thesis’s empirical findings contrast with the nationalist interpretation which
sees the state- (and IMF-) supervised reform as an assault on the Turkish economy. The
analysis shows that the reform was rooted in the specific needs of certain fractions of
~capital in Turkey. As the dominant fraction within Finance Capital pursued further
articulation into global accumulation, the state managed the reorientation in accumulation
from state-based financial rents towards global competitiveness. While managing the
shift in the form of accumulation, the state at the sarﬂe time ensured stable decline for
capitals judged incapable of making the transition towards global integration. Hence, the
state (and the IMF) involvement in the fractional conflicts of banking reform process can
best be understood as mediation between different spatial patterns of accumulation within
capital. .

Drawing from the Turkish case, the thesis argues that current ‘globalisation’
debates which center on weakening or enduring power of nation state neglect that as a

node of global accumulation, nation state oversees the reprbduction of social relations of

capital globally.
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CHAPTER 1

INTRODUCTION

With financial markets now globally integrated there are ambiguities in the very
concept of a ‘national banking system’. Indeed with banks themselves operaﬁng
internationally, and finance circulating across national borders effectively at will, the

institutions of finance cannot be cons.idered in isolation.
| However, in general, banks are regulated' on a national scale, and many banks
could be generally understood as having national histories and, perhaps still national
identities. Any restructuring of a ‘national banking system’ will therefore undoubtedly
show characteristics that are both nat;on-Speciﬁc and global at the same time. The latter
dimension may be thought of as universal — the. tendency towards ‘globalisation’ of
financial flows. The nation-specific dimensions are historically determined. |

Accordingly, this thesis, analysing recent banking reform within Turkey, must
address both the global tendencies of capital and the specific historical evolution of
Turkish banking;: its dynamics and its contradictions.

Turkey has experienced a rapid capitalist development since the establishment of
the Republic in 1923. As a late capitalising country, the development of a national
banking sector has been central to accumulation. This process has had two characteristics.
First, the banking sector has furictioned as part of state development policies. Second,
banks have been incorporated into conglomerates which operated in diversified sectors.

The formation of a national banking system was initiated under the guidance of
the state for the nourishment of Turkish-Islamic bourgeoisie. Starting from the early ﬁO‘h ‘
century, during the Ottdman petiod, many national, mostly local, banks were established
in order to break down the dominance of foreign banks in finance and to channel
financial resources towards bourgeoning Turkish-Muslim bourgeoisie.

The formation of a national banking system gained momentum wit‘h the
foundation of the Turkish Republic. The state took the initiative to boost domestic capital -
accumulation through industrial plans in which newly created state banks had played a



central role in the 1930s and 1940s. As the nascent bourgeoisie achieved necessary
capital formation, bourgeoning conglomerates started to move into the finance sector and
gained control of banks in the 1940s onwards, which is a formation that will be called
‘holding banking’ in Turkey. The joint ownership between banks and industrial-
commercial conglomerates became more prevalent as pért of the Import Substituting
Industrialisation (ISI) policy by the late 1970s. The policy of utilising holding banking to
fuel capital accumulation for those handful of conglomerates was not abandoned when
the economy was integrated into global accumulation via ‘trade and finance
liberalisation’ after 1980. In the so-called liberalisation era, the sector provided privileged
access to financial resources for those capitals which had organised themselves mainly
into a holding structure which brought affiliates from various sectors under the control of
a family conglomerate. Other non-banking large scale industrial/commercial capitals also
benefited from the easy access to finance through their participation in state debt finance
during this period. The rise of the integration between banking and industrial capital
provided a shelter for those conglomerates in finance at a time of economic crisis during
the outward-oriented restructuring in accumulation in the post-1980 era.

Having such a central role in accumulation, but especially on behalf of the leading
edge of capital, the banking sector has been comprehensively restructured since the late
1990s under the supervision of the IMF. More than 20 banks have been taken over by
state rescue programs and have been rationalized in the reform. The state’s effective
subsidy of banking via high interest state borrowing has been put in a gradual termination.
Furthermore, the surviving banks needed to transform themselves for global financial
markets through comprehensive legislative and institutional changes. The state-
subsidised consolidation process in banking brought about rising concentration of
banking capital along with the rising participation of foreign banks. |

The underlying rationale that has driven banking reform is the issue explored in
this thesis. It will be seen that in a country where there are traditionally close ownership
links between banking and industrial capital these reforms have deep significance for
total capital.

At the dawn of banking reform, govermment officials, IMF executives, top

bankers, corporate executives, business associations and academia in unison complained



about the ‘distortions’ in banking. They accused the state of creating those distortions and
demanded the Jaunch of fhé painful, but necessary ‘healing’ of the sector. However, in
those debates it was systematically overlooked that the operation of Turkish banking in
the pre-reform era and associated state policies met the needs of certain fractions of
Turkish capital that arose in the domestic accumulation process.-

This thesis seeks to develop an alternative explanation of the recent reform of
banking by tracing its roots in the historical dynamics of capital accumulation process in
Turkey. By utilising categories of Marxian political economy, the thesis recognises the
central role of class dynamics underlying the transformation of banking. More
specifically, the thesis explores contradictory interests between fractions of Turkish
capital and the role of Turkish state (and IMF) policies in mediating between those
tensions within the context of the rising integration of the domestic accumulation process
into global process. This approach will make possible the clear and systematic exposition
of a concrete historical subject.

Overall, it will be seen that the state has been pivotal in the change process. In
particular, state policy has played an important role not only in the integration of banking
and industrial capital, but with the IMF also in setting up the conditions for accumulation.
The state intervened in the process of construction of a hegemonic fraction of capitai.

From this perspective, banking reform becomes part of a comprehensive
restructuring of capital accumulation in Turkey under the supervision of the state and the
IMF. The social sécuﬁty reform, the elimination of state subsidies in the farm sector, the
deregulation of the energy and telecommunication sectors, the taxation and public finance
reform, privatisation and international arbitration, etc. have been various facets of this
restructuring. In this process, residuals of the welfafe state have been liquidated and
labour markets have been made further flexible so that conditions of accumulation have
been adjusted to the rules of global competition. For ‘domestic’ capital, this shifted the
source of profit frorﬁ state-based financial rents to the requirements of productivity
growth.

The discussion of banking reform will shed light on how the widely contended.

- tense relationship between ‘nation state and globalisation’ is played out in a specific -



.

country. The case study will provide empirical evidence for the theorisation of the state
within the context of internationalisation of capital.

Amid a wide spectrum of arguments, from ‘the end of nation state’, to ‘the state
that has still some‘scopc of manoeuvre for governance’, this thesis approaches the state és
a moment of capitalist class relations. The argument progresses from abstract theoretical
propositions about capital and the state to focus to a particular capitalist state (the Turkish
state) and the analysis of particular banking conglomerates. The analysis shows how the
state mediates between contradictory interests within capital while pursuing the agenda of
global competitiveness by some of ifs fractions. Bn'éﬂy, this thesis seeks to explain the
process of banking reform within the broader context of capital accumulation, and in
terms of the way in which bank reform is being used to support and transfer the
hegemonic fractions of capital in Turkey.

I chose the Turkish banking reform as a case study for the discussion of the nation
state in the context of global accumulation for three reasons. Firstly, banking reform has
exposed wider conflicts within Turkish capital, particularly due to the ownership of banks
by éonglomerates and permitted to gain an in-depth understanding of the role of the state
in terms of underlying fractional tensions within capital. Therefore, the study of banking
reform reveals significant explanations not only on the restructuring of a national banking
séctor, but also on a much broader transformation in Turkey.

Secondly, the close involvement of the IMF in the reform process makes it

~ possible to shed light on the role of the IMF in the reorganisation of Turkish capital. The

nature of the relationship between national and supra-national govemance mechanisms of
capital is one of the fundamental issues in the current debates on the nation state.

Thirdly, the role of the IMF is considered in a country casé, Turkey, which is
assumed to be part of the so-called ‘Third World’. The hierarchy of nations in world
capitalism is also one of the critical references in the nation state debate. The analysis of
the Turkish banking reform will question the analytical validity of the primacy of the
nation. |

By challenging the dominant interpretations on banking reform, the thesis argues
that banking reform could not be analyséd by dpproaching to banking in isolation.

Turkish banking has been characterised by the ownership of conglomerates that



accumulate in various sectors beyond banking. Therefore, this thesis utilises a finance
capital approach in order to specify underlying fractional conflicts within capitai that
paved way to banking reform. In doing this, not only banks, but also banking
conglomerates as a whole will be focused on.

The class analysis of the thesis is specifically clarifies the fractional tensions
‘within Turkish Finance Capital (FC). Therefore, the thesis is not particularly concerned
with productive and commercial capitals since a detailed discussion of the implications of
banking reform for these fractions remains beyond the confines of this thesis. Therefore,
productive and commercial capitals will be included in the analysis only to the extent that
it would contribute to the elaboration of the main fractional focus of this thesis on FC.

On this basis, two key questions will be explored in the study of Turkish banking
reform:

. Wﬁat are the tensions among fraCtions of capital during banking reform?
¢ What are the different implicdt_ions of the state (aind the IMF) policies for different
fractions? |
The desire for the analysis of contradictions within Turkish capital and state
mediation of those tensions comes from the recognitioﬁ that transformation of the state
apparatus on behalf of the working cla.ss requires first an understanding of the vested
interests that state policies serve. Moving from this point, to be able to develop effective
strategies for a working class movement, the left needs to grasp the current structural
change in Turkey. ' The analysis of the transition in Turkish banking/Turkey with a class
perspective becomes particularly vital given the limitations in the analyses developed by
. dominant schools of political economy. =

The thesis, therefore, challenges the argument of the irrelevance of class in the
analysis of social reality in the cumrent era of World capitalism. The fhesis is framed |
within a Marxist approa.ch to capital and class. It does not seck to argue a defence of this
approachl, but to argue that the legitimacy of the theory is to be fourid in its capacity to
generate coherent, distinctive and persuasive analysis. Accordingly, the thesis is based on

extensive use of detailed empirical material — In the eﬁcploration of fractional tensions

' This view is consisten{ with Radice (1984, 113), (1999, 13, 19) and Panitch (1994, 61-
62). , -



within capital associated with banking reform, firstly, content analyses of reports
published by official/non-official institutions such as the IMF, Turkish government,
banks, corporations and business associations have been made. Secondly, newspapers
and financial journals have been extensively surveyed back to the early 1990s. Thirdly,
interviews in the financial press with key figures in ieadership positions iﬂ corporations
and banks as well as with goiremment officials have been utilised. Fourthly, official web
pages of corporations and banks have been searched. Lastly, public pronouncements of
bank and corporate executives and government and IMF officials have provided an
additional source of information.

Throughout the analysis it will be seen that competing and often contradictory
agendas of fractibns of Turkish capital in the process of capital accumulation are central
to the change and the state (and the IMF) intervention in those tensions serves the global
advancement of accumulation mainly on behalf of some parts of the Turkish capitalist
class. |

In the analysis of the nation state within the context of globalisation of capital,
Chapter 2 discusses the theoretical issues that will be exﬁlored in the case of Turkish
banking reform. Among different interpretations of tile current change in the functions of
nation state three issues appear central: the conceptualisation of the state vis-a-vis capital;
the concepts of fractions of capital, and the position of the nation state within the
emerging multi-level governance mechanisms of world capitalism (here the relation with
the IMF comes to the fore).

| Drawing from the theoretical discussion of Chapter 2, Chapter 3 looks at how
different schools of political economy explain the changes in Turkey accompanying the
Turkish banking reform. On the basis of this review, the thesis signifies the importance of
the consideration of the ownership of banks by industrially diverse conglomerates. This
characteristic leads the restructuring in banking to have wider ramifications beyond
banking. The reform reconfigures intra-capital class dynamics in Turkey for a new capital
accumulation regime. |

Chapter 4 discusses the historical development process of FC in Turkey as a basis |

for the fractional analysis of the reform in the following chapters. It develops a



periodisation, different from that commonly used, which gives focus to the central
changes in FC. . | |

On the basis of this exploration of the formation of FC, Chapter 5 lays out a
general framework for the analysis of banking reform as a class process. In addition to
considering the mediative role of the state regarding tensions within Turkish capital, the
 IMF involvement in the reform process is taken into account as the representative of
supra-national govermance mechanisms of world capitalism. In this way, the linkage
between state policies, fractions of capital (domestic and foreign) and the (global) capital
accumulation process is investigated. This chapter provides a bird’s eye view on
fractional conflicts within the reform process before narrowing the focus of the fractional
analysis 'in the following chapters. ‘

Chapters 6, 7 and 8 concentrate on the fractional divisions within FC as the
driving logic of banking reform. This specific fractional focus carries the class analysis to
a finer level. This fractional discussion is especially significant for the Turkish case
because intra-capital class dynamics behind the transformation in Turkey remain widelyl
unexplored.

Within this context, Chapter 6 provides a methodological consideration in
identifying a coherent pattern to the determination of which banking conglomerates
survived which went into liquidation during banking reform. It will be seen that the
fractional divisions accompanying the reform are rooted in different patterhs of
accumulation (including various forms of global integration) by two groups of
conglomerates. These are the conglomerates that ‘won’ in the reform and these that ‘lost’.
These are termed, respectively, the dynamic accumulators and the primitive accumulators.
The chapter argues that the difference between these two is to be explained by their
patterns of accumulation and, in particular, their mode of acquisition of surplus value.
Yet beyond broad generalisations that support this binary division, it must be recognised
that there is not one ‘recipe’ for dynamic accumulators, nor primitive a.ccumul_ators:

Accordingly, Chapter 7 specifies ‘the first division of FC, the primitive

- accumulators, which are excluded from finance through bank seizures. Chapter 8 focuses

on the second division of FC, the dynamic accumulators, which have strengthened their



existence in banking. Bo_th chapters distinguish the characteristics of pattems of
accumulation which led conglomerates to either seizure or survival in finance.

After the analysis of fractional divisions within FC, the state (and the IMF)
intervention in those fractional tensions is exemplified. To this end, the following two
chapters analyse two main mechanisms that were used for the reconfiguration of holding
banking in Turkey. Chapter 9 addresses new regulations that shape the new era of FC. In
particular, legislative changes which rearranged relations of credit and equity holdings
between banks and their owner conglomerates are the foci.

Chapter 10, on the other hand, illustrates how the state and the IMF intervention
played out itself in the case of bank seizures. The clarification of the actual process of
reconfiguration of holding banking in Chapters 9 and 10 will provide a deeper
understanding of the fractional conflicts as well as the state (and IMF) mediation between
those tensions in the reform process.

Chapter 11 analyses how the surviving banks’ conglomerates solidified their
hegemony in finance through the consolidation process. As a controversial issue of
banking reform, the role of foreign participation within the consolidation of banking is
also considered in this chapter.

While the analysis here is detailed, it is not exhaustive of all financial issues in
Turkey. The thesis will focus on the most central ones of the new codes that rearranged
the relations between banks and their conglomerates — relations of credit and equity
holdings — in order to exemplify state intervention in setting-up new conditions for
accumulation. Also, the analysis of banking reform will concentrate on private domestic
deposit-taking commercial banks which accounted for about one-half of the .banking
system’s assets and liabilities as of August 2001. Banks which are not owned by Turkish
conglomerates — state-banks, development/investment banks and foreign banks -— are
included in the analysis as long as they are relevant with the discussion of private
commercial banking in Turkey. Furthermore, not all aspects of the seizure process will be
addressed. Takeover of financial groups made up of leasing, factoring, insurance and
brokerage companies as well as some other affiliates operating in other sectors will not be

discussed.



Finally, there is 2 need for three points of clarification. The first is a clarification
of terrﬁinology used relatiﬁg to the concepts of ‘foreign’ and ‘international’ banks. To
prevent any confusion, the term ‘foreign banks’ refers to intemational banks that are
owned by foreigners. But the term ‘international banks’ is more general as it also cover
some Turkish banks that play in the global banking league. Essentially,l the last decade
has seen ‘Turkish’ banks joining ‘foreign’ banks in the development of international
banking.

Second, the references in this thesis follow the Harvard style.? However, given the
extensive number of sources from newspapers, news portals as well as corporate and
other web pages, full citations of those sources appear only in the footnotes, but not in the
bibliography. -

Third, many sources used in this thesis are in Turkish language. These sources

which appear in the footnotes and bibliography as titled in Turkish are translated by the

author.

1 have consulted Referencing-the Harvard Referencing System, Educational Services
and Learning Support, Central Queensland University, January 2002,
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CHAPTER 2

THE STATE WITHIN THE CONTEXT OF GLOBALISING
CAPITAL ACCUMULATION

2.1  Introduction
2.2  Framing the Globalisation Debate
2.3 The Neo-Liberal Globalisation Thesis
2.4  The Sceptical Thesis
2.5  The Class Determined Nature of the State
2.6 Marxist Globalisation Theories
2.6.1. Nation State in Global Accumulation of Capital
2.6.2. The Thesis of Transnational Class Formation
2.6.2.1 Implications for the Analysis of Turkey
2.7  Does a Nation State Occupy a Single Position in the Global System?
2.8 Questions to be explored in the Turkish Case
2.9  Conclusion
2.1  Introduction

This thesis analyses the recent reform in Turkish banking which served the

reorientation in accumulation towards rising global integration. The case study shows the

links between the nation state, supranational governance institutions and the dynamics of

the capital accumulation process in the context of Turkish banking. How these

connections are to be framed is not self-evident, but presents a theoretical problem to be

solved. This is not to suggest that these connections can be ‘solved’ at the level of formal

theory, but it is important to consciously debate the way the connections should be

framed.



11

Where to draw the lines around theoretical debate is always difficult — which
issues warrant deep investigation, and which are peripheral - is never entirely clear, so it
is important to state some theoretical benchmarks up front, for these are necessary to
focus the debates.

The theoretical focus here is the question of the role of the nation state in the
globalisation, and that immediately opens up its own spectrum of debate: is the state in
decline? Conversely, is the state part of globalisation?

This thesis takes as its theoretical starting point that there is a need to bring the
analysis back to the fundamental characteristics of capitalism. In particular, the objective
position of the state in maintaining social relations of capital provides a solid starting
point for the analysis of the current changes in the functions of the state. What the
process of globalisation refers to is the expanding trans-territorial accumulation by
capital. The state, as part of capitalist accumulation, serves the realjsation of the inherent
tendency by capital towards global expansion. This framing points to the issue of
particular constellation of class forces within states. Various forms of integration of
domestic processes of accumulation into global process rise on a conjunctural balance of
class forces. 7

Accordingly, this thesis argues that a class fractional analysis of state policies
is a helpful approach to such issues for it casts the role of the state in terms of the diverse
ways in which different parts of capital integrate globally, and hence in terms of
conflicting demands on the state. This thesis approaches to the state as ‘the political
location in which divisions between classes and, divisions between fractions of capital
are mediated’ (Bryan 1987, 271). Consideration of inter-state relations as well as
supranational governance institutions of world capital, such as the IMF, also requires first
addressing which particular forms of accumulation (pursued by certain fractions of
capital) that nation state seeks to oversee 1n the domestic ¢ontext.

When these general issues are applied to a study of Turkish banking reform and
the role of the IMF therein, three issues emerge crucial. Firstly, in the reform process the
IMF plays the role of a promoter and co-ordinator of the globalisation of capital,
performing the role of overseer of the Turkish state’s mediation of relations between

capitals. This conflicts with the widely held view of the IMF as an external imposer of a
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neo-liberal policy agenda on behalf of advanced countries’ capital. This thesis contends
that the IMF is better seen as part of the Turkish state pfbcess. The state and the IMF
together managed and supervised the reform in banking,

Secondly, the nature of the determination of fractions of capital is central to the
study of the Turkish reforms. The divisions within capital are not contingent on the scale

- (large/small) or nationality of ownership (foreign/national) of capital, etc. They are more

usefully seen as fractions based on different circuits of accumulation. That is, the
conflicts between capital that the reform process mediates and conflicts about the
particular paths down which capitals seek to expand, with the state facilitating some paths
and inevitably blocking others. Two critical criteria come to the fore in defining the
divisions: firstly, how individual capitals integrate globally; and secondly, how they
capture surplus value. Both of these criteria point to the relationship between the state
and capital. State policies play a crucial role in the construction of the patterns of
accumulation, and thus, of the divisions of capital.

Thirdly, approaching ‘the state as a mediator between fractions of capital
challenges thé popular argument that Turkey as a whole (the ‘Turkish economy’)
occupies a particular ‘position’ in the global system, such suggested in the theory of the
New International Division of Labour (NIDL) and the World Systems Theory. These
theories and the national positioning that follows from them éervc to occlude
consideration of divisions between capitals within nation, and impute nationalist agendas
onto state policy. Accordingly, this thesis rejects the idea of an IMF imposition asitisa
more complex process than that. The study of the Turkish banking reform verifies that
the issue is not the loss of policy autonomy by the nation state in the so-called Third
World countries; the Turkish state and the IMF acted together to systematically reposition
capital over accumulation globally and the reform pfocess could not occur without the
state and the IMF.

In the context of these propositions, this chapter addresses the relationship
between the nation state and globalisation. The objective is not to determine in
abstraction the explanation of Turkish bank reform, but to make explicit that any
empirical investigation of this topic must be predicated on a clear set of theoretical

insights.
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2.2 Framing the Globalisation Debate

In the study of the relationship between the state and | globalisation, different,
albeit overlapping, classifications of globalisation theories have been adopted. For
example, Held, McGrew, Goldblatt and Perraton (1999) offer a widely-recognised
tripartite classification: the hyperglobalizers, the transformationalists, and the sceptics.
These are, in essence, those who see the decline of the nation state; those who challenge
the reality or national impact of globalisation on the capacity of nation states, and, in the
middle, those who see that the role of states has been transformed, but not increased or
decreased. _

The problem with this taxonomy is that views from different theoretical
perspectives, (e.g. neo-liberalism and Marxism), are merged under the same cafegory.
According to Held and McGrew (2002, 2) ‘the very idea of globalisatioﬂ appears to
disrupt established paradigms and political orthodoxies’, but the effect is that different
theoretical premises underlying those theories becomes secondary to taxonomy and it is
therefore impossibl'e to ‘graft’ an analysis of globalisation onto established theoretical
debates.

Nordhaug (2002) also defines a tripartite classification: liberal globalisation
theory, globalisation scepticism and Marxist globalisation theories. In this classification,
the liberal theory claims that the nation state has been enfeebled by globalisation.
Scepticism has two strands. One, in contrast to the neo-liberal view, posits the autonorny
of national policies and institutions from globalisation. In the other, it is argued that the
pressure for convergence between national policies stems not from anonymous market
. forces but from dominant states which a]so control international organisations. Marxist
globalisation theories are also d.ividéd into two categories: moderate and strong versions.
Both versions link economic transnationalisation to the transnationalisation of capitalist
classes (class fractions); the second version additionally contends a tendency towérds the
formation of a ﬁon-territoﬁal state. Despite the difficulty in terms of equating these
groups directly with parti;:ular authors, Nordhaug’s work provides a more solid base from
which to develop a more useful classification of globalisation theories.

This chapter adopts three categories in the study of the theories of globalisation:
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1. The neo-liberal globalisation thesis,
2. The neo-Weberian sceptical thesis, and
3. The Marxist globalisation theories.

The chapter will consider these théses in turn, with a particular focus on the third,
Marxist approach. Marxist theories of globalisation will be discussed under two
categories: one which claims the primacy of the nation state in the organisation of global
capitalism and the other which points to a transnational ruling class as the engine of the
globalisation process with direct implications for the understanding of nation states.
Other Marxist debates on globalisation will be included under the following discussions
of two critical issues for the Turkish case study: what will be called ‘position’ theories

and the role of IMF vis-a-vis nation states.
2.3  The Neo-Liberal Globalisation Thesis

In the 1980s and early 1990s, rising fragmentation of discrete national economies
. led some scholars to argue the end of the nation state. Starting with an absolute
dichotomy between ‘national and ‘global’, these scholars contended that the increasing
mobility of capital contrasted with the relative territorial boundedness of the state and
undermined the state capacity to manage the national economy. For example, among the
so-called ‘hyperglobalists’, Ohmae (1990; 1993) and O’Erien (1992) asserted that the era
of the nation state was over, that national level governance was ineffective in the face of
globalised economic and social processes.!

These scholars claimed that transnational corporations (TNCs), rather than states,
are the key actors in this ‘borderless world’, developing global production, sales and
- financial strategies relatively free from the restrictions of territorial state borders.
Therefore, nation states in this perspective became local authorities of the global system

and lost their capacity to manage the level of economic activity within their territories

independently. From a neo-liberal perspective, though not a nationalist one, there were

' This end of state thesis is readily understandable as a neo-liberal, pro-market
perspective. Interestingly, it is also shared, though with different conclusions, by the radical
nationalist tradition. They describe essentially the same logic, but see the decline of the nation
state as a process that must be resisted in (e.g. Strange 1995).
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benefits for all countries from the shift to this one dominant global economic system:
trade and' capital market liberalisation, minimised state intervention and the pursuit of
international competitiveness would serve to generate global growth and efficiency
(Ohmae 1990, 216).

The claims of the decline of the nation state have not been verified empirically.
On a global scale, we see the emergence of not laissez faire (the so-called Washington
consensus), but what Stiglitz (1998) has termed the ‘post-Washington consensus’: the
recognition that global markets need systemaﬁc regulation. At the national level, the case
explored in this thesis is an emphatic illustration of the on-going centrality of state
regulation. It shows that markets are not self regulating, but require state management.
Moreover, this management is not an exercise in securing ‘efficiency’ of markets, but in

managing accumulation: an altogether more political and contested process.
2.4  The Sceptical Thesis

The neo-liberal globalisation thesis has been challenged by some who see its
emphasis on global flows of trade and investment highly exaggerated. They contend that
these movements, relative to the size of global production are still less than in a previous
period of so-called globalisation: the late nineteenth century. Rather, they contend that
the world economy is increasingly a regionalised economy with the three major trading
blocs (Europe, Asia-Pacific and North America) (Hirst & Thompson 1995; Drache 1996).
In this framework, internationalisation has been accompanied by the growing economic
marginalisation of many ‘Third World® states as the intensifying trade and investment
flows within the rich North exclude much of the rest of the globe (Hirst & Thompson
1995).

Yet, despite the agreement on the exaggeration of ‘globalisation’; sceptics part
corhpany regarding the extent of the loss of regulatory capacity of nation states. Sofne
argue that nation states have lost capacity to manage their domestic economies. There is a
need for states to regain control of their economies to protect national interest against the

volatility of global business cycle (Drache 1996).
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On the other hand, some other sceptics argue that nation states remain an
importaﬁt locus of accumulation (Wade 1996). Even though certain traditional powers of
nation states (such as sovereign power or as autonomous national economic management)
are declining, nation states are the key source of legitimacy and the delegator of authority
between international and sub-national agencies of economic coordination (Hirst &
Thompson 1995).

The pressure for the convergence among national policies does not stem from
transnational market forces, but from elsewhere. For some, convergence comes from
multilateral organisations, such as the IMF, which have become tools of US foreign
policy (Wade 2001).2 Others emphasise domestic drivers (e.g. Weiss 1999b),” especially
states seeking to promote the internationalisation of national corporations. ‘Catalytic
states” which facilitate coordinated and collective action with other states, transnational
institutions, and private sector groupé have emerged in order to create more real control
over their economies (Weiss 1997). If nation states can take advantage of the
opportunities offered by global economic activities they can improve the position of the
nation within the world economy (Weiss 1997; Hobson & Ramesh 2002),

There is, of course, debate about the potential for such policies to deliver national
growth. But it is important to notice in the context of this thesis the nationalist premises
that underlie the sceptical position. At the basis of their scepticism is the proposition that,
~ despite the indicators of ‘globalisation’, nations remain core economic units, such that
evidence of the on-going significance of national economic units is thought to constitute
a refutation of *globalisation’. As a corollary, they also frame the capacity of nation states
in terms of the capacity to deliver ‘national’ benefits.* If, however, we question the

cohesion of nations as economic units, and instead identify divided interests within

? As an example, Wade (2001) notes the US role in the rapid financial liberalisation in
Asia which caused the financial crises in the region throughout the 1990s,

? For example, the Asian crisis was originated in the decomposed institutional capacities
of the states and the role of the US policy, partly through the auspices of the IMF, only deepened
the crisis (Weiss 1999b, 319).

* For instance, Hobson and Ramesh (2002, 11) assert that states play off the domestic and .
global realms apainst each other when they face constraints from any of them. Yet, the authors
neglect that when states push through measures by resisting opposition from some ‘powerful
domestic groups’, this means that state policies support other parts of capital. For other examples
of this analytical problem see Weiss (1999a, 72, 86, 88).
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nations with respect to ‘globalisation’, the issues look rather different. Rather than the
nation state pursuing national benefits in the national interest, states can be seen to be
mediating between divided interests within the nation _

The neo-liberal and sceptical theses of globalisation have been criticised by
Marxist scholars on the basis that the state and capital are misleadingly conceptualised as
two independent spheres rather than as part of a totality. Most of the debates on
‘globalisation’ mask the continued importance of the nation state in the global
reproduction of capital and of the continued pre-eminence of national structures of

political economy (e.g. Pooley 1990; Panitch 1994; 1996).
2.5 The Class Determined Nature of the State

The analysis of the state, as Marx states, needs to start from the specific form of
the extraction of sufplus value from thé direct producers by the owners of production. On
this basis, the consideration of the ‘political’ (the state) can be introduced (Burnham
2002, 118). '

The specific economic form in which unpaid surplus labour is pumped out of the direct
producers determines the relationship of domination and servitude, as this grows directly
out of production itself and reacts back on it in turn as a determinant. On this is based the
entire configuration of the economic community arising from the actual relations of
productions, and hence also its specific political form. It is in each case the direct
relationship of the owners of production to the immediate producers... in which we find
the innermost secret, the hidden basis of the entire social edifice, and hence also the
political form of the relationship of sovereignty and dependence, in short the specific
form of state in each case. (Marx 1894, 927) .

In capitalism, the main relationship which marks the whole social structure is the class
relation between capital and labour. The separation of labour from means of production
and fulfilment of exploitation through commodification of labour power allow the
abstraction of immediate force from the capitalist production process. As Holloway and

Picciotto (1977, 179) put it:

The abstraction of relations of force from the immediate procesé of production and their
necessary location (since class domination must ultimately rest on force) in an instance



18

separated from individual capitals constitutes (historically and logically) the economic

and political as distinct, particularised forms of capitalist domination.

The role of the state in capitalism is not to organise the production process
directly, but to create necessary preconditions for the private organisation of this process
and to oversee its reproduction. Thus, the state takes place in the public sphere to provide
general conditions for capital accumulation which is realised by the capitalist class in the
private sphere (Giilalp 1993, 77). In this framework, the state is understood as a moment
of the class relations; neither as ‘autonomous’ nor as ‘determined’ by a supposed
economic base (Burnham 2002, 116). Therefore, the development of the forms and the
functions of the state needs to be tracked down within ‘the antagonistic and crisis-ridden
development of capitalist society’ (Holloway & Picciotto 1979, 5; Holloway 1994, 128).

Yet the state is not seen here simply.as the ‘referee’ in relations between labour
and capital, but as the manager of capital’s domination over labour. Radice (1984, 119-
120) puts it succinctly: |

The central conflict in the capitalist mode of production is seen as being between capital
and the state, rather than between capital and labour. But it is not enough to insert
‘labour’ into the analysis on an equal footing, forming as it were a triangular disposition
of social forces... It is necessary to highlight the evolving patterns of domination by
capital over labour, and how the state.. fits into this. The increasing role of the state over
the last century should be seen...as the consequence of an ad hoc accretion of state
functions, arising from a sequence of conjunctural pressures on capitalist class
rule...From this perspective;, the ‘weakening of the state’...signals, rather, a complex
process of restructuring of the class relations of capitalism. '

Statements such as this are clearly at odds with propositions about the decline of
nation state power. The state remains central, but with a class agenda, not simply a
national one. Moreover, as capital tends to 'éx'pand globally, so the state’s conception of
national policies (and ‘national goals’) is itself globalised. Bryan captures this point when
he contends that capital, in its concept, is neither national nor international: the probess of
capitalist exploitation (sites of the production and appropriation of surplus value) is not
intrinsically reducible national (or international) level in the ‘geography of global

capitalism (nyan 1987).5 ‘The international movement of capital is therefore a historical

*-See also Ruccio et al, (1990, 18).
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product of the (spatially) expanded reproduction of the capitalist mode of production
within a system of nation states’ (Bryan 1987, 253). Yet at the current stage of world
capitalism, the reproduction of social relations of capital is still basically secured by

nation states:

So while capital value may tend to move internationally, the class relations necessary for
the production of capital value arise and are reproduced politically within the space of the
nation, and by means of the nation state, thus, in the period of internationalisation of
industrial capital, it is' the nation state which secures the political preconditions for
international accumulation by ensuring the reproduction of the class relations of

capitalism.

The issue therefore is that the nation is not the “natural” space of the circulation and
reproduction of capital, but capital nonetheless requires nation states to secure its social

and economic conditions of reproduction. (Bryan 1987, 254)

According to Bryan (1995), the contradiction between the internationality of
accumulation and the national regulation of the conditions of accumulation arises because
‘the space of the nation is increasingly just one (spatial) section of an international

process of accumulation’ (Bryan 1987, 255; 1995, 422). Therefore:

[TThe state plays a contradictory role. On the one hand, it must secure the domestic
conditions of accumulation, including class relations, and, on the other hand, it must
integrate these processes into international accumulation, in a way which reflects the

domestic balance of forces. (Bryan 1995, 429)
This finding clarifies the conflicting nature of the relationship between the nation state,
domestic accumulation process and globalising accumulation of capital. Accordingly, a
central issue for Marxist approaches to the state and capital is the different and
contradictory ways in which capital accumulates, and the demands this places on nation
states. |

Therefore, for example when HolloWay (1994, 30-32) and Bumham (1996, 102-
103) define the state as a node of global accumulation, (i.e. part of the political
management of the global circuit of capital), there is a need to stress that it would be
miélcading to simply argue that the state fu]ﬁls the necessities of global accumulation.

That is, ‘global accumulation’ should not be seen a priori to class. In contrast, the
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dynamics of global accumulation are continuously redefined by specific state policies
which mediate conflicting demands of (fractions of) classes arising from the
accumulation process.

Accordingly, an understanding of these conflicting demands of capital is integral
to an understanding of the role of the state in general, and especially in relation to issues
of globalisation, where capital has ambiguous relations with ‘nations’ and hence also
with nation states. A conventional point of entry into this matter is the depiction of a

circuit of capital, as outlined by Marx (1885) in Volume II of Capital.

M-C...P...C-M’

Throughout its circuit, capital takes three different forms: Money is transformed
into money capital (M) when it is used for the purchase of production inputs. M is
exchanged for commodities (C) that are physical means of production (MP) and labour
power (LP). When LP is combined with MP in the capitalist production process, capital
takes the form of productive capital (P). The commodities (C*) produced in this process
embody surplus value produced by labour power. That is, C’ has a greater value than the
commodity capital (C) which entered production process. When C’ is converted into the
money form (M’) by exchange, the quantity of money is larger than which entered the
circuit. In this circuit, capital appears the social relation of value in movement.

' ~ This circuit shows the fundamental class relation in capitalist accumulation as the
relatibnship between labour and capital, depicted as the creation of new value (and
surplus value) in production. But it also gives insight regarding relations between

individual capitals which are intertwined with each other within the total social circuit of

capital. As Marx put it:

Capital, as self-valorizing value, does not just comprise class relations, a definite social

character that depends on the existence of labour as wage-labour. It is a movement, a
circulatory process through different stages, which itself in tumn includes three different
forms of the circulatory process. Hence it can only be grasped as a movement, and not as

a static thing. (Marx 1885, 185)
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Marx’s formulation of circuits of capital assists to see there is a number of phases
in the reproduction of each capital. As Bryan (1984, 86) states, in each of the different
forms that the individual capital assumes (money, commodities and production) in its
overall movement, it is subject to different conditions of and constraints on its
reproduction. This gives the basis to differentiate fractions of capital as money,
productive and commodity capital (or in the reified forms banking, industrial and
commercial capital). Capitals form into fractions according to shared conditions and of
constraints on each of the metamorphoses of their reproduction. Acdordingly, the state
must mediate these different ‘circuits of capital’, (or different fractions of capital, as they
have come to be called) and their contested claims on state policy

How the differences (and conflicts) between these fractions of capital are to be
specified remains an open and contested theoretical issue. A prevalent interpretation here
has been to define fractions in terms of specialisation within the circuit — a conflict
between financial, commercial and industrial capitals. This interpretation is most widely
associates with Poulantzas (1968) and Clarke (1978). ¢ This division of capital helps to
explain fractional conflicts as individual capitals specialise in one of these functions
within the circuit of capital — each appropriates surplus value in a different form: finance
as interest, commerce as mark-up pricing, and industry as profit. But it cannot be
presumed that individual capitals always specialise in one or other of these functional
forms. They may, but they may not, and, in the case of Turkey, with a predominance of
conglomerates which occupy all three “positions’ in the circuit, this is not going to reveal
all tensions within capital, and certainly not the tensions that arise with * gloBaliéation.

This tripartite definition of fractions refers to a higher level of abstraction and
theré is a need for a further level of analysis in mapping out the fractional structure of
capital in specific contexts. The critical issue is here that fractions of capital cannot be
pfe-ordained rfgidly because the issue on which capifal divides is -histo'rically spebiﬁc. A

Marxist theory of fractions can argue that there will be division because the circuit of

$ The criticism of Poulantzas by Clarke can be noted here. Poulantzas (1968, Chapter 2)
argued that to constitute a fraction those individual capitals must have ‘pertinent effects’ at the
political level. The definition of fractions according to their political effects led to the neglect of
" the economic basis of fractions. Clarke (1978, 36) criticised the Poulantzian theory on the basis .
that this definition of fraction led the fractional analyses to be concerned with attaching interests
to the particular organisations or institutions (as in the analyses of South Africa). '
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capital itself is a contested process, but how capitals divide depends on specific issues.
What can be expected, in the context of Turkish banking and globalisation, is that
divisions will arise over the form of integration into global accumulation. At this point,
an alternative definition of fractions by Bryan (1987) is helpful. Bryan defines fractions
- of capital according to position in the international circuit of capital in which the state

intervention is accounted for as a factor:

Fractions have been differentiated according to the stages in the process of its
accumulation at which each individual capital is integrated into (isolated from) the

international arena. (Bryan 1987, 271)

Bryan’s theorisation of capital fractions shows tﬁe structural basis for shared interests
between ‘domestic’ and ‘foreign’ capital in particular kinds of state policies (Glassman
1999, 680).” In the identification of ;:apital fractions, the consideration of the position in
the international movement of value bccoh'lcs critical for the analysis of the nation state
within the context of global circulation of capital.® While some capitals expand
internationally and some remain nation-based, state policies which regulate global
movement of capital affect individual capitals differently according to their various forms
of global integration. A

From this perspective, this thesis contends that the observed changes in state
policies in line with neo-liberalism serve the advance of global accumulation on behalf of
particular fractions of capital rather than implying the transcendence of the state by the -
globalisation process. ‘

Underlying this is a tendency for capital to expand spatially there are implications
for the state. In the process of capital’s transformation ‘from its embryonic form to a fully

-developed global entity’, the state must re-organise its role in order to reproduce relations

7 For example, TNCs which invest to produce for local markets may benefit from import
substitution policies together with domestic capital that produces for home-market.

® Yaghmaian (1998, 249) points to the fractional conflicts within capital within the
context of global accumulation as follows: ‘Different forms [of internationalisation of
accumulation] coexist and accordingly affect nation-state policy. Individual capitals’ uneven
integration into international economic activity and their involvement in various forms -
interational accumulation become the context of fierce competition of capitals and their
conflicting demands on state policy”.
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of capital in this expanded scale (Bina & .Yaghmaian 1991, 119). This continuing
adaptation by the state (see Arrighi 1997, 4) needs to be addressed by the debates on

globalisation.
2.6 Marxist Globalisation Theories

Starting from the need to understand whether there is a change in the form of the
political’ to sustain accumulation of capital within an increasingly globalised context,
some Marxist scholars observe rising transnational accumulation by capital; but there is
no agreement within Marxist tradition on the primacy of the national form of state
accompanying the process of transnationalisation of classes. Some scholars note an
ongoing role of the nation state while capital increasingly circulates globally. Others
stress changing character of the form of ‘political’ in relation to the circuit of capital,
instead of enduring nature of nation state (Burmham 1996, 97; 2002, 115). On this basis,
the rise of transnational capital claimed to give way to the supersession of the nation state
system as the organising principle of capitalist development.

The following section addresses these debates among Marxist analysts on the
relationship between the transnationalising accumulation and the nation state. It will be
seen that these debates have some relevance to the practice; but, the different analytical
levels that those Marxist discourses focus on cause an overlook of some dynamics of the

relationship between the state and capital within a global context.
2.6.1 The Nation State in Global Accumulation of Capital

Irrespective of the tendency for capital to expand spatially, some Marxist scholars
contend that global capitalism remains nationally organised and irreducibly dependent on
nation states. (e.g. Wood 1999, 2002; Tsoukalas 1999). In this view, the nation state
continues to be critical in a global context for two reasons. Firstly, capitalism rcmaihs
dependent on the nation state for the reproduction of social relations of capital (Wood
2002, 31). Tsoukalas (1999, 71) claims that nation state serves better than a model of
‘Super-State’: | |
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The symbolic and functional presence of national states is more necessary than ever for
the cohesion of social formations at the same time that their economic and ideological
interventions are far more “deregulating” than before.

Secondly, it is contended, we are still a very long way from a truly global
capitalist class (Wood 1999, 6; 2002, 26-28). National classes are likely to persist
precisely because global integration itself intensified competition among national
capitals. Much of what goes under the name of globalisation consists of national states
carrying out policies to promote international competitiveness of their own national
economies, maintain or restore profitability to domestic capital. According to Wood, to
the extent that capitalists who operate on the global stage have interests in common with
others across national boundaries and to the extent that these transnational capitalists
' have certain international agencies at their command, they could (with great caution) be
said to constitute a global capitalist class. But even they must rely on the coercive powers

of national states:

1t is-no doubt true that national governments are now more than ever obliged to act in the
interests of ‘global’ no less than local capital, including the interests of ‘transnational’
capital with its home base elsewhere. But this is significant not only because those
capitalist interests are global but also because they need the nation-state to sustain them.
(Wood 2002, 27)

For Wood, therefore, the critical point is the organisation of capital on national principles
even if there is a global capitalist class in formation. Indeed, capitalism has spread by
reproducing its national reorganisation.
~ The formation of the global capitalist class is also acknowledged by Tsoukalas.
Following Poulantzas (1974), Tsoukalas stresses that ‘autonomous national bourgeoisies’
are being increasingly disarticulated as parts of this class must ‘de-localise’ and become
part of ‘international capital’ in order to remain viable (p.62). Accordingly, contradictions
between fractions of capital within nation states are ‘intemationalised;
in this framéwork, ‘international agencies of capital, like the IMF or the World |
Bank {WB), are above all agents of specific national capitals, and derive whatever
powers of enforcement they have from nation-states — both the imperial sté.tes that

command them and the subordinate states that carry out their orders‘ (Wood 1999, 5) |
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Therefore, these agencies reflect state-sponsored processes of globalisation (Tsoukalas
1999, 61).

This Marxist approach gives the analytical priority to political processes and
builds the analysis of contemporary ‘capitalism on fhe primacy of national units of
accumulation. Wood emphasises that nation states have been carrying out policies mostly
to promote international competitiveness of their own national economies. This is, no
doubt true, but it avoids a question central to this thesis: how does the state mediate the
relations between fractions of capital when different parts of capital have different

expectations of the state with respect to the global mobility of capital.
2.6.2 The Thesis of the Transnational Class Formation

Another group of Marxist analysts, similar to Wood and Tsoukalas, also claim
that capital still relies on a national base for reproduction of its social relations as well as
~ for expansion across borders. What distinguishes them is that they argue an emerging
transnational capitalist class (TCC) is the material force that drives rising globalisation
of capitalism (Gill 1990; Cox 1987; Van der Pijl 1998; 2001/2002).

These neo-Gramscian scholars treat capital as globally-integrated and see that
there are political forces that cross national boundaries. Yer within this apparent
transcendence of a national taxonomy of capital there remains an underlying nationalism
not dissimilar fonn that of Wood. This shows through when a transnational class is
defined in terms of the affinity of a number of different national capitalist classes. Such a
class can be said to be, ‘transnational’ because it is constituted by an aggregation of
national capitalist class interests, not bec'ause it has a distinctive, transnational class
interest; An altemative conception emphasises not national affinity, but an intemational
.integ:ratidn of capital, and hence a siﬁgle interest. Sklair (2001, 2002), for example,
_ stresses the need for conceiving classes outside state-centrism by arguing that the

formation of a transnational capitalist class hollows out the notion of national interest.
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However, Sklair fails to adequately theorise the state within the context of rising
transnational integration of capital.”

Rooted in the post-imperialism theories of 1980s (e.g. Becker et al. 1987), some
other scholars, on the other hand, criticise the nation-state-centred concept of class 10 and
develop the theory of the transnationalisation of the state (TNS). ' These Marxist scholars
argue that the old international alliance of national bourgeoisies has mutated into a
transnational bourgeoisie which is a2 bourgeoisie whoée coordinates are no longer national
(Robinson 2002, 215)."2

The thesis of the TNS claims that the nation state is becoming transformed and
absorbed into a larger structure of a transnational state. The global decentralisation and
fragmentation of the production process and the supranational integration of national
productive structures redefine capital accumulation, and classes, in relation to the nation
sﬁte (Burbach & Robinson 1999; Robinson & Harris 2000; Robinson 2001a, 2002).
Corresponding to the emergence of transnationalised fractions of ‘local’ dominant groups
in every country in recent years (Robinson & Harris 2000, 23) (with ramifications for a
transnational proletariat), the state as a class relation is also becoming transnationalised.
The nation states and a wide variety of supranational institutions, as part of a
transnational state, aim to convert the world into a single unified field for global
capitalism through standardisation in the codes and rules of the global markets (Robinson
& Harris 2000, 29; Robinson 2002, 220-223). In this framework, supranational
institutions are not merely instruments of a world bourgeoisie against world labour;, they

are also instruments of some fractions of capital against others (Robinson & Harris 2000,

* Sklair, by conflating class with state, includes ‘globalising bureaucrats and politicians
(“the state fraction’) among the components of transnational capitalist class.

1® See Robinson & Harris (2000) and Robinson (2001/2002) for the critique of Van der
Pijl, Cox, Gill and Skiair.

1 Glassman (1999, 673) also introduces the concept of the internationalisation of the
state which he defines ‘as a process in which state apparatus becomes increasingly oriented
towards facilitating capital accumulation for the most internationalized investors, regardless of
their nationality’. Glassman acknowledges the simultaneous representation of national and
foreign capital within the state in the process of the internationalisation of capital; but, he does
not make such a claim that a new form of non-territorial state is in formation.

12 Yet, in response to the criticism made by Block (2001), Robinson (2001b, 232)
acknowledges at the same time conflicting pressures within this fraction which prevent its real

internal unity.
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29). They suppress national fractions and promote the interests of transnational

fractions. 13

Overall, both the post-imperialist and neo-Gramscian theorists explain the
developments in global political economy since the 1970s with reference to the
international self-organisation of the capitalist ruling class. Their emphasis on the
. agency of TNCs or the more complex ideological and institutional mechanisms that
characterise hegemonic world orders respectively” makes these theories over-
prescriptive. Fof example, by giving the priority to the international scale, Robinson and
Harris readily accept that nation states are captured by the will of a TCC. This disregards
that the nation state is continuously redefined through the conflicts between (fractions of)
classes. These Marxist accounts not only leave no place for class struggle between labour
and capital, but also easily assume that pational fractions of classes became

- spontaneously subordinated to the more globally organised fractions of capital. The
current rise of globally oriented fractions of capital as the hegemonic part of capital in
many céuntry contexts corresponds to a certain historical phase in the development of
world capitalism.

The study of Turkish banking reform does indeed present elements of this theory,
for the outcome of the reform process has indeed been to advance the connections
between big ‘Turkish’ banks with some of the world’s largest banks. Yet the state
intervention in the reform process also had some elements which oversaw the

reproduction and advance of accumulation for total capital, including the less globally

B The thesis of the TNS is criticised on the ground that it is not supported by much
empirical evidence (see Mann 2001/2002; Arrighi 2001/2002). Robinson (2001/2002, 500)
indeed accepted the need for more empirical researches to test their thesis. Robinson states that
their works are early approximations in an ongoing research agenda which intended to lay out the
theoretical argument and map the direction of further investigation. Yet Robinson and Harris
(2000, 20-21) stress that the argument of the continued existence of the phenomenon of nation
state within the globalisation process of capital does not validate their view of globalisation as an
epochal shift in the development of world capitalism. National and transnational class fractions
and contradictions among them can coexist. Yet ‘what is important for materialist analysis is the
capture of the direction of historic movement and the tendencies underway, even when such
historic processes are open-ended’. And Robinson and Harris assert that the tendency is towards a
transnationalisation of the state corresponding to the process of the transnationalisation of
capital. '

' For a critical review of these two approaches see Colas (2002, 197-203),



28

oriented fraction. In brief, there is a need to put the class determined nature of the state at
the centre of analysis and, on this basis to study historically-specific and contested state
mediation between fractions of capital.

Here, as we found in relation to the theory of fractions, there are dangers of over-
generalising about the way in which contradictions will be played out. Accordingly, it is
appropriate to focus on the issues raised in our consideration of Marxist theory, and apply

them to Turkish banking reform in some preliminary way.
2.6.2.1 Implications for the Analysis of Turkey

Whether the nation state is being superseded by a supranational form of state or
will continue to be a fundamental pillar in the reproduction of global social relations of
capital is an open-ended and historical question. Yet the following arguments by Marxist

theorists of transnational class formation are observed in the Turkish case.

1. The process of the formation of a TCC and the role of nation state within this

process:

The main issue that arise from the Marxist debates is the formation of a TCC that
shares transnational interest vis-a-vis domestically oriented capitals. Consistent with
Robinson and Harris, we see the Turkish state, in collaboration with the IMF (and some
other supranational institutions), promoting global advancement of accumulation on
behalf of a particular fraction of Turkish capital, which is concentrated, globally oriented
and pursuing further global accumulation.

-

2. The transnational orientation by the Third World s capital:

Robinson and Harris (2000, 35) assert that even if it is in the Third World where
transnational class formation is weakest and where ‘national’ bourgeoisies may still
control states, some sections of Third World’s capital are iﬁcreasingly being part of
transnational capital by their own intemnational direct investments (IDIs) and by

integrating into global circuits of accumulation. This point is crucial because, as the
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following sections will discuss, the idea of the polarisation between the North and the
South continue to be prevalent even among Marxist scholars. Consistent with Robinson
and Harris {(2000), the empirical analysis shows that during the recent restructuring of
capital, the leading Turkish conglomerates oriented more towards global accumulation,
including via their rising IDIs. To allocate a position to Turkey in the international
division of labour neglects the divergent positions of individual Turkish capitals in the

global circulation of capital.

3. The transnational concentration of capital through global merger and
acquisitions (M&As) contributes to the rise of transnational bourgeoisie

The argument by Robinson and Harris (2000, 34) that is the rising concentration
of capital through global M&As is being observed in Turkish banking with the search for
foreign partners by the leading Turkish conglomerates. In order to get stronger in global
financial markets, with the support of the state, the conglomerates restructured their
banking arms and have tended to establish partnerships with leading world banks. These
conglomerates increasingly seek inclusion into globél capital not only in their production
operations, but also in their financial arms. This is an ongoing process, indicating that the
TNS thesis gives important signals for the future direction of capitalism in Turkey.

Robinson & Harris (2000, 38) acknowledge this point on a global scale:

There are of course still local and national capitals, and there will be for a long time to
come, But they must “de-localise” and link to hegemonic transnational capital if they are
to survive. Territorially restricted capital cannot compete with its transnationally mobile
counterpart.

4. The effects of the unfolding world economic crises in terms of accelerating
transnational integration of lo_cal capitalists of affected countries:

Robinson and Hal_'n's (2000, 39) note the restructuring in the powerful financial-
industrial capital groups of South Korea (the chaebols) in the aftermaths of the Asian
crisis. The chaebols have been conipelled to sell off national assets to TNCs and at the
same time they have forged partnerships with corporaﬁons from other areas of the world.
This observation is also valid in the Turkish case. Under the adverse effects of the recent

Asian and Russian financial crises, which were aggravated by two crises in Turkish
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financial markets in 2000 and 2001, the Turkish conglomerates also needed to reorganise
their overall corporate strategies, including their banking arms. This restructuring towards
global market orientation, as the thesis will explain in detail, involved foreign partnership -
searches inside and outside Turkey as well as rising IDIs.
These scholars argue that the IMF ‘used’ the crises ‘to place greater leverage on
Third World countries to further open up to global corporations’ (Robinson and Harris
2000, 44). This argument by Robinson an Harris is not verified by the empirical study of
thé Turkish case. The analysis of Turkish banks (and their conglomerates) indicates that
thei.r restructurings were not originated simply in the IMF’s trap. One fraction of Turkish
- FC, together with other large and externally-oriented capitals, led the change in Turkey
and solidified their hegemony within the Turkish bourgeoisie.

5. The IMF may pursue transnational capitalists’ interests which should not be
reduced to specific national interests:

Mann (2001/2002, 466), in his critique of Robinson and Harris, argues that the
staff of the IMF, WTO, etc. are the protectors of national capitalists interests of their own
country of origin. Yet Robinson (2001/2002, 504-505) criticises .this view as it comes
from the ‘fatal nation-state-centric-flaw in Mann’s reasoning’. Robinson claims that
fractibns of hegemonic transnational capital have gained a commanding influence over
most nation states. Seen in this light, officials from particular governments who staff the
IMF may well be pursuing transnational capitalists’ interests within these organisations
and not ‘American’, ‘German’ or ‘Japanese’ interests of their country origin. “This then
becomes an empirical question as to state policiés and practices and particular and
'shiﬁing historic constellations of social forces that divé them’, Robinson adds. Some
other authors (e.g. Panitch & Gindin (2004), Gowan (2003)) see the IMF as the
éxpressi‘on of the hegemony of a distinctly US version of capitalism. The thesis does not
engage the debate about whether the current form of global capitalism can be attributed to
the US hegemony of a distinctly US form of capitalism. It simply contends that,
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irrespective of this, the IMF is not the agent of particular capitals according to their
nation of origin."’

The analysis of the IMF involvement in the Turkish bank reform shows that
seeing the IMF, and other international institutions, as simply the agents of advanced
countries’ capital overlooks the more complex relationship between the nation state and
those institutions. In the Turkish case, the IMF acted effectively as part of the Turkish
state on the basis of a particular constellation of domestic class forces. Therefore, the
IMF is better to be presented as the institution of world capital (advanced particular
capital) within particular national agendas. The IMF secks the expansion and

reprbduction of the global circuit of capital,
2.7 Does a Nation State Occupy a Single Position in the Global System?

An underlying issue that informs many of the above theoretical debates, and is
certainly important in the Turkish debate, is the notion that nation states occupy positions -
in a structure (usually hierarchy) of nation states. Nations and their states are often
labelled ‘core’, ‘periphery’, ‘semi-periphery’, etc. with the presumption that this is some
explanation of the pattern of accumulation within a nation, This thesis contends that
-attributing nations with particular single position in a global structure occludes - an
.understanding of the restructuring of capital that sees some fractions of capital, and some
individual capitals occupying some sorts of relations with global accumﬁlation, and other
fractions and individual capitals occupying other positions. 4n analysis of structural
change must see ‘positions’ as transforming, and with no reason to assume that all
capitals within a nation occupy the same posifion.

Nonetheless, the notion of nations occupying positions is prevalent, and warrants
some consideration.

The early theories of imperialism before the First World War and the second
wave of theories of imperialism after the Second World War started from the supposed

hierarchy of the world on the basis of nations. First wave of theories mostly focused on

15 This thesis does not take the strong position that the world is structured under the
hegemony of US capital. It is an important debate but not germane to the Turkish case. :
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the power struggle among major European countries for the domination of the globe (e.g.
Bukharin 1915, Hilferding 1910, Kautsky 1914 and Lenin 1917). The latter wave of
theories was more concemed with the inequality between developed and underdeveloped
countries (Sutcliffe 2001, 139). The central idea in these position theories has been the
polarisation between the core and peripheral countries through a transfer of surplus |
product from the latter to the former and the resultant oppressed economic development
in the periphery {e.g. the Dependency Theory (Baran 1957, Frank 1966, Amin 1974), the
World Systems Analysis 16 (Wallerstein 1974), and the NIDL Thesis (Frobel, Heinrichs
& Kreye 1980)).

The NIDL thesis emerged in the early 1980s. It is centred on the idea that nation
states keep functional positions within the world capitalism. This thesis argued the
relocation of industries to the periphery and de-industrialisation of the centre whose
capital was in the search of low-abundant wages of the former. The NIDL theorists see
this division of labour as driven by TNCs’ pursuit of maximum profit, especially via use
of cheap labour while bringing no genuine development for Third World.

The issue of the international division of labour has been central to recent debates
in Turkey. As Chapter 3 will address, the nationalist/developmentalist scholars, who pose
the debate in the context of Turkey, have attributed the neo-liberal orientation in the
economy to the NIDL, imposition of foreign capital and its global institutions, making
Turkey a branch plant for TNCs at the cost of an independent, nationally-integrated,
state-led development strategy. |

The above discussed TNS thesis challenges this division of the world economy.
This theory argues that the tranénational integration of fractions of capitalist classes
within a global production system leaves behind spatial dimensions of the global division
of labour (see Robinson 2001/2002, 502-503). On this ground, the géogmphic core-
periphery polarisation is being replaced by a social core-periphery polarisation which
cuts across all societies and regions of the world (Robinson 2001a; 558; Robinson

2001/2002, 502-503)."” The process of globalisation leads to de-nationalisation of capital

'* While there are notes of a ‘semi-periphery’, the theoretical ﬁ'amework is nonethcless
‘conceived through a theoretical binarism.

'” “Transnational integration of production systems cutting across the North-South divide
suggest the need for rethinking development not as a national process, in which what “develops”
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which is the opposite idea of imperialism: class not nation forms only fundamental basis
of division of the world social system (c.f. Sutcliffe 2001, 148).

In contrast to the TNS thesis, world systems analysts and other polarisation
theorists see recent developments in the globalisation process as a new form taken by
imperialism in the polarisation/dependency sense (c.f. Sutcliffe 2001, 147). The
globalisation process, it is argued, is deepening the polarisation between the North and
the South. Third World’s economies are opened up to Northemn capital since otherwise
they would be subjected not only to economic stagnation, but also to political
destabilisation (c.f. Radice 2001, 14). The neo-liberal restructuring under the supervision
of the international institutions such as the IMF, WB, etc. increases the power of the
countries of the North over those of the South. Thé Southern state has become more
subordinate than any time since the colonial era (e.g. Wood 1999, 2002; Hoogwelt 1997,
* Scholte 1997). -

For instance, Arrighi (2001/2002), from the perspective of the World Systems |
Theory, agrees that a world state is indeed in formation (pp. 473-4). Yet the North-South
division has continuous significance, particularly in shaping processes of world-state
formation. The dispersal of manufacturing activities in the South has not resulted in any
reduction of the income gap between the two formations (Arrighi 2005, 34).'8

The main deficiency in position theories is that change in domestic- economies of
the “Third World” is too readily attributed to external forces and ‘internal’ class dynamics
of those countries are neglected. As Overbeek (1990, 13-14) states, the argument that
position in the international division of labour is the main determinant in the structure of
the world economy regards primarily the position of geographical units, not that of
classes or class fractions (see also Jenkins 1984). Indeed, capitalist class relations were,

from their very inception, located in a global context (the world economy).

is a nation — but in terms of developed, underdeveloped, and intermediate population groups in a
- transnational environment’. (Robinson 200172002, 502).

'* Robinson (2001/2002, 502) in response criticises Arrighi’s use of Gross National
Product (GNP) per capita as an indicator of the continued inequality between the North and the
South. This is a nation-state-centric data which in fact disguises the processes mvolved in
transnational class formation, Robinson argues.
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This issue is of critical importance in the study of Turkish restructuring. Insi:eagi of
depicting Turkey as a ‘peripheral’ country, with an associate of propositions about the
subordination of ‘Turkish’ capital and the incapacity of the Turkish state to secure the
conditions of accumulation, this thesis develops a vastly different analysis. Later chapters
show that different parts of Turkish capital have integrated globally in different ways, and
that this difference has been overseen by the state (and the IMF).

Related to position theories, IMF structural adjustment programs are widely
evaluated as imposing neo-liberal restructuring in developing countries, and locking these
‘countries into certain policies that generate certain economic structures that are then
judged functional for global capital. In other words, an ‘outside-in’ approach is almost
unquestionably adopted in the literature. For example, Yaghmaian (1998, 259, 261)
asserts that IMF policies help national institutional restructuring and wage regulation
conducive to international accurnulation in order to facilitate integration into the world
- market. It is labour that bears the cost of international competitiveness through lower real
wages and higher productivity. These latter observations are not disputed here. What is
contested is the impetus that drives this subordination of labour. Yaghmaian stresses that
these policies have been enforced in different national sites by supranational institutions,

including the IMF:

Loan-seeking states are required to accept the structural and regulatory conditions of
capitals in the global circuit by removing national obstacles to international
accumulation, :

The apparently assertive stance of the IMF over the Turkish state during the reférm could
have led to such a conclusion. Indeed the IMF put pressure on the Turkish state to
implement some policies which the state itself found hard to implement. But the
empirical analysis of the Turkish case shows that the IMF acted effectively as part of the
Turkish state in the process of banking reform. Seeing the IMF as an agent of Western
capitalism and with objectives contrary to those of Turkey implies there is a collective
interest in Turkey and that the IMF wants Turkey play a certain role in the world
economy, and imposes policies to secure this role. Here it needs to be considered that
certain fractions of capital within ‘developing countries’ also seek this national

restructuring in order to facilitate their inclusions into intemational capital.
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This issue points to the opposing interests of fractions of capital within the
accumulation process and state mediation between those interests. The following section

lays out the basis for the empirical study of the thesis in light of the reviewed literature.

2.8 Questions to be explored in the Turkish Case

In order to understand the restructuring of capital within Turkey, the thesis started
from the question of how ‘endogenising’ those so-called external forces can allow us to
think about Turkey differently. This permits the study of Turkey as part of global
accumulation and the analysis of the Turkish state as a mediator between different parts
of capi.tal having various spatial agendas. This particular way of framing the question will
bring about a very different explanation of the change in Turkey from the wider debates
on the relationship between the state and globalisation. | |

On this ground, the issues explored in this chépter raise the following questions to
be studied in the Turkish case: |

* The role of the state in the reproduction of capital in the context of banking

sector crisis,

e State mediation between fractions of capital with different spatial pattemns of

accumulation, ' .

e The pa_rticipaﬁon of foreign capital in banking reform as being integral to the

" restructuring by Turkish FC, _ |

.o The manifestation of global integration of Turkish FC as an accumulation

strategy for the Turkish state, and ' '

s The role of the IMF in the domestic policy.

The objective of this thesis is to present state mediation of contradictory relations
between fractions of capital during the Turkish ban]dng reform, and particularly within
the context of the close supervision of the IMF. The thesis utilises the circuit of social
capital as the basis of defining fractions of Turkish FC. When these fraétions are defined
with respect to their circuits of accumulation, it becomes apparent that this definition

does not correspond particularly closely with differentiation on the basis of size or
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nationality of ownership: tl_le ‘usual’ way divisions are defined. In the definition of the
links or alliances between individual capitals on state policies of bank reform, two criteria
are crucial. Firstly, at which point in the circuit of social capital the individual capitals
capture surplus value; and secondly, at which points in the circuit do they participate in
global integration, and what particular form of integration, with respect to the production
and distribution of surplus value."

Framed in this way, the state policy has impacts on these criteria. The Turkish
state (under the supervision of the IMF) managed the reform of banking by advancing
particular forms of global integration by certain divisions of FC. To do this, it had to shut
down other forms of accumulation, undertaken by othef capitals.

In this framing, globalisation is not an outside force, but integral to. the
reproduction of relations of production within the nation. That is because space of
accumulation and space of nation territory are not the same. Different parts of capital
integrate with global accumulation process in different ways and the state mediates

between fractions of capital having various spaces of agendas.

2,9 Conclusion

Most of the debates on globalisation are imprisoned to the counterposition
between the nation state and globalising capital. Where analysis has been able to move
beyond this countexpositioning, the role of the nation state remains contentious.

~This thesis argues that the nation state oversees the integration of domestic
accumulation process into global process on the basis of domestic balance of class forces.
Here the state is approached as a constitution that is continuously redefined by class

struggle. Thus, the state mediation between divided interests of capital, including foreign

1% In the application of the fractionalist approach to any change process, there is a danger
of too rigid definition of fractions. The determination of fractions relates to divisions between
circuits of capital, and especially spatial divisions and corresponds to a particular stage of
capitalist development. So the application of the factionalist approach to any specific context
needs to avoid of over-formularisation or pre-determinism. This means that we can identify
fractional divisions separately for each specific context, which is suitable for the exposition of -
that particular case.
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capital, becomes the central issue in the theorisation of the nation state within the context
of global expansion of capitél.

This proposition does not, however, provide a formula from which state policy
can be ‘read-off’. On the contrary, it involves framing the contradictions of state policy in
a way that points to the need for detailed case studies in order to find out particular class
forces that underlie particular state policies in different spatial and historical contexts.

The study of Turkey involves an historical exploration of the relationship between
the nation state and the globalisation of capital. The details of this study are presented in
subsequent chapters, but two propositions form its starting point.

First, it is not helpful to depict Turkey as a ‘peripheral’ economy if the
implication is that all state policy is destined to enforce that status for all capital.
Different capitals in Turkey have particular histories, and they are not inherently shackled
by such national branding. Their particular patterns of accumulation need to be explored,
so that the contradictions which the state must mediate can be defined.

Second, while the IMF was integral to bank reforms in Turkey, it should not be
presumed that its role was to impose a single reform ‘script’ on the Turkish state, and
bertainly not a script that read ‘deregulate’. The IMF rhay have over-arching agendas, but
in a particular reform process, it confronts the same contradictory interests of capital as
does the state, and, certainly in the Turkish case, these contradictions cannot simply
solved by decree, but involve the playing out of class processes.

We can now begin the detailed story.
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DISCOURSES ON TURKISH BANKING REFORM
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3.5.3 The Need for a Fractional Analysis of Banking Reform

© 3.6 Conclusion

- 3.1 Introduction

~ As the Turkish economy slumped into a severe recession which was accompanied
by the outbreak of two financial crises, bank reform came to form fhe core of the debates
in Turkish mass media with a particular focus on the embezzlement of banks. What were
the reasons for those bank failures? What might be the solution for the recovery of
banking?- |

Among different schools of political economy there has been a deep disagreement

about the origin of the problem faced by Turkish banking, the way crises have been |
handled, and the required structural reform. It must be acknowledged that this debate has

been often at cross purposes — different themes, generating different interprétaﬁons.
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This chapter addresses how various theories explain changes in the Turkish
economy accompanying the reform of banking. This discussion will show how their
different world views and analytical categories point these discourses to particular
interpretations of the reform.

The review of different schools’ stance on banking reform will begin with an
analysis of their general analytical frameworks on the Turkish economy before discussing
their specific arguments on banking. This focus is adopted for three reasons.

Firstly, Turkish banking reform has been paid little attention among different
schools of political economy. Indeed, the majority of the literature is limited to stating
empirical facts and chronological events regarding the reform. Also, in many works,
banking reform is not given primary attention and appears only as a secondary issue in
the discussion of other topics. Therefore, this literafure review will address not only how
different schools analyse banking reform, but also, where they situate the reform within
broader economic change.

Secondly, the banking reform represents a new stage in the global advancement of
Turkish capitalism in the post-1980s era. The reform is closely related to other important
aspects of the period such as state borrowing policy and financial liberalisation. After the
mid 1980s — especially the 1989 capital account liberalisation — the state borrowing
policy (in which banks were the largest customer) became a source of protectionism for
FC. The banks placed foreign loans and other deposits in government securities, which
earned them unprecedented margins. Due to the organic links between banks and industry,
banks became a bridge between their conglomerates and state borrowing in channelling
money capital. Hen'ce, locating the discussion of banking reform within the broader
context of the change in Turkish economy will show how different schools explain the
links between those important aspects of capital accumulation regime and position
banking reform, '

_ Thirdly, the ownership of banks by conglomerates requ.ires consideration of the
wider ramifications of this ownership structure in the analysis of the banking sector. To
isolate the banking sector for discrete analysis fails to recognise the pervasive effects of

the conglomerate structure. Thus, departing from general analytical frameworks of
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different schools will allow us to see how they approach to the articulation between
finance and production spheres. |

On this basis, the neo-liberal, institutionalist, nationalist/developmentalist and
Marxist approaches will be reviewed: how they explain the transformation that Turkey
has been experiencing; their policy agendas; how they analyse banking reform and the
role of the state and the IMF within it; and the contributions/limitations/contradictions in
these explanations.

This thesis is conceived within a Marxist framework. The Marxist interpretation,
it will be seen, brings the dynamic class dimension of bank reform to the fore, and later
chapters will utilise this approach to give the details of bank reform a wider social and
. economic meaning. This opens up a quite different analytical agenda to one based solely
on inefficiency and market forces, or institutional relations which retard national
development. Just why these alternative views are seen as limited in the context of
Turkish banking reform is the subject of this chapter. Moreover, there is no unified
Marxist approach and no absolute divide between 'the Marxist paradigms, so this chapter
is also an attempt to develop a particular set of Marxist-informed questions which address

the process of bank reform.

3.2  The Neo-liberal Approach

The neo-liberal discourse contends that market forces, if allowed, serve the
interest of the whole soctety. The approach explains the failures in the economy as a
result of inefficient and rent-seeking state intervention. In order to put into effect the rule
of market forces, the neo-liberals demand 2 smaller economic role for the state (Aktan
 1997). Accordingly, - fiscal austerity and anti-inflationary policy, increased
competitiveness and privatisation are advocated as the solution to financial crises and
febui_lding macro-economic balances in the economy. In particular, it is argued that there
is a need to eradicate state subsidies for agriculture and sdcial security, remove high

- government deficits and public sector borrowing (see Colak 2001; Akgay, Alpér &
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Ozmucur 1996; Akgay, Alper & Ozmucur 2001, Akgay 2001). ! Yet, an interrogation of
interest payments to benefactor fractions of capital from the budget is systematically
excluded and primary surpluses are supported to reduce state debt stock. The policies
implemented in line with the neo-liberal policy agenda meant squeczed welfare state
expenditures and repressed income policy for labour during the recent fiscal crisis of the
state.

As such, as a program of reform, neo-liberalism also demands a clear state agenda
to implement the reforms, including supervision by the IMF. The state is both the source
of the problem {distortions) and the source of the solution (the removal of distortions).
Hence, the ne_o-liberai approach is at once a political agenda of breaking down vested
conservative interests and eradicating associated corruption in the interests of facilitating
market forces. The failure of reforms is therefore poséd as a failure of the state (sece Alper
2001, Egilmez 2001a).2 "

Specifically, in relation to banking, Ersel (1999), Colak (2001) and Akg¢ay (2001)
point to the state as the party responsible for the distortions in banking: the existence of
full-insurance scheme, the problems associated with state banks (such as their unfair
competition, weak financial structures due to duty losses), insufficient reguiation and
supervision of banking which caused corruption and misuse of some banks, foreign

banks’ limited participation in the sector and their high engagement with arbitrage gains,
3

! More left-liberals contend breaking down the conglomerates so as to create (so-called)

competitive markets. '

? When the three-year IMF stabilisation program collapsed almost 12 months after its
launch, the neo-liberals criticised improper management of the government authorities and some
design flaws in the program which was otherwise the cure for macroeconomic imbalances and
non-sustainable growth. : : '

* Within the neo-liberal discussion, a common stress is made on the ‘puzzle’ between

high profitability and limited foreign presence in the banking sector. For instance, Akgay (2003,
170-171) argues that ‘astonishing question’ on Turkish banking is that though the sector enjoyed
‘above-nprmal economic profits® why foreign banks with their higher efficiency and scales were
not lured to the sector and the presence of foreign banks remained extremely low compared to
similar emerging markets. He explains this situation with lax and arbitrary supervision in the
sector which created ‘a potentially non-competitive environment open to favoritism’. He also
_indicates that the paradoxical’ situation disappears ‘when one realizes that the presence of
foreign banks had exceeded their visibility. In other words, the share of foreign assets held by
those banks had been substantially lower than their share in government securities transactions.”
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Furthermore, considering the unstable macroeconomic environment created by
the state, the engagement of banking with state debt finance instead of credit allocation
becomes justifiable to the public as it led banks to arbitrage géins (Alper et al. 2001). For
Akcay ‘a permanent solution to the banking sector ultimately boils down to the reduced
borrowing need of the Treasury, and thus to increased fiscal discipline and improved
public sector balance’ (Akgay 2003, 186). Establishment of macroeconomic balances will
allow banking to realise its financial intermediary role effectively.

From this brief summary, we can raise a number of concerns about the neo-liberal
apprbach — apart, that is, from its ideological starting point, which is taken as given.

Firstly, this approach views finance as a discrete sector without concern for the
catalytic role of banks within their conglomerates’ overall accumulation (Ertugrul &
Selguk 2001; Erzan, Akcay & Yolalan 2001). Even if ‘the misuse of banks by their
owners’ is sometimes mentioned (e.g: Akgay 2001; Akgay 2003), it is considered merely
as an issue of treated at the level of corruption by the owners of small banks and
politicians, not as a systemic part of capital accumulation in Turkey.

Secondly, the concern for market efficiency as a historically conceived goal
leaves the issue of conflicts within banking, which drives the analysis of later chapters, as
a rather minor and untheorised issue. The conflicts within banking are considered mainly
between small and large banks as well as between private and state banks. The
explanation of the reform also centres only on state-driven distortions. For example,
Akgay (2001, 40-42) contends that the misused banks owe'dr their existence to the state
due t6 the allocation of bank licences to people ‘whose creditworthiness as credit
custoxﬁers would be questionable at best’, insufficient supervision of banking, full
insurance scheme, etc. The state banks, on the other hand, are accused of increasing the
fragility in banking élong with small banks: ‘the abuse and mismanagement had been
limited to the “small bank™ sub-sector of the banking industry, but coupled with the
humongous problems of the state banks, the systemic risk to the entire banking
community had become quite sizable’ (Akqay 2001, 40). By indicating the absence of a
prudenf regulatory -environment as the underlying. factor for these distortions, Akcay
(2003, 172) continues:
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A 100 percent guarantee deposit insurance scheme that was enacted during the 1994 crisis
served as an extreme case of “moral hazard” and distorted the system in favor of the
improperly managed, inefficient, and aggressive banks at the expense of the properly
managed ones. Reckless behavior by small and aggressive banks in collecting deposits, in a
way similar to that of the state banks who had a free hand in creating the so called “duty
losses”, weakened the status of the overall sector as the full guarantee worked as a risk
cover for the small sharks, while the risk was being taken care of by the state.

Hence, the neo-liberal political analysis is posed in terms of individual actors, not
systems and of equilibrium, not conflicts. Therefore, they cannot explain a systematic
realignment in relations between capitals, which this thesis argues is at the core of the
restructuring. 4

Thirdly, it follows that the role of the state is framed only in terms of its
facilitation or distortion of the market, not in terms of its role in managing conflicts over
banking reforms. The effect is a rather limited conception of politics in the neo-liberal
analysis. Instead of framing the entrenched interests that the state has to combat in
implementing reform, the role that the state played in rebuilding capital accumulation,
and the delicacy of managing the closure of financial institutions without creating
financial crises, the nco-libefals tend towards making absolutist stands on ‘correct’ and.
‘incorrect’ policy. But bank disclosures cannot be reduced to a moral hazard problem,
and bank reform cannot be conceived in terms of simulating perfect competition. The

neo-liberal analysis, centring on relations of exchange and sphere of circulation and

* There are many other works that classify banks according to changing combinations of
financial ratios by using different statistical methods and periods of time. In these works, firstly,
it is generally argued that foreign and private banks were more efficient than state banks in the
post-1980 period (for a literature review on this issue see inan 2000).

The second argument is that while small-to-medium scale banks suffered in their
performance after the 1994 crisis, large scale banks had a relatively better performance (Mercan
& Yolalan 2000). Thirdly, via ordering individual deposit banks according to their calculated
efficiency scores, many works try to prove that the banks that were transferred to the Savings
Deposits Insurance Fund (SDIF) were the most inefficient banks in the sector (Canbag & Vural
2002; Pekkaya, Aydogan & Tosuner 2002).

However, even though the confiscated banks were likely to be the weakest ones in the
sector, this kind of grouping of banks does not clarify what led those banks to perform so
poorly. Thus, the link between overall accumulation strategies of the owner conglomerates and
bank financial performances remains unaccounted for. Secondly, just considering banks’
financial ratios causes confusion in understanding the seizure process, as it is possible to see that
some of the most ailing banks are placed above non-confiscated banks in many efficiency

 sequences of banks (sec for instance Canbag & Vural, 2002, Pekkaya et al. 2002).
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surface reflections of capital accumulation process such as interest, inflation and

exchange rates, leads to disregard of the class issues of bank reform (Ercan 2002a, 6).

3.3  The Institutionalist Approach

‘Institutionalism’ is a loosely defined term in the Turkish context, as it is
general]y. Clearly, it gives focus to institutions, but it does not present an alternative
theory or world view. Yet there is a spectrum of opinion in Turkish social science that
self-identifies as ‘Institutionalist’ (e.g. Onis and Bugra) and their works are focused here.

The institutionalist approach presents a more political and less mechanistic
understanding than does the neo-liberal approach of the ongoing transformation in the
Turkish economy. At the centre of this discourse is the state, its policies and, in relation
to banking, its relationship to major financial institutions. While the neo-liberéls criticise
the state for the creation of distortions, institutionalists criticise the state for not focusing
on ‘limited and well-defined objectives’ for enhancing productivity and competitiveness
in global markets. Instead, in the view of institutionalists state policies have led to
macroeconomic imbalances and to the outbreak of financial crises.

Their policy proposals accordingly focus on the creation of macro balance. It is
argued that to avoid the ‘overload’ expenditure demands, the state should focus on ‘a
limited number of well-defined objectives’ (Onig 1999b, 506). To do this, there is a need
for a transition to the ‘post-populist state’. This state should play a complementary role as
opposed to a direct entreprenéurial role for enhancing productivity and accumulation via
infrastructural investment, support for key infant industries, and utilisation of non-
populist instruments of income distribution (such as tax reform and better education and
health care) (Onis 1999a, 470-472).

This thesis shares some key common approaches to the intgrpretation of Turkish
economy with the institutionalists, in particular the emphasis on the “state-created-nature
“of the bourgeoisie’ and the fractional structure of capital. Yet the institutionalist approach
takes a specific focus on the institutionalist framework, and one that proves limited in

explaining bank reform as a class fractional process. It is therefore appropriate to present
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the general framework of the institutionalist analysis so that this more particular issue can

" be placed in context.
4.3.1 Populism and the Fiscal Crisis of the State

The Turkish state’s mounting debt is posed, in the framework of O’Connor (1973)
as a fiscal crisis of the state in terms of demands for state expenditure which exceed staté
revenue-raising capacity. These systemic state deficits are explained as ‘populist cycles’,
which are themselves linked to the distributional forces at work in the society (e.g. Onis
1999b, 496).

During the ‘populist cycle’ of 1987-1993, the state expenditures increased due to
the distributional pressures which are mainly attributed to wage earners and agricultural
producers (Onis 1999b, 500; Alper & Onis 20032, 10). With the relaxation of restrictions
on political parties and union activity after 1987 that had been puf into effect after the
1980 coup, workers and agricultural producers (‘the losers’ of the early phase of
stabilisation and export orientation in the post-1980 era) were able to create distributional
pressures to counteract their losses. Also, subsidies to capital that compensated ‘the -
winners’ (such as low tax, cheap import inputs and preferential access to public banks’
credits) are secondarily referred > to as the source of the distributional pressures (Onis
2001, 501; Alper & Onis 2003, 16).

Capital account liberalisation in 1989 is linked to the aim of the government to
regain electoral support under these distributional pressures (Alper & Onig 2003a, 11; |
Onig & Aysan 2000, 129). This is not presented as an argument against capital account
liberalisation. It is an argument that the state mismanaged the process under distributional
pressures. The existence of populist cycles is the reason leading the economy to periodic
fiscal crisis of the state and encountering with the IMF, rather than the process of
financial liberalisation itself (Onis 2002, 3). The liberalisation process only contributed to
a higher frequency of crises. Onis (2002) accepts the unstable nature of global capital

* “It would be misleading to equate the emergence of populist cycles of the neo-liberal
era purely with the distributional pressures from below. In fact, governments tried to distribute
rents to both winners and losers of neo-liberal reforms in order to build broad-based electoral
coalitions’ (Alper & Onis 2003a, 15). :
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movements, but in his view, Turkey could have benefited from financial liberalisation by
attracting FDI if the state had withdrawn itself from short-term politics and clientelistics
relations and channelled resources to improve export competitiveness.

Here, the concept of democracy becomes crucial. Turkey is classified as ‘a fragile
or weak second wave democracy’ with an all powerful leader, the relative absence of
intra-party democracy, electoral support based on clientelistic ties, etc. (Alper & Onis
2003a, 8). Then, by linking capital account liberalisation to this political structure, it is
argued that a country’s ‘democratic deficits’ may undermine its political and institutional
capacity for fully capitalising on the benefits of the financial globalisation (p.3).
Conversely, ‘the beneﬁté of financial globalisation are crucially dependent on
overcoming the democratic deficit and the resulting cycles of economic populism’ (p.22).

In terms of bank reform, the state liberalised the financial system without
sufficient regulation and prudential “supervision of banking. This neglect arose, it is

argued, because of the specific political structure of Turkey:

In the context of a highly fragmented party system, successive coalition governments in
the 1990s lacked the capacity and the incentives necessary for undertaking fiscal
stabilisation and regulation of the banking sector, measures which are critical to the

success of both financial and capital account liberalisation. (Onig 2002, 9)

-Therefore, despite this specific stress on the country’s political structure, the
institutionalists share a similar interpretation of banking reform with the neo-liberals. The
distortions in banking are attributed again to the state (Alper & Onis 2002, 10-12): the
use of state banks for rent distribution (subsidised lending to SMEs and agriculture); the
engagement of private banking with float income and arbitrage opportunities under soft
budget constraints of the state; and the counterprodiictive, negligible presence of .foreign
banks in the sector that collaborated with domestic banks in sharing excess profits from
state debt finance. As a result, the banks appear as passive agents such that their
engagement in state finance was simply following profit signals, with the risks incurred
by the state, and not the banks.ﬁ. This conclusion is similar to that of the neo-liberals.

The eésential issue here, which differs from the approach of this thé'sis, is that the

institutionalists in Turkey have explained state policy, including capital account

K For a similar analysis see also Yenal (2000).
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liberalism and bank reform, in terms of the state’s populist political agenda (Onis 1999a).
The problem, as will become apparent later, 1s that bank reforms cannot be explained by
reference to populism. Many elements of the reform were greeted in a hostile manner by
powerful parts of capital and wider Turkish society (indeed, it will be argued, the state
was happy to hide behind the authority of the IMF in order to avoid populist criticism of
its reforms.
| Therefore, the evaluation of the source of populism determines the policy
suggestions of the institutionalist approach. This approach recognises that large business
significantly benefited from Iending to the state (see Onis 1999¢c, 519). Yet, by linlciﬁg
fiscal deficits to the pressures of workers and agricultural producers (the losers of the
‘gross disparities of income and wealth’), privatisation and climination of direct
redistributive policies in favour of low-income groups such as agricultural support system
is justified (see Onig 1999b, 509). Meanwhile, while the state should focus on improving
competitiveness in global markets (Onis 1999a), improvement in income distribution is to
be a long-rim objective. For the sake of ‘the long-term development interest of the
-country’, first the populist cycle is to be broken (Onis 1999b, 510). Therefore, in tlicse
works, populist/distributional pressures appear to be filtered according to the objéctive of
‘development’ which is based on an implicit idealised concept of the state who serves
‘long-term, common interests” of a homogenous society.

We can now see how this framework is applied to a fractional analysis of capital.
3.3.2 The Asymmetric Relation of Capital with the State

‘In the institutionalist discourse, the relationship between the state and the
bourgeoisie is a central theme. It is posed as an asymmetric relationship in which the state
' nurtures the development of capital, while capital seeks autonomy from the state. This
overall ‘struggle’ is framed as integral to the process of ‘development’.

As a well-known example, Bugra (1987, 1994, 1995, 1997b, 1998) depicts the
tense nature of the relationship between the state and capital.’” For her, all developments

in the fottnati_on process of the bourgeoisie (such as its improved or retarded progress, its

7 For a summary of her description of this tense relationship see Bugira (1994, 16-17).
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engagement with rent-seeking rather than production,® and its organisation in business
associations) are explained with reference to the asymmetrical relationship between the
state and the bourgeoisie.” The state shapes the bourgeoisie ‘in conformity with the
imperative of international compe.tition and economic development’ (Bugra 1994, 14),
but also creates uncertainty and ambiguity by precluding the formation of ‘a self-
confident class’ (Bugra 1997b, 106).'° Conversely, the Turkish bourgeoisie is depicted as
struggling to be emancipated from the domination of the state throughout the history of
Turkey. For Bugra the key question is the changing degree of the dependence of
bourgeoisie on the state. H

In this framework, where capital is a creation of the state and ther state dominates
capital ‘for the national development goal’, institutionalists have a narrow definition of
fractions of capital and the terms of their conflicts These fractions divide on observable,
policy-driven issues. The main divisions are defined on the basis of scale (small and large
capital) and function (productive, commercial and industrial) and the fractional tensions
are explored via the business associations, the Turkish Industﬁaﬁsts’ and Businessmen’s
Association'(Tz‘i_rk Sanayicileri ve Isadamiar: Dernegi- TUSHD) and the Association of
independent Industrialists and Businessmen (Tiirkiye Mz’istala:l Sanayici ve Isadamlar:
Dernegi MUSMD) in which these divisions are organised. They are empirically highly

# See Bugra (1994, 19, 29).
® For instance, Bufra, besides some other entrepreneurial concerns (1994, 24), links the
dcvelopmcnt of multiactivity firms in some developing countries to the preference of
govcrmncnts to lessen the burden on government planning (1997b, 104} as well as to amblgumcs
in business-state relations (1994 28).

1% Indeed, Bupra (1997b, 102-108) recognises that businessmen benefited from the
‘arbitrary and particularist nature of state-business relations in late-industrialising countries’.
White big business firms had little difficulty in gaining access to government authorities, labour
and small-business remained ‘at the mercy of the state — big business partnership’. Yet, she
continues to limit her analytical framework to making the point that the bourgeoisie is

shaped/nurtured/limited by the state as part of a national development project. '
' " For example, if an indigenous business class is virtually nonexistent, as in the case of
‘the early years of the Turkish Republican period, the business class becomes more subordinated
. 1o the state, in contrast to the case of Latin American economic development in the twentieth
century.
, Besides the pre-existence of indigenous business class, this degree of subordination is
. dependent on the possibility of industrial capital’s forming alliances with foreign investors or
with landowners as well as rootedness of the legal systemn and bureaucracy {Bugra (1994, 20,
23)). In such a framework, the participation of foreign capital in the economy helps to limit the
state control over big business rather than to be in conflict with national interests as argued by
the nationalists (see Bugra (1994, 28)).
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visible divisions, not defined according to opposed positions in accumulation. We will
see in later chapters that the divisions over banking reform are expiicab]e neither in terms
of division over policy nor size, but over forms of global integration; a ‘line’ of division
outside the institutionalist discourse.

Despite this, the works of Onis & Tiirem (2001a, 2001b,.3-9) do come close to
this thesis’s preferred analysis. They identify a fractional division of capital on the basis
of the scope of ‘global reach of activities’. Yet, they also explore the fractional tensions
through business associations, as the TUSIAD (representing big business) pursues
competitiveness and success in the global market, while the MUSIAD’s members are
classified as national-based and lacking global reach. The business associations and their
relations to fractional conflicts during the bank reform process will be the focus of
Chapter 5.

These works offer signiﬁcanf empirical information regarding the formation of
the capitalist class in Turkey. They highlight many aspects of the Turkish business
associations. Yet, as will be seen in the following sub-section, there is a need to carry the
analysis of fractional tensions beyond business associations. Moreover, the definition of
fractions on the basis of observable processes becomes particularly limited in the study of
Turkish banking reform. The institutionalists cannot clarify, for example, the divisions
within banking capital that are organised under TUSIAD." Later chapters will highlight
different patterns that® banking conglomerates accumulate as a solid base for the

discussion of banking reform at a deeper level.
3.3.3 The IMF with a Short-Term Policy Vision

The institutionalists see the IMF involvement in bank reform in an eclectic

combination of neo-liberal and nationalist terms.

12 As opposed to the older generation businessmen with closer links to the state, the sub-
groups within TUSIAD that lead the change in state-capital relations are indicated as more-
externally oriented members with close links with the EU and as younger businessmen, as well as
those who have looser links to the state and are less dependent on state resources (Onis & Tiirem
2001a, 21). This sub-grouping does not provide a solid basis for tracking down contradictions
among banking conglomerates.
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On the one hand, they see the IMF as easing the radical reform of banking by
making controversial legislative changes feasible and providing relative autonomy from
domestic resistance to the regulatory agency (Alper & Onis 2003b). On the other hand
they criticise the IMF on a number of grounds: pandering to vested interests (e.g.
intervention in the choice of the board members of the Banking Regulation and
Supervision Agency {BRSA) (the state branch that oversaw the liquidation of insolvent
banks) as-undermining the cfedibility of the BRSA (see Alper & Onis 2002, 23); focusing
on a return to fiscal balance rather than having a concern for bank restructuring {Onig
2002, 14-16; Alper & Onis 2002, 24). Therefore, this view holds that with a different
sequencing of reforms and policy design, recent financial crises might have been averted
and some banks could have been saved from collapse.

In later chapters we argue that the IMF’s agenda was primarily restructuring with
an international orientation, rather than advocating an agenda of domestic ‘efficiency’.
This involves pursuing a program to make some banks large and internationally viable,
rather than pursuing domestic ‘competitive conditions’ in banking.

On the other hand, the developmental agenda that pervades the institutionalist

approach leads institutionalists to see the long-term impact of the IMF in terms of

domestic efficiency. For example:

Long-term growth, however, depends critically on building up domestic capacity and
improvement in the country’s competitiveness in international markets, issues, which are
. tangentially addressed by IMF programs... A key challenge therefore is to transform the
state from a soft state to an effective, market augmenting “competition state” in the
economic realm, whilst softening the “hard state” in the political realm through a process
of democratic reforms. (Onis 2002, 23) '

But the focus on democracy also leads the institutionalists to argue the potential
for the IMF to pursue agendas contrary to the national interest (Alper & Onig 2003b, 4).1
This takes some institutionalists into the realm of developmental nationalists whose ideas

will be considered shortly.

* The institutionalists prefer a change process not primarily driven by external forces (as
happened in the case of Turkey) but mainly driven by domestic forces, namely through the
~ actions of civil society organisations and balanced media coverage care (see Alper & Onis 2003b,
25).
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Overall, the institutionalist approach focuses mainly on political phendmena such
as populism and weak democracy but fails to consider adequately the structural dynamics
of the capital accumulation process (Ercan 2002a, 8). The key feature of this approach is
that the state is brought to the fore as an institution and all social developments are
attributed to the state.

The institutionalists recognise the power of conglomerates, as in the case of the
‘fierce resistance’ by Cukurova Group, (which succeeded in restructuring its massive
debts with the BRSA in the seizure process of Pamukbank) (Alper & Onis 2003b, 22). As
such, the institutionalist scholars recognise that big business, while getting less dependent
on the state, benefits from a range of policies and processes: state debt finance; the
socialisation of the losses in the context of bank failures; the acquisitions of media
companies to support other business ventures; and links with the military (Onig & Tiirem
2001a, 23; 2001b, 20). However, the state’s role, especially in relation to capital, is given
a limited perspective in the institutionalist approach. The institutionalists may refer to the
. role of banking lobbies, '* for example, but there is no attempt made to explain the
material basis of these lobbies (the economic basis of their interests). As well, the lobbies
are seen as exogenous to the state and are treated as political pressures on an otherwise
independent state. Moreover, in this independent role, the state is simply presumed to
pursue a national developmentalist agenda, and this framework precludes asking which
particular fractional agendas state policies serve. The institutionalists attribute the causal
relationships in the state-capital relation proceeding from state-led;deveIOpment towards
capital rather than from fractional interests towards particular state policies.

It will be seen in later chapters that the relation between the state and capital is

more complex than can be captured by this institutionalist framework.
34  The Nationalist / Developmentalist Approach

The nationalist/developmentalist approach has been the most prominent line of

critique in the study of the Turkish economy, undoubtedly because it focuses directly on

1 For instance, ‘banking lobbies’ are indicated as resistant to the formation of the BRSA
as an independent actor (Alper & Onis 2002, 21).
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the controversial issue of the post-1980 increasing articulation of the Turkish economy
with world capitalism. In Turkey, as eisewhere, a nationalist response has emerged to
challenge the negative impacts that have come with increasing global integration. The
economic dimension of this challenge is termed here the ‘nationalist/developmentalist
approach’. This is 50 as invariably its advocates pursue nationalist agendas because these
scholars believe these agehdas Will generate greater and more equitable economic
development within Turkey.
~ Whereas the institutionalists start with a Turkey-specific political structure and
demand restructuring of the state in order to benefit from ‘globalisation’, the
nationalist/developmentalists stress the negative effects of foreign imposition, especially
via the IMF, TNCs and deregulated international capital flows. They demand an active
state that pursues independent national development by keeping out advanced capitalist
countries and ‘their’ international in_stitutions.. With this perspective, banking reform
appears a state response to a general fragility in the economy that has been caused by
externally imposed neo-liberal economic policies. '
Thernationalist/develoPmentalisf approach makes a significant contribution to
understanding some dynamics of the transformation of the Turkish economy, although,
this thesis contends; it is pre-disposed to judge rather than understand. The propositions
of a nationalist approach (border controls on financial, investment and trade flows, and a
étate that pursues invgstment in growth and income redistribution) are well understood,
so the focus in this review is on the conceptual propositions'that underlie this framework.
The central pillar in the nationalist/developmentalist discourse is the focis on the
role gif/en to Turkey as a peripheral country in the so-called ‘New International Division
of Labour’ (NIDL) (see Chapter 2, section 2.7). They see IMF policies as steering the
NIDL project. |
To briefly reiterate, the central proposition of the NIDL thesis is that
" manufacturing was leaving the advanced capitaliét countries in search of low wages, and
that states in low wage countries were being compliant in terms of tax rates and labour
"and employment conditions. This process has been part of the division of world
capitalism between the ‘centre’ and the_ ‘periphery’, in which surplus is confinually

transferred from the latter to the former thrbugh unequal exchange and technological
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dependence (for descriptions of Turkey in these terms, see Somgag 2002b, 2002c;l SOmel
2001, 2002, 2003).

On these grounds, economic policies in Turkey as a peripheral country have been
determined by Western capitalism (Onder 2003). Turkey, it is said by the NIDL thesis
advocates, has been developing as a branch plant for international corporations, seeking
cheap labour to produce goods for export. '

In this process, foreign capital (and its ‘agents’ such as the IMF) are the source of
the problem, but the state is culpable for failing to stand up to these initiatives. The shift
from the ISI to an export-led strategy in the 1980’s served to lock Turkey into the
peripheral role depicted in the NIDL thesis (Artun 1987). The consequence is that low
wages have become locked in as the basis of Turkey’s viability. Industry has become
dominated by TNCs and there are no developmental spin-offs within Turkey itself
(Manisah 2003). ' | |

Central to the developmentalist agenda is that the state must ensure that finance is
directed towards productive, not ‘circulatory’ or ‘speculative’ uses. The nationalism that
attaches to developmentalism sees the flow of foreign capital into Turkey as a drain on
the economy and at the core of its economic crises. As such, the IMF is posed as the
source of the problem, rather than the solution, ** '

According to the nationalist/developmentalist scholars, the state has also failed to
protect Turkey form speculative attacks of international finance capital, Moreover, the
argument develops, Turkey was systematically thrown into debt by the advanced
capitalist countries so that interest payments could be extracted. After the Latin American
debt crisis, Turkey, with some other developing countries, was integrated into ‘the
depressed international monetary system’ as ‘a borrowing economy’ and the export-led
~ strategy adopted after 1980 was to provide regular debt service (Artun 1987).

.In this context, the IMF stabilisation and structural reform programs are seen as
part of a larger project defining Turkey’s role in the NIDL as a peripheral economy
(Yeldan 2002, 12). According to the Independent Social Scientists — the Econdmists

15 This discourse overlooks the fact that state intervention in financial markets in the last
two decades has set up conditions for internationalised accumulation mainly on behalf of large
Turkish conglomerates' and instead criticises it, since it served rentier type of accumulation
(Yeldan 2000, 2001a; Boratav & Yeldan 2001). '
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Group (Bagims:z Sosya.l Bilimciler Iktisat Grubu-BSBIG) (2001, 12), (which is formed by

6

the nationalist/developmentalist scholars), the economic program 16 aims at continuing

the policies of the last twenty years in order to integrate Turkey with the world capitalist

system as a dependent country. The program:

...plans the realisation of industrial investments by foreign companies, the liquidation of
the state-owned banks and their replacement with foreign banks..., the determination of
our agricultural production structure by commodity prices and surpluses of other
countries. Instead of an internally integrated economy, this vision is a project of creating
an economy that is integrated with the developed countries in a marginalized and sub-
contracted position along with being unprotected... against external shocks. (BSBIG

2001, 36)

The analysis of class formation within Turkey follows accérdingly. With the
capitalist class structure dominated by TNCs from the advanced capitalist countries, there
has been no real focus on dofnestic class conflicts since the 1980s. There is, therefore, no
perspective with which to identify opposed interests of capital within Turkey that arise.
with and in turn influence, the reform program. Two consequences follow from the
nationalist/developmentalist view which juxtaposes Turkey and the ‘world capitalist
economy’. ,

First, the intemational aspirations of Turkish capital are framed in terms of
becoming a mere extension of foreign TNCs’ global marketing-production networks,
through the rising control of TNCs in the joint-ventures. The large Turkish conglomerates, '
it is argued, preferred to save themselves by sacrificing a domestically integrated Turkish
economy in which its capital, state, working class and farmers would have been in a
union of destiny to de\-relopl the nationalleconomy (Manisal1 2003). In later chapters, we
will see that the way i which Turkish banks (and conglomerates) have sought to expand
their intemational linkéges has been a key determinant of the bank restructuring process,
and that this has been played out és a fractional conflict within Turkish capital, and
cannot be reduced to Turkish companies simply ‘attaching’ to foreign TNCs. '
Second, where it is apparent that some parts of c.apital in Turkey have indeed

benefited in the post-1980s neo-liberal period, these capitals must be rationalised as not

16 Strengthening the Turkish Economy — Turkey's Transition Program, which was
announced with the agreement of the IMF after the February 2001 crisis.
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‘truly’ Turkish: their gains are contrary to the national interest. The developmentalists
point to ‘domestic g]obalisf large scale capital’ as a ‘comprador’ bourgeoisie (BSBIG
2001, 36) or an oligopolistic ‘second-class bourgeoisie’ (Onder 2003) that is in conflict
with national interests. In finance, this gets associated with the formation of a rentier
class (Boratav, Tiirel & Yentiirk 1996, 19)."

Not surprisingly, the nationalist/developmentalist school sees the process of bank
reform as externally driven (especially by the IMF) (Yeldan 2002, 5).'* The turmoil in
banking during the reform process which intersected with recent financial crises appears
as an extension of the general fragility in the economy caused‘by international finance
flows (Boratav & Yeldan 2001). In this framework, there is no particular need to focus on
the details of the reform process — the details of political and economic conflicts in the
various twists and turns of the reform process are unimportant in the light of overarching
nationalist concerns.

The only specific explanation for banking reform is provided by Somgag (2002a).
He argues that Turkey applied to the IMF in 1999 because the owners of around 20
‘cartoon banks’ which had developed through financing state borrowing in the last
decade lobbied for the reform of banking. The owners of those ailing banks were aware
that. the state-indebtedness was unsustainable, but could be reversed by the IMF. With
this program, they could have saved their banks. Yet, Somgag argues, as the inherently
crisis-tending IMF-program collapsed, not only those banks went bankrupt, but the whole
banking systemn was harmed. In this context, the main aim of the IMF program was to
guarantee the repayment of international loans and so to draw surplus out of Turkey.

This preoccupation does not explain the deeper agenda that the state and the IMF
have pursued. Their agenda was about more than making banking profitable again. As

7 As Tanyilmaz (2004, 29) quotes from Boratav, the reason for not having a ‘Korean
miracle’ in Turkey was the parasitic, rentier and speculative character of Turkish bourgeoisie
instead of a creative and dynamic one.

18 Bank seizures are also explained as a result of the adverse effects of the Russian and
 East Asian crises in addition to the major earthquakes of 1999 which fed the economy to a deep

recession (Akyliz & Boratav 2002, 9). Hence, the banks simply end up being pressurised by
external dynamics and swept to liquidations. Despite the validity of the adverse effects of these
external factors, since banks cannot be considered within the overall accumulation strategies of
their owner conglomerates, bank seizures cannot be systematically explained.
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will become apparent in later chapters, the state and the IMF wanted to make
accumulation in Turkey reach a new level via reconfiguration of FC as globally
integrated, dynamically accumulating and competitive. '

The disagreement that this thesis has with the nationalist/developmentalist
approach goes to the fundamental categories of this approach: that Turkey as a unit can
be seen to occupy a particular spot in the global economy, that there is a single ‘national
interest’, and that all ‘Turkish’ capital is seen to be determined by this aggregated
position. The alternative perspective developed in this thesis contends that the interests of
different parts of capital vary, according to how théy integrate into the global
accumulation processes. '

Hence the Dbasic point of divergence of this thesis from the
nationalist/developmentalist approach is whether it is useful to conceive of Turkey as a
discrete economy with a discrete set of interests occupying é. discrete (and exploited)
position in the world economy. The proposition of this thesis is that this depiction is not
analytically verified — a point that shows through in the difficulty that the nationalist
approach has in explaining ‘Turkish’ capital that is flourishing in the current era. This
part of Turkish capital must be dismissed as ‘comprador’, and in some deep sense
traitorous.

While competition and relations among capitals are increasingly organized as
intertwined global networks, macroeconomic performances of countries do not coincide
with individual performances of capitals (Ercan 2003a, 616, 651). As rising g'lobalr
expansion of capital has been increasingly fragmenting distinct national economies, the
demand by nationalists for an independent, nationally integrated, state-léd development
strategy loses its material basis that is the national form of capital: ‘The partial
confinement of capital to national sites — the national form of capital — has been a
changing phenomenon, declining in scope with the development of the forces of
production’ (Y aghmaian 1998, 247). We can no longer operate with 2 simple
differentiation of ‘Turkish’ and ‘international’ capital (except as a statement about

‘historical origins) because Turkish capital is itself becoming ‘international’.'® The

" For instance, a foreign-national dichotomy precludes explaining the participation of
foreign banks in the consolidation of banking, as will be seen in Chapter 11. As such, the
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transformation of Turkey may in some senses be ‘imposed’ by the IMF, but, more
broadly, it is the expression of the aspirations of ‘Turkish’ capital for global expansion,
and the Turkish state and the IMF trying to give order to that expansion.

Therefore, the crucial point in this thests is that the Turkish state itself was at the
centre of the policy design. Seeing the state as a mere tool responding to the IMF
intervention (and having failed to defend ‘the national interest’) ignores the multiple
dimensions in which the Turkish state has sought to systematically steer the advance of

accumulation during the restructuring process.
3.5  The Marxist Approach

The Marxist approach locates state policies within the broader context of capital
accumulation processes and focuses on the fractional interests of capital underlying these
policies. It draws attention to the rising integration of certain fractions with the global
circuit of capital which is a process that undermines nation-based coalitions for the
developmental policies yearned for by the nationalists. By moving beyond the dichotomy
between foreign and national capital and seeing the nation state as the facilitator of the
global accumulation of capital, this discourse allows simultaneous consideration of the

domestic and international determinants in the transition of the Turkish economy.
3.5.1 Nationalism vis-a-vis the Logic of Capital Accumulation

In contrast with nationalists’ emphasis on wrong state policies imposed by foreign
capital, Marxist works draw the analysis back to domestic class processes, recognising at
the same time that ‘domestic ' and ‘international’ processes are not mutually exclusive.

The analytical departure point for Marxists is the process of capital accumulation
which (re-)produces capitalism as a system. This brings the centrality of fractional
divisions and conflicts into the analysis. For the case. under consideration in this thesis,

the principal concern is the articulation of financial and industrial capital within Turkey.

international expansion of Turkish banking cannot be adequatéiy analysed within a context of
national banking damaged by foreign banks.
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~ Moving from these basic points, the need for a multi-level analysis is indicated by

Marxist scholars:

To be able to reach a complete analysis of capitalist social relations, it is necessary to
develop a multi-level and dynamic framework including domestic total circuit of capital,
the historical development dynamics of this circuit, the linkages of these dynamics with
the international circuit of capital, at a more concrete level, domestic class and intra-class
dynamics, and lastly the strategic position of the state in the face of these variables.

(Ercan 1998, 27)

This approach allows consideration of the roles of domestic fractions of capital
and the state so that neither foreign dynamics are perceived as the unique origin of
transformation, nor is the domestic dynamic discussed in isdlation Jrom the global one.

While the nationalists argue that large domestic bourgeoisie has collaborated with
Western capital and has been an obstacle to independent national development, Marxist
scholars challenge the concept of national development itself in favour of an approach
that focuses on contradictory class interests that are not nation-specific (Tirkay 2002;
Ercan 2002a). _
~ Given that capital has its own logic of motion at the global scale which does not
fit into limitations of national dynamics, Tiirkay (2002) stresses that the bourgeoisie
which inherently bears internationalisation within itself uses nationalism as long as it
serves its own accumulation. This emphasis gains more relevance considering that the
nation state itself increasingly becomes functional in facilitating the international
integration of those fractions of capital pursuing global accumulation.

The Marxist discourse argues that national development in the so-called
underdeveloped countries led to unequal integration of thﬁsé countries into the
hierarchical structure of world capitalism as a result of the law of uneven and compound
aevé]opment. Notwithstanding, in terms of its fractional implfcations, it is recognised that
‘despite the unequal nature of this integration, national development practices allowed one
fraction within capital in those countries to mature and pursue the agenda of
internationalisation (Tiirkay 2002).

~Accordingly, Marxists point out that it would be misleading to analyse a domestic

economy on the basis of highly aggregated macroeconomic data in an era of globalising
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accumulation (Ercan 2002a, 27). The performances of factions of capital which are in the
process of integration with international capital will not be consistent with generalisations
on the national economy. In this process, the distinction between national and foreign

capital gets blurred:

Today the historical contradictions of the process of unequal articulation of capital
accumulation in Turkey into world capitalism have become clearer. The fundamental
determinant of this contradiction is that the interests and strategies of certain individual
large scale capitals and the interests of the country’s economy do not necessarily
coincide.

...In an age when capital accumulation processes take place on the world scale, the
choices and strategies of capitals that have reached a certain level have begun to be
determined by alliances on the world scale. (Ercan 2002b, 34)

In what follows, how Marxist scholars explain the change in Turkey within this

broader framework is discussed.

. 3.5.2 State Policies in the Context of the Global Orientation in Domestic

Accumulation

The Marxist discourse challenges the widely held view of the suppression of civil
society by the authoritarian Turkish state and emphasises the necessity of approaching the
state as a moment of capitalist social relations in which contradictory interests between
and within classes are represented (Dinler 2003; Ercan 2003a). With such an approach,
state policies which neo-liberals and institutionalists depicted as “inefficient’ and
‘populist’ and the nationalists depicted as ‘foreign-imposed’ and ‘irrational’, are seen to .

| be enhancing accumulation by certain conglomerates which are pursuing global
integration.

From this perspective, the neo-liberal orientation in Turkey was not a foreign
imposition; it was a consequence of a simultaneous and dialectic determination by the
restructuring process of capital at the global scale (following the crisis in advanced
capitalist countries in the 1970’s) and the need of a hegemonic part of domestic capital

for integration into the ‘new division of labour™ (Tanyilmaz 2004, 34).
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There were two domestic reasons that pushed some parts of productive capital, in
particular producers of durable consumer goods, to reorient their accumulation
internationally after 1980. The first reason is the saturation of the domestic market for
durable consumer goods. The second reason is that more FX was needed to import high
technology inputs for the production of intermediate and capital goods as this would
provide higher surplus value creation (Ercaﬁ 2001, 4-5). In this process, significantly,
money capital gained a strategic importance given the outward oriented restructurings of
conglorﬁerates under crisis conditions (Ercan 1998, 38; 2001, 5).

Accordingly, a range of fractional tensions are identified by Marxists: in
.particular between globally more and less integrated capitals (Ercan 1998, 46-47; 2001, 2)
and between conglomerates incorporating banks and those without banks (Ercan 1998, 38;
2002b, 29-30).%° These two foci reflect the key preoccupations of Marxist economic
analysis: global integration and the relationship between finance and production. State
policy is understood as the process of mediating these broad divisions.

Marxists approach state policies of the period in terms of the fractional agendas
- that they serve. In the face of international competition, in addition to further extraction
of absolute and relative surplus value through real wage erosion and limited technological
development, the state socialised the costs of the global orientation of capital through
privatisation; lower tax on capital and export subsid.iés {Ercan 2001, 56; 2002b, 26-27).

Accordingly, issues such as Turkey’s indebtedness and the ‘rent economy’ are
posed not in terms of centre-periphery/NIDL models of the role of Turkey in the global
economy, but in class fractional terms. The so-called ‘rent economy’, in fact, has
provided the transfer of domestic and international financial resources to a limited
number of individual capital groups. This aimed to accelerate the transition towards a
‘new capital accumulationl regime in which the state borrowing policy has been also

functional (Ercan 1998, 49). This process, according to Ercan, made individual

* In contrast to the institutionalist argument that bank ownership was not crucial to the

formation of holding companies (such as by Bufra 1994, 199), Marxist scholars emphasize that

* control over money capital through bank ownership reinforced those holding companies during
this period (Ercan 2002b, 29-30).
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conglomerates that could control money capital more able to reproduce profitably as
productive and commercial capitals.

On the specific issue of bank reform, it follows that, in contrast to the common
tendency of considering banking in isolation, Marxist scholars consider the particular
articulation between finance and industry in the analysis of state policies. By
acknowledging the ownership of banks by conglomerates, i.e. the formation of FC in
Turkey, Ercan argues:

When talking about the profits of banks, one should not assume that these profits accrue

to agents [who are] different from the owners of productive capital. Hence, the concept of

a “rent economy” should be viewed rather cntically, for it is the domestic sectors of
productive capital that organize under the form of holding companies that appropriate

banking profits as well. (Ercan 2002b, 30)

Ercan’s broad approach appears to set the framework for a number of Marxist studies that

directly address the subject of this thesis: bank reform.
3.5.3 The Need for a Fractional Analysis of Banking Reform

There are studies by Kéne and Sénmez that are relevant here.

Kéne (2003) stresses the necessity of evaluating the role of banking in capitalist
economies within the totality of the social circuit of capital instead of a counterposition
between ‘finance and real spheres’. Also, she recognises the rise of holding banking in
‘ Turkey in the 1970’s. Yet, Kone fails to develop an explanation of banking reform within
the context of capital accumulation process and the emerging bontradictions of capital.

In K6ne’s analysis, the shift in Turkish banking to state debt finance in the post-
1980 period is consistent with global trends towards lessening the financial intermediary
role of banking due to the availability of alternative finance sources for the corporate
sector. However, as will be addressed in Chapter 4, banks continue to be the most
" important institutions of money capital in Turkey. Turkish banking did not engage in
state deficit finance because of the rivalry of developing capital markets; indeed, it was a
strategy to support the international orientation in accumulation by large Turkish

_conglomerates. Instead, by disregarding domestic fractional dynamics, in particular, the
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ramifications of holding banking structure in the post-1980 period, Kéne falls back on the
nationalist/developmentalist approach. Kone claims that financial liberalisation did not
provide expected economic development, but instead left the structure of production in a
state of volatility. As a result, the IMF program appears to be aimed at the recovery of
money capital from the crisis, but is not part of a fundamental reconfiguration of capital
for a new accumulation regime in Turkey. Thus, even though Kéne stresses many aspects
of the reform proceés (such as increasing concentration through the consolidation process
and the socialisation of the associated cost by the state), neither of these can be included
in a systematic fractional analysis for a Marxist explanation.

Sénmez (2003), on the other hand, focuses on media ownership by conglomerates
and analyses fractional divisions within capital through the conflicts which have emerged
within the media sector. On this basis, he explains recent developments in the media and
finance sectors as interrelated proceésés.

Importantly, S6nmez provides insight regarding fractional divisions within
Turkish capital accompanying the recent ﬁne;ncial crises and IMF stabilisation program.
He groups the large Turkish bourgeoisie into two divisions and states that this divide has
recently revealed itself through the media sector (pp. 24-25). The conglomerates whose
banks were confiscated collaborated in the media by criticising the BRSA and the IMF
while the conglomerates of the surviving banks supported the IMF reforms again through
the media (pp. 67- 68). Thus, the developments in this sector became a reflection of the
struggle in banking between the two divisions of large capital. '

' Sénmez’s analysis shows the fruitfulness of the finance capital approach: it
contributes to understanding some fractional dynamics by addressing developments in the
media and finance sectors simultancouslj. It éhows that the tensions in the media were
rooted in a general distribution struggle between two groups of conglomerates extending
to banking and other sectors. The author also highlights many facts on banking
conglomerates, and gives company histories of congldmerates which lost their banks.

However the analysis of FC is left unresolved, for it is only at the level of the
media that contradictions are identified. Hence, the sub-divisions among banking

conglomerates could not be specified and a deeper fractional analysis has not been
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developed. *' Nonetheless, Sonmez’s work on bank reform will be further referred to in
later chapters. |

While existing Marxist works can provide a cogent explanation for the general
change process in Turkey, there is still a need for a systematic fractional analysis of
banking reform. -

This thesis’ analysis of banking reform is not only an applied study within an
existing Turkish Marxist framework. It brings new developments into this framework,
particularly in terms of how fractions are conceived. This thesis will elucidate how the
elements of the NIDL thesis in existing Marxist works are obstacles to explaining
banking reform. Also, Sonmez argues that power struggles among conglomerates in
banking and other sectors and the coalition among survival banks’ conglomerates, the
state and the IMF are all driving the reform process. Yet, these surface pov?er struggles
are inadequate in explaining the deeper criteria in the selection of which banks are to be
confiscated. In Chapters 6, 7 and 8, the fractional divisions within FC will be identified
according to different forms of global integration and foci on capturing surplus value
among banking conglomerates.

This thesis’s analysis needs to incorporate two crucial points that are neglected by
other discourses: Firstly, the integration of finance and industry is a crucial aspect of the
transition. Secondly, there is no clear division between national and ‘foreign’ capital in
an era of the globalising accumulation of capital. Therefore, state finance policies to
promote accumulation in Turkey cannot be finance-specific and cannot be (narrowly).
nationalist. The thesis’ focus on banking reform within the broader context of the capital
accumulation process will fill the aforementioned gap in the Marxist literature by
challenging the limitations of the neo-liberal, institutionalist and nationalist/

developmentalist schools.

' For instance, S6nmez claims that of the seized banks, Pamukbank and Demirbank
should be classified along with other older, surviving banks which were established to finance
the industrial investments of their conglomerates. Here, as Chapter 7 will discuss, by beginning
from an old/new bank division, Stnmez fails to note that these two banks shared similar
characteristics with the newcomer banks which were used to mediate in state borrowing and

were embezzled.
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3.6 Conclusion

In the explanation of the fragility in banking among mainstream schools of
political economy, we see a common emphasis on inadequate state policies. Yet they
attribute this inadequacy to different sources: inefficiency of the state (by the neo-
liberals), weak democracy and distributional pressures (by the institutionalists) and
foreign imposed neo-liberal policies (by the developmentalists) appear responsible.

All these schools treat banking in isolation from the overall process of
accumulation and agree that rebuilding macroeconomic balances and restructuring
banking would restore the intermediary role of banking for growth. To this end, state
prudential regulation is needed as banking is a special industry. |

Crucially, however, none of these schools adequately explain the tensions within
banking/capital accompanying reform and how the state and IMF mediation amoﬁg those
tensions is itself played out in the reform process.

The dominant free market rhetoric points out the tensions between large and small
banks as well as private and state banks; but, the rhetoric claims that once the distorting
state intervention in banking is eliminated and sufficient prudential supervision is
established, self-regulative market forces will work effectively.

Even though the institutionalists refer to domestic forces such as ‘banking
lobbies’ .that resisted the change and see IMF involvement as a counter force that eases
the reform of banking, the discussion of fcnsions cannot extend beyond the sma]l-large,.
private-state bank distinctions.

On the other hand, nationalist rhetorical focuses on the IMF as an exogenous
enforcer of a neo-liberal agenda and brings forward national interest; yet the issue is not
national interests, but particular interests. The fractional divisions of capital and their
compelling agendas cannot be systematically included in the explanation of banking
reform by the developmentalists.

Marxist analysts explain state policies in the post—1980 era by considering the
dynamlcs of domestic and global accumulation simultaneously. They stress that capital in
Turkey has been changing its process of accumulation by being more globally integrated,

via finance, trade and, for some capitals, prodiction. The Marxists argue that this IMF-
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supervised industrialisation process did not mean a loss for total capital (see Tanyillmaz
2004). There were winners' and losers within Turkish capital. The winners have been
those capitals that are the export-oriented (alsc dominant in the domestic market) and
integrated into the global production chains of TNCs. On the other hand, those
domestically-oriented and not integrated with TNCs have faced losses.

Therefore, while mainstream schools fail to adequately engage with the class
issue, by utilising the Marxian analytical categories, this thesis stresses the class
dynamics behind the agenda. More specifically, it considers the integration between
banking and productive capital and defines the divisions within banking/FC in terms of
different patterns of accumulation of the banking conglomerates.

The formation of FC in Turkey will be addressed in Chapter 4. Then, after the
discussion of tensions accompanying banking reform at a general level in Chapter 5, the
finer divisions within FC will be the focus of the following chapters. These analyses will
permit us to understand the conflicts within FC which led to banking reform. In brief, the
thesis will develop a systematic analysis of FC in order to achieve a finer grasp of

banking reform within the Marxian analytical framework.
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THE EVOLUTION OF FINANCE CAPITAL IN TURKEY
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Conclusion

4.1

_ Introduction

This chapter develops-the general theoretical themes discussed in Chaptef 2in

the context of Turkey since the establishment of the Republic in the 1920s. The

objective is to give an account of the evolution of holding banking in Turkey in order

to have a sound basis for the exploration of the tensions within capital that provide

the context for banking reform.
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The Turkish economy is a good example of the concept of finance capital (FC)
given the unified control of many conglomerates over the circuits of money,
commercial and industrial capital. In contrast to the Anglo Saxon banking model, the
interlocking ownership of banks with industrial/commercial corporations has fostered
capital accumulation in Turkey despite transformations in capital accumulation
regimes over time. Therefore, understanding the formation of Turkish FC appears
critical in the discussion of banking reform. However, although focusing on only
finance rather than finance capital causes misinterpretation, finance is generally
looked at as a sector in the analysis of the reform, as discussed in Chapter 3.
Accordingly, despite the'signiﬁcance'of holding banking, there has hitherto been no
systematic analysis of the evolution of the integration of banking and industrial capital
in Turkey. Hence, this chapter will clarify the historical formation of Turkish holding
banking in order to have a sound basis for the analysis of banking reform.

Chapter 3 presented a critique of the literature on the new capital accumulation
regime that has been evolving for the last 20 years in Turkey and the role of banking
reform therein. This analysis addresses the way in which the relations between
financial and industrial capital have been transformed under the auspices of the state,
This is basically about change in the balance of domestic forces, and four key
elements are prominent. The first is the critical role of the state in transforming the
relations between financial and industrial capital. The second is the way in which,
under the auspices of the state, some key individual capitals in the Turkish economy
have themselves transformed their process of accumulation between the circulation of
finance and the production of value. The third issue concerns the way in which these
transformations have changed the form of engagement between capital in Turkey and
- the international process of capital accumulation. The fourth element, which comes
later historically in the process (and is considered in detail in later chapters), is the
role of the IMF in this transformation of accumulation.

The contemplation of economic change in Turkish FC considered here is to be
understood as partial, focusing on those issues that will lay the foundations for a
systematic class analysis of changes in finance and banking since the 1990s.
Accordingly, the concept of ‘class’ is to be used in a narrowly economic sense, with
the focus being on relations between different fractions of capital (or forms of
accumulation). This is not a comprehensive approach to class, but serves well the

objectives of this chapter.
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To explore the transforming relationship between money and industrial
capital, the role of legislative arrangements, development plans and general economic
policies will be considered within the broader context of the capital accumulation
process. To this end, the significance of the banking system in the allocation of
financial resources, as well as changing forms of engagement of FC in Turkey with
international capital, will be analysed.

The evolution of holding banking will be traced back to the establishment of
the Republic in the 1920s, but the main focus of this chapter will be on the post-1980
period in which FC became mature. The analysis will be developed under three sub-
periods. First, the period before 1945, which involves the formation of FC through
state enterprises, will be briefly reviewed. The historical analysis will continue with
the period of 1945-1979 in which bourgeoning private holding banking proliferated as
part of the ISI policy. Then, mechanisms facilitating the rise in holding banking in the
post-1980 financial liberalisation era will be analysed. '

Overall, an understanding of the historical dynamics of holding banking will
provide a solid base from which to analyse the Turkish banking reform via the
fractionalist approach. This is because, as Chapter 5 will discuss, reconfiguration of
the integration of banking and industrial capital for a new capital accumulation regime
was at the core of the reform. The underlying tensions between fractions of capital
and how these tensions were played out during the reform will be the issue of the
following chapters. The objective here is to set the ground for the fractional analysis
by shedding light on the development of the banking arm of FC. This will serve to
clarify the divisions within FC by allowing for the consideration of the link between
historical characteristics of the entries to banking and overall corporate strategies of

the conglomerates.
4.2  Elaboration of the Concept of Finance Capital

In popular usage, finance capital has come to be applied to only the growing
influence of financial institutions with industrial capital and the wider economy.
Financial markets, in a dichotomy with productive capital, are widely seen as an
outlet for speculation and rent-seeking. As addressed in Chapter 3, this view has been
widely applied in the study of the Turkish economy, particularly by the
developmentalist school. The juxtaposition of banking and industrial capital and the
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priority given to industrial capital over banking capital contrasts with Marxist theory
that treats money and productive capital as essential elements for the realisation of the
total social circuit of capital.

In the Marxist tradition, starting with Hilferding, the evolving links between
industrial conglomerates and finance institutions have been acknowledged. Yet the
analyses have generally remained within the confines of empiricism, focusing on
institutional linkages rather than a systematic explanation for the basis of labour value
theory.

The original work of Hilferding (1910) became the grounds for subsequent
Marxist analyses on FC. According to Hilferding (1910, 301), FC:

signifies the unification of capital. The previously separated spheres of industrial,
commercial and bank capital are now brought under the commeon direction of high
finance, in which the masters of industry and of the banks are united in a close
personal association. - '

Hilferding has been criticised for over-generalising his findings drawn form
the German case and claiming that they mark a new stage of capitalist development:
the ‘Finance Capital’ stage. However, given that both German and Turkish banking
have financed industry not only through credit allocation, but also through
interlocking ownership between banks and industrial corporations, this concept of FC
becomes critical in understanding the Turkish case.

Nevertheless, in order to map out the links between industrial/commercial and

banking capital in Turkey, some clarification needs to be made of the appﬁed concept

‘of FC. Hilferding’s conceptualisation of FC centres on the dominance of banks over

industrial corporations. He links banks’ control over industrial capital to the
concentration and centralisation tendencies of capital. Increasing credit demand by
industrial capitals along with the expansion of the scale of capitalist producﬁon, the
growth and concentration of banking capital and the generalisation of the joint-stock
company, enabled banks to exert a greater control over industry. Even though
Hilferding stressed the conversion of banking capital to industrial capital, his main
emphasis remained on the dense network of institutional links between banks and
industrial enterprises.

In his critique of Hilferding’s analysis, Ercan (1997) reminds us that treating

banking and industrial capital as separate, specialised units in the capital accumulation
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process contradicts the historical dynamics of capital. He emphasises the tendency to
incorporate three functions of capital within one individual circuit of capital along
with its rising concentration and centralisation tendencies. In particular, in this
process, industrial capital would tend to establish its own financial institution. Here,
the integration is not simply an issue of institutional linkage, but the establishment of
systematic control over the forms of value (commodity and money) within the circuit

of capital. Ercan’s definition (1997, 167) of FC therefore includes:

. the establishment of a coalition between individual money, productive
and commodity capitals, or
. simultaneous inclusion of the three functions of capital in the circuit of

individual capital.

The joint control of money and industrial capital helps those individual capitals to
achieve extended reproduction in times of expansion, and also to avoid de-
 valorisation in times of crisis (E_rcan 1997, 163).

When we look at the Turkish case, consistent with Ercan, the traditional
tertiary division of money, commodity and productive capital lacks relevance to the
conglomerates that have tended to gain control over these three functions
simultaneously. Those conglomerates took advahtage of the control over money
capital pﬁrticularly during the outward orientation in accumulation in the post-1980
era. However, in order to achieve the return of invested money capital as more money, _
money capital must enter the production process for the creation of surplus value.

As will be seen in Chapters 6, 7 and 8, this point becomes crucial in the
analysis of FC in Turkey. With their different patterns of accumulation,
conglomerates forming FC displayed divcrgcncesl in terms of where they capture
surplus value in the total circuit of capital. This variation provided the material basis
for the divisions within FC. Some conglomerates used their controls over banking
caj:ita] to capture a higher share in the redistribution of surplus valﬁe via state
mediation; some oriented themselves towards achieving-absolute surplus value (low
wage low productivity) producing activities; some others channelled money capital
for the production of absolute and relétive surplus value (high productivity) with a
more long-run-viable accumulation bé.sis. The different stances in accumulation, with

various forms of global integration, determined which conglomerates would decline
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and which ones would solidify their positions during the rccént restructuring within
Turkish capital.

Moreover, although the unified control over money, industrial and coﬁnnercial
capital has been used to fuel accumulation by those conglomerates, the form of this
merging was challenged by the pressures some parts of FC in the 1990s felt to
internationalise. That is because this form of integration which is contingent upon
state-based rents turned out to be an obstacle under the fiscal crisis of the state and
needed to be reconfigured in order to facilitate the global advancement of
accumulation, as Chapter 5 will discuss.

Before addressing the reconfiguration of this form of integration via banking

reform in the following chapters, its historical development process will be clarified.

43  The Period before 1945: The Integration of Banking and Industrial
Capital as State Enterprises

In addition to the characterisation of Turkish banking as having close links
with industry, the strong state involvement in the creation of this link distinguishes
the Turkish case from many others.

As Oncii and Gokge (1991, 106) argue, the strong presence of the state in the
banking sector and the high degree of interpenetration between finance and industry
aré a historical legacy of the early decades of the Republic. Although the formation of
national banking goes back to the 1860s, ' to the era of the Ottoman Empire, its
development gathered momentum after the foundation of the Republic in 1923.
During that period, despite the existence of some nationai banking, ? foreign banks

' Memleket Sandiklar1 (1863) as the origin of today’s Ziraat Bank was the first
national bank established in the Ottoman Empire in order to finance agriculture. Yet national
banking in the form of local banks started to develop in the Ottoman Empire particularly after
the Committee for Union and Progress (fttikat ve Treakki Partisi) (CUP) (1908-1918) came to

‘power in 1908. The CUP supported the establishment of local banks under its strategy of
creating an Islamic-Turkish bourgeoisie through the replacement of minorities. As a
consequence, under the CUP government, 15 of 24 banks were founded by Islamic-Turkish
merchants and landowners (BuBra 1994, 40) to overcome the difficulty in getting credits from
foreign and/or minority banks, In this process, the CUP became ‘the vanguard of the nascent
Turkish bourgeoisie’ with the high involvement of CUP members in the establishments of
joint stock companies and banks (Bugra 1994, 42). However, many of these local banks faced
liquidation before the Republican period because of the competition with dominant foreign
banks as well as adverse economic conditions (Oksay 2003, 59).

2 In 1923, there were 18 national (mostly local) and 13 foreign banks in Turkey.
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were dominant in the credit market as well as in foreign trade finance.® Therefore,
given the insignificant level of private capital accumulation in Turkey, the state itself
took the initiative to develop a national banking system to support capital
accumulation. At the First lzmir Economy Congress (1923), it was decided that the
state needed to enhance national banking so as to end the dominance of foreign
capital and to further Turkey’s economic development (Akglic 1992a, 19-20).
Following the decisions taken at the Congress, new national banks were established
between 1923-1932, either directly by the state or under significant influence of the
state. Many single-branched local banks were also established for the credit and
banking needs of local merchants (Oksay 2003, 56-57). During this period the
liquidation of foreign banks in Turkey was initiated with the result that their shares of
deposits fell from 78% to 19% and credits from 53% to 15% between 1924 and 1945
(Oksay 2003, 60). ° |

| In the 1930s and 1940s, state involvement in the economy itself took the form
of integrating industrial and money capital: industrial development plans were
fulfilled through the creation of a number of state banks. Because of the insufficient
level of private capital accumulation and the negative effects of the Great Depression

on the economy,’ the govemment abandoned its policy of privately driven

? These banks provided credits basically to foreign and minority capital that operated
in the Ottoman Empire. Furthermore, in the pre-republican period, the most important
function of the foreign banks was to mediate between the Ottoman governments and foreign
capital for the purpose of raising external debt (see Oksay 2003, 50-51). .

4 For example, Isbank was established as the first national bank in 1924 with the aim
~ set by Atatiirk, the founder of the Republic, to give credit and invest in different sectors (see
‘History of Isbank’, URL: http://www.Isbank com.tr/english/history.html (accessed 8
November 2002)). Hence, as one of the largest conglomerates today, Isbank represents the
. early integration of finance and industrial capital in Turkey.

Importantly, with the establishment of the Central Bank of Turkey (CBT) (1930)
domestic currency started to be issued by the national bank whereas earlier it had been carried
out by the foreign capital Ottoman Bank. The other banks established at that period were the
first development bank ‘Tirkiye Sanayi ve Maadin Bankas: (1925)°, and Emlak ve Eytam
Bankas: (1927) which specialized in the construction sector. ,

* Akgiic (1992a, 111-112) notes that after the establishment of the Republic, foreign
banks continued to enter Turkey between 1924 and 1929, as the economy remained externally
open and foreign trade had a high share in national income. However, following the Great
Depression, increased controls in foreign trade and foreign exchange (FX) transactions
limited the operations of foreign banks. Therefore, between 1929 and 1977, no single foreign
bank or bank branch was opened in Turkey. The number of foreign banks continuously
. declined from 15 to 4 between 1924 and 1980 and then gradually increased to 26 in 1990

under the new regime (Akglic 1992a, 95-97). :

¢ The Great Depression caused the bankruptcies of ten local banks between 1932 and
1938. Because of the adverse effects of the depression especially on the export-oriented
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industrialisation. Consequently, from the 1930s onwards, the state became the driving
force in the industrialisation: ‘most industrial plants were set up as state enterprises
or, if in private hands, owed their existence to official support and protection’
(Vorhoff 2000, 145). In order to provide credit and to facilitate infrastructural and
industrial investments stipulated by economic development plans, state banks were
established in specialised sectors such as Siimerbank (1933), Belediyéler Bank
(1933), Etibank (1935), Denizbank (1938) and Halk Bank (1938). Siimerbank, for
example, fulfilled the First Industrial Plan (1933-1938) by establishing 13 of the 20
factories covered in the plan in the manufacturing sector. Etibank , on the other hand,
was expected to facilitate, manage and finance the enterprises in the field of mining
and energy under the Second Industrial Plan, which started to be implemented in
1936, but could not be carried out completely (BAT 1998, 11; Kocabasoglu, Sak,
Sénmez, Erkal, G6kmen, Seker, Ulugtekin 2001, 260). 7 The role of these state barks,
therefore, was to orient public savings and foreign credits to national capital

accumulation.

44  The Period of 1945-1979: The Proliferation of Private Holding Banking
under the ISI

4.4.1 The Rise of Private Banking in the 1940s and 1950s

During lthe state-led industrialisation period, the national bourgeoisic was
nurtured via state policies, as the young state aimed to take control of trade and proto-
industrial production from Turkey’s Greek, Armenian and Jewish minorities. Within
this context, today’s largest Turkish conglomerates produced the first capital
accumulation in the areas of services, trade and building (S6nmez 1992a, 113).
Selling commodities to the state, marketing the products of newly established State
- Economic Enterprises (SEEs) and building state institutions were the main channels

of capital accumulation for the bourgeoisie. For example, Bugra (1987, 146) indicates

agriculture sector, increasing non-performing credits played a vital role in those bankruptcies
(Yay 1983, 158). '

’ The Banks Association of Turkey (BAT) notes that the plan could not be
implemented due to increasing defence expenses stemming from World War II and the
absence of financial resources for industrial investments (see BAT 1998, 11). '
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the role of close contacts with government officials and members of the Republican
People’s Party in the development of Kog Group in the 1930s and 1940s. 8

The banking sector also helped to develop local capital: the inadequate level of
capital accumulation was buttressed by cheap bank credits created from small public
savings (Giinliik 1985a, 192). Private capital accumulation gathered further
momentum during the Second World War years owing to high inflation and scarcity,
especially in the areas of trade and agriculture.

Under a nascent bourgeoisie, the integration of the Turkish capitalism into
world capitalism accelerated after the Second World War. In the process, economic
policy became more liberal. Accompanying this change was an increase in credit
opportunities from Western capitalist countries, especially under the Marshall Plan.
Rising investments in trade, industry and agriculture brought developments in
transportation, mechanisation and urbanisation (Ates & Eroglu 1999, 261-262). The
consequent monetisation of markets and rising credit demand in the expanding
economy brought about a rapid development in private banking in Turkey between
1945 and 1959.

As interest rates and banking commissions were determined by the state and
only the CBT was authorised tolul’ldertake FX transactions, branch banking and
competition over deposit collecting gained importance. As a consequence, 30 new
banks (including mergers between existing banks) were established while the number
of bfanches in the sector muitiplied four-fold between 1944 and 1959 (Akgiic 1992a,
43-44). The process of branch banking contributed to the elimination of local banks
(BAT 1998, 13). Also, the number of foreign banks decreased from 9 to 6 between
1943 and 1958 (Ates & Eroglu 1999, 274). |

Access to cheap credit was the driving force leading industrial and
commercial capitals to establish new banks in this period. The large banks of today,
such as Yap1 Kredi Bank (YKB) (1944), Turkey Garanti Bank (1946), Akbank (1948)
and Pamukbank (1955), were established in this period. Thus, Artun (1983, 46)
declares that “the 1940s could be evaluated as the years of formation of the pﬁvate

sector banking of today’. Of these early banks, Akbank represents Turkey’s ﬁrst-

* The founder of Sabanc: Group also benefited from similar opportunities (see Bugra
(1987, 147). As well, some monopoly concessions given to Isbank (such as the monopoly
right on glass production given with a law in 1935) contributed to the Group’s. rapid
expansion.
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example of a holding bank controlled by a family conglomerate. Increasing control
also over the other early banks was established by today’s large conglomerates in the

following decades.’
4.4.2 The Proliferation of Holding Banking

Under the ISI policy of the late 1950s onwards, commercial capital, the
dominant fraction of capital by then, gradually converted to industrial capital (Ercan
2002a). The rapid accumulation process under the ISI was supported by the state
through many mechanisms. This showed itself in three key ways. Firstly, in addition
to the protectionist trade regime and a lower exchange rate, ‘the state banks played a
key role in channelling foreign aid and credit as well as domestic public credit to
private industry’ (Oncit & Gokge 1991,106, emphasis added). Secondly, joint
ventures with SEEs as well as their artificially low-priced inputs supported industrial
capital (S6nmez 1992a, 114-115). Thirdly, while the sectors which became profitable
together with the rapidly growing market were left to the bourgeoisie, the state
increasingly focused on the productiori of intermediate and capital goods requiring
high technology and scale economies (Sénmez 1998, 67).

The establishment of the Industrial Development Bank of Turkey (1950), in
which Isbank, Ko¢ and Sabanci Groups were among the shareholders, had a special
place in the formaﬁon of industrial capital. This bank ch:—mﬁelled credits with the

sponsorship of the WB by accelerating the conversion to productive capital.'® For

? The control of the YKB was acquired by Gukurova Group from Dogus Group in
1979. Cukurova Group, a shareholder during the establishment of Pamukbank, also acquired
its total control in the mid-1960s. Hence, in the process, the Cukurova Group gained control
over three banks: The YKB, Pamukbank and Selanik Bank. Selanik Bank, which started to
operate in 1888, was acquired by the Cukurova Group in 1969, It was later renamed twice
(first Uluslararas1 Endiistri ve Ticaret Bank, then Interbank) and sold to Nergis Group in
1996. :

Garanti Bank, on the other hand, after an unresolved struggle between Kog¢ and
Sabanci Groups to gain control of the bank, was sold to Dogus Group in the early 1980s. The
.struggle between Kog and Sabanci Groups over Garanti Bank in the late 1970s was related to
their competition in the automotive industry. Ko¢ Group wanted contro] of the bank, which
then had a large stake in a Sabanci-owned tire company that was becoming a danger to a Kog-
dominated tire manufacturer. When the two Groups could not gain a majority stake, they
eventually sold their interests in the financial institution. Kog eventually acquired its own
bank, Kog¢ Bank, to rival Sabanci Holding’s Akbank, one of Turkey’s largest commercial
banks (“Koc-Sabanci Rivalries Divide Turkish Economy”, Turkish Daily News, 8 August
1996, URL: http://www.Turkishdailynews.com/old editions/08 08 96/feature.htm).

1 See Ateg & Froglu (1999, 272).
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example, Sabanci Group built Bossa (producing cloth and thread) as a product of this
period (Bugra 1987, 147; Sénmez 1992a, 73).

Therefore, these leading family conglomerates have prospered under
supportive state policies in the name of ‘creating’ a national bourgeoisie throughout
the history of Turkey. Despite this nationalist focus, however, it must be stressed that
close links with TNCs have accelerated their rapid expansions inside and outside
Turkey since the early period. Besides gaining control over banks as the financial
engines of their rapid accumulation since the 1940s,"! these conglomerates started
local manufacturing investments which replaced imported goods via partnerships with
TNCs. Some of these conglomerates had already been representative agencies of the
exporter TNCs.

In addition, via the establishment of a network of trading companies covering
many parts of the country for the distribution of the finished products, the integration
of productive and commercial capital was enhanced.

| Hence, these conglomerates grew to their present size due to the close
collaboration with international industrial capital from the very beginning and joint
ventures with foreign firms provided their entries and expansions into industry. For
example, according to the official company history of Kog¢ Group, the founder Vehbi
Kog realised the necessity of establishing foreign relations and by the end of 1940s,
the Group had become active in the manufacturing sector via licence agreements. It
established the first light bulb factory in cooperation with General Electric in 1948
since ‘at that time, it simply was not possible to establish a light bulb factory with
" local means only’.? The relations of Kog Group with foreign capital have proceeded
with joint ventures in various sectors. Therefore, the developments of these
conglomerates are a result of their links with the state and international capital.

According to Barham and Field:

Turkey’s most powerful conglomerates grew to their present size in the hothouse
environment of closed markets and nurtured by a paternalistic state...The most
successful Turkish groups have all drawn heavily on connections with multinational
corporations. Most of the companies owned by Ko¢ Holding are joint ventures with
some of the word’s leading corporations, such as Fiat, Unisys and Ford. Kog
provided access to Turkish markets which were otherwise closed to foreigners, while

"' With the exception of Isbank that was founded in the 1920s.
12 “Transition to Industry”, URL:

ht_tp://www.Kog.com.tr/english/kuruméal/endusuiycgccis.asp (accessed 8§ November 2002).



77

foreigners contributed capital and technology. Turkish groups, sheltered behind
ferocious trade barriers, coddled by thickets of regulation and nourished by close
political links with Ankara, grew in every direction, vertically and horizontally. The
Sabanci Group, Turkey’s second-largest industrial conglomerate, has interests in
almost every conceivable industry and almost always in association with foreign
partners, such as Toyota, Philip Morris, IBM, and Dupont. (Barham and Field

1997, 12)

Contributing to this rapid accumulation, the formation of hélding companies
uniting affiliates in different sectors under the control of a founding family became
the distinctive feature of the ISI period. The model of the multi-functional holding
company united commercial, industrial and banking capital for a higher capacity of
surplus value productibn via rising industrial investments. As a result, while only two
holding companies were established between 1949 and 1962, the numbers were 39
between 1963 and 1971, and 142 between 1972 and 1979 (Kazgan 1985, 2398).

The formation of the holding structure was accelerated 'by the state through
new legislation and development plans during the ISI. Firstly, a new banking law
passed in 1957 " had special importance: a bank could not give credits amdunting to
" more than 10% of its own funds to a company; however, the bank could give
unlimited credit if it owned more than 25% of the firm’s capital. This encoﬁraged
capital to establish industrial firms with the partnership of a bank (Tekeli & Mentes
1982, 267). Coﬁsequcntly, while some industrial-commercial capitals tended to have
their own banks, some banks expanded their activities to other sectors (Tekeli 1985,
2390-2391). Thus, as in the cases of Isbank, Akbank and the YKB, a cluster of
affiliated companies around banks h;id already appeared even before the legislative
" incentives (Tekeli & Mentes 1982, 267). |

The second incénti‘ve for the proliferation of holding companies was
Commerce Law no. 6762 (1957) which made it easier to establish joint-stock
companies. This facilitated the graded structure among companies within a holding
orgamsatlon through equity control (Tekeli & Mentes 1982, 265-266). Th1rdly, tax
advantages were an 1mportant factor (Bugra 1994, 184). Amendments in the corporate
taxation system in 1963 climinated double taxation by exempting from tax the
revenues which a central holding company derived from its participation in affiliated
firms.¥ Fourthly, the legislation (n0.903 in 1963) that facilitated the establishment of

" Act No.7129-Clause 38.
'* This exemption was abolished in 1986 (Bugra 1994, 184).
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foundations within the holding structure was effective in the establishment of more
holding companies.’” These foundations served to establish control over holding
companies as well as to reduce the overall tax burden within the holding structure
(Tekeli & Mentes 1982, 268-269). These legislative changes met the demands of the
capitalist class at that period: the Kog Group, for example, had lobbied for these
changes (Tekeli & Mentes, 1982).

In this process, as indicated above, ‘interlocking ownership of banks and
corporations gained further momentum as the nascent private conglomerates began
to move intb financial markets towards the end of the 1950s’ (Oncit & Gokge 1991,
106, emphasis added). The state supported the formation of an oligopolistic holding
banking structure to accelerate cﬁpital accumulation.’® With a negative real interest
rate policy, holding banks collected low-costs deposits and provided cheap financial
resources to their holding companies (Kazgan 1985, 2402). Thus, in the 1960s and
1970s, bank ownership became the conditio sine qua non of comparative advantage in
financial markets (Oncii & Gokge 1991, 106)." Consequently, almost all private
deposit banks became subject to the control of certain conglomerates and the

ownership of some banks was also transferred between conglomerates in the 1970s. '

1 Foundations which had been an important component of the prerepublican law
system were ended along with the Republican regime in 1926. While these institutions were
~ re-included in order to support the holding formation in 1963, it was deterniined that if they
.allocated 80% of their incomes to the areas which were dealt with general, private and
supplementary budget administrations, they would be fully exempted from tax (Tekeli &
Mentes 1982 268). :

1° For a similar emphaSIS by the BAT see (BAT 1998, 15). -
17 Bugra (1994, 199) argues that incorporation of banks by large holding companies
-did not centrally serve to enhance their accumulation. Not all major holding companies had
their own banks and the acquisitions or sales of banks were not turning points in the
development processes of those companies as in the case of Ko¢ Group which sold off
- Garanti Bank and remained without any activities in banking until the 1980s. Bugra also
claims that bank ownership did not reduce the financial dependence of Turkish holding
companies on the state. '
~ This point of view contrasts with the thesis’ findings. Not all major conglomerates
had their own banks because there were restrictions on bank establishments and therefore,
even high competition was observed among conglomerates for bank ownership. On the other
~hand, having their own banks eased access to state subsidised credits for holding companies
as part of the state policy for using holding banking to enhance accumulation. Yet Bugra’s
explanation of the formation of holding banking as a process against the authoritarian state
precludes her drawing this conclusion.
'® For example, the majority shares in Istanbul Bank established in 1953 by a group of
businessmen from Istanbul were acquired by Kemal Has-Has Holding in the early 1970s
(Sénmez 1992a, 299). See also footnote 10. _
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As such, the development plans aimed at increasing the concentration of
banking through bank mergers and restrictions on new bank establishments (Akgii¢
1992a, 54-55)."° Bankruptcies of many banks — especially local and small ones —
following the economic turmoil at the end of the 1950s and stabilisation measures of
1958 also contributed to the rise in the sectoral concentration. This led to a run on
bank deposits. Liquidations and mergers within banking continued'in the following
years. In sum, 15 banks were liquidated between 1960 and 1964 (Akglic 1992a, 52;
Aytekin  2000b, 18).2° Meanwhile, since investment/development banks were
preferred to support the projected sectors in the development plans (Aytekin 2000b,
19), *! only seven new banks (five development and two commercial banks *%) were
allowed to be established and the number of banks decreased to 40 in 1980 from 47 in
1963 (Ates & Eroglu 1999, 321). As a result, the market became dominated by large
private and public banks.

The credit system was also functional in the integration of banking and
industrial capital. In this period, new legislation encouraged banks to give credit to
 their subsidiaries investing in prioritised sectors (BAT 1998, 15). Oncii and Gokge

. note the functioning of the credit system as follows:

Both the price of foreign currency and the price of credits were administratively
defined at below market rates, and bureaucratically allocated according to ‘policy
and/or political priorities’... Hence, numerous sectors of the economy were subsidised
through low cost credit. . .specific quantity directives, interest surcharges and rebates,
preferential tax treatments, and the like further served to manipulate the cost of
credit. The extensiveness of these administrative controls meant that only an
estimated one quarter of total credit was free from government controls. It also
meant that in practice, all investments benefited from encouragement schemes of one

1 The state interventions strengthened large banks at the expense of smaller banks as
in the example of criteria for branch opening which served to hinder the growth of smail
banks (Tunay & Uzuner 2000, 117). As such, banking law allowed banks to collect deposits
in proportion to their scales and 50% of the deposits, which excecded this limit, were to be
placed at the CBT (Reisoglu 1999, 6). For more details on banking policies stipulated in the
Second Five-Year Plan (FYP) (1968-1972) see Ates & Eroglu (1999, 317).

* For more details on these bankruptcies see Yiizgiin (1983, 168).

> The insufficiency of the commercial banks in raising medium and long-term
finance for the stipulated investments in the development plans led to the establishment of
these investment banks (Kurnaz 1999, 92).

22 The commercial banks, Amerikan Tiirk-Di Ticaret Bank (1964) and Arap-Tiirk
‘Bank (1977) were the first.examples of external opening of Turkish banking during the
planned period (Akgii¢ 1992a, 63). Amerikan Turk-Dig Ticaret Bank (after 1970, Turk Dig
Ticaret Bank-Digbank) was the first bank established with foreign capital participation
{American and Italian) in the Republican period and aimed at financing foreign trade., Arap-
Tirk Bank, on the other hand, was the first bank built with foreign capital majority (60%
Libya and Kuwait) in this period in order to attract Arabic capital (see Akgli¢ 1992a, 62-64).
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type or another, that is, the policy of low cost credit...’Cheap’ loans, or State
subsidized credit at preferential interest rates, were in turn channelled into ‘The
Group’ investments; the interlocking ownership of financial institutions and
corporations was accompanied by less than arm’s length lending and underwriting
practices. (Oncii & Gokge 1991, 110-111, emphases added)

Given that major industrial corporations controlled an important part of banking
through the ownership of holding companies, these corporations tended to rely
excessively on bank credit, encouraged by the banking law for connected lending
rather than equity and direct security issues (Degirmen 2003, 57-58).

In this process, as can be followed from Table 4.1, some conglomerates,
which could not own their banks because of restrictions on bank establishment,
tended to transform local banks of the 1920s into national banks. It was the only way
for those capitals to eliminate their disadvantageous positions with other bank owning

conglomerates.

Table 4.1 Local banks that were converted to national banks

Conglomerate Local Bank National Bank

Yagar Akhisar Tiitiinctler Bank (1924) Tiitinciiler Bank (1981)

Kozanoglu-Cavugoglu | Afyon Terakki Servet Bank (1926) | Hisarbank (1979)

Kozanoglu-Cavusoglu | Elazig Iktisat Bank (1929) Odibank (1980)

Colakoglu Kocaeli Halk Bank (1927) Tiirk Ekonomi Bank
(TEB) (1982)

Ergiir & Erikoglu Denizli Iktisat Bank (1927) Iktisat Bank (1980)

Ozakat Izmir Esnaf ve Ahali Bank (1928) | Egebank (1975)

Sitirmenler Manisa Bagcilar Bank (1917) Bagbank (1982)

Sources: Developed from S6nmez (1992b, 160); Yiizgiin (1983, 156, 166).

Consequently, the banks that were controlled by conglomerates in 1981-1982

could be summarised as in the following Table 4.2:
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Table 4.2 Holding banks in Turkey (1981-82)

Conglomerate Bank

Kog¢ Group Garanti Bank
Sabanci Group Akbank

Cukurova Group 'YKB, Pamukbank, Uluslararas: Endiistri ve Ticaret Bank
Isbank Group Isbank, Disbank
Has Group Istanbul Bank
Cavugoglu-Kozanoglu Group | Hisarbank, Odibank
Ozakat Group Egebank

Dogus Group Imarbank

Yagar Group Tiitlinciiler Bank
Zeytinoglu Group Esbank

Colakoglu Group TEB

Ergiir Group Iktisat Bank
Cingillioglu Group Demirbank

Stirmen Group Bagbank

Source: Summarised from Kazgan (1985, 2406).

Overall, in the planning period, through the significant state control over the
banking sector, ‘the limited resources in the sector, under limited competition
conditions, tried to be allocated in line with the development plans’ (BAT 1998, 14).
Oncii and Gokee (1991, 111) describe the 1950-1980 period as ‘riskless banking’
since banks worked in a market in which there was no risk of interest and exchange
rate fluctuations and no price and commodity competition. They bought and sold
Turkish money at administratively defined low interest rates with an elaborate branch
network. This ‘riskless banking” continued in the post-1980 era despite the process of
financial ‘liberalisation’ due to the socialisation of the risks through state intervention

in financial markets. A banking crisis was inevitable!

4.5 The 1980s onwards-Trade and Financial Liberalisation: A Farther Rise
in Holding Banking

The neo-liberal argument for the liberalisation and deregulation of financial

markets in developing countries is that rising financial resources will enhance
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development along with increasing efficiency in resource allocation.
Developmentalists, on the other hand, contend that this process has made developing
countries’ financial markets playgrounds for arbitrage-secking capital of advanced
countries and thus, conflicts with developmental objectives.’

Nevertheless, despite the dominant ‘deregulation’ rhetoric and its nationalist
critique, the Turkish experience shows that the financial liberalisatibn process and
accompanying state finance policies brought about different implications for divisions
of capital. Crucially, they played an important role in the historical formation of the
hegemonic fraction of capital. Accompanying the financial liberalisation process,
large conglomerates which formed FC used their rising control over the use of
financial resources for international expansion. However, mostly small-to-medium
scale capitals faced rising costs of funds and more limited access to bank credit. All
aspects, therefore, contributed to the rising centralisation and concentration of capital,

Turkish financial markets have been further integrated with global markets
through banking reform. Before the discussion of this further integration, the
following section will review the financial deregulation process in the post-1980 era

and accompanying developments in the formation of FC.

4.5.1 Continuous Attraction of Holding Banking with the Pivotal Role of

Banking in Financial Resource Allocation

In the late 1970s, the crisis in the import substituting accumulation, which
manifested itself in the form of a FX crisis, led to the transition to the outward—
oriented accumulation regime. The large conglomerates, having increased control
over domestically-oriented accumulation, faced constraints under the ISI together
with the saturation of domestic markets, especially the market for consumer durables.
The scarcity of FX was a globally-derived constraint on industry expansion. As Ercan
(2002a, 44-46) indicates, the production of surplus value was inherently limited by the
dominance of assembling operations in mahufacturing industry. These industries
could not achieve internationally competitive prices and quality under the heavy
protection of the ISI; with insufficient level of exports, Turkey could not earn the

needed FX. Moreover, given the dependence of industrial production on imports of

3 Gee Chapter 3, Section 3.4.
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necessary inputs, the planned transition to the next phase in the ISI (the production of
intermediate and capital goods) required even more FX for their imports.

The acute crisis of FX was also reinforced by the contraction in foreign aid
and credits that came with the global recession. As Western governments and supra-
national institutions became more reluctant to issue state-to-state loans or project
credits for the finance of development plans based on the IS], the Tmﬁsh state tried to
continue implementing its plan by relying essentially on short-term borrowing from
private creditors. This continued despite the first oil shock of 1973-74. A combination
of these forces led to balance of payment difficulties in 1977: Turkey was unable to
service its foreign debt which had become increasingly short-term in nature. The
rapidly deteriorating macroeconomic balances during 1978-1980 and the rising
tension between the IMF and the Turkish state heralded a tuming point in economic
policies.24 The stabilisation package announced in January 24, 1980 opened a new era
of trade and financial liberalisation, a shift that was heavily backed by the IMF and
the WB.

Hence, in the face of the limits of the ISL, the dominant parts of capital, having
made the transition from commercial to industrial capital, wanted to expand their
operations internationally. Posed from a national perspective, the export-led
accumulation regime after 1980 provided the needed environment for these
conglomerates to expand into the rising FX-eaming sectors of the 1980s such as
tourism, finance, international transportation and foreign trade.” From the perspective
of the dominant capitals themselves, this was the opportunity to expand. As Sénmez
(1992b, 154) states, achieving competitive price and quality in external markets
required restructuring in their production.

The internationalization of these large conglomerates continued with the first
burgeoning of IDIs in the late 1980s and they pioneered the steadily increasing
internationalisation of productive capital throughout the 1990s. For example, the Kog
Group established facilities for the production of household appliances in the early

1990s in some North African countries (S6nmez 1992b, 171).

** For the tensions between the Turkish state and the IMF see Ekinci (1996, 3).

¥ The overwhelming majority of the Foreign Trade Companies operating in this
period were set up by large holding companies and they captured the main share of foreign
trade incentives (sec Bugra 1994, 183).
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Yet, given that those conglomerates ‘were very important at the domestic scale
but insignificant at the international scale’ (Tekeli & Mentes 1982, 262), collaboration
with international capital continued to be a key to accelerate global expa.nsion.26 In
this process, a limited number of family conglomerates established control over the
economy and they have been surrounded by a sea of small scale firms (Ercan 2002a,
32). |

Along with trade liberalisation and export promoting policies, the financial
system was deregulated and gradually integrated into global financial markets. The
end of the inward-looking process of capital accumulation under the protection of the
state also necessitated a structural change in its financial system. Hence, fo meet
increasing capital needs of the bourgeoisie in the transition to the outward-oriented
accumulation, capital, money and FX markets were developed by the state.’” In this
process, the elimination of control on interest rates provided a wider deposit base for
banking. 2 In addition, gradual removal of restrictions on FX transactions during the
1980s and finally on capital movements in 1989 (with decree no. 32) allowed the free
international flow of funds. Thus, banks became the central agent in the domestically
mediated external borrowing of the state over the following decade.

The continuous dominance of banking in the allocation of financial resources
attracted new conglomerates to enter the banking industry, Indeed, given that margins
between interest rates of bank credits and deposits were high in the period 1980-1990,
Turkish capital markets were expected to be developed as a cheap source of finance
for the corporate sector. However, at the start of the 1990s, in spite of some progress,

¥ especially in terms of establishing the necessary institutional and legal base for

% For example, to compensate for its backwardness in foreign partnerships compared
to Ko¢ Group, Sabanci Group gathered more foreign partners after 1980 (Sénmez 1992b,
158).

%7 The main elements of this development process were: the permission for banks to
keep foreign currency abroad and so to become involved in FX transactions in international
markets in 1984; the introduction of open market transactions in 1987; the beginning of the
sale of government securities through periodic auctions in 1985; the inclusion of special
finance houses and leasing companies in 1985; the establishment of the Interbank Money
Market for the Turkish Lira in 1987, Foreign Exchange and Foreign Banknotes Markets in
1988 and Gold Market in 1989. '

% Interest rates were liberalised in 1980 and the CBT was authorised to fix interest
rates on deposits again in 1983 since competition (via offering higher interest rates by some
* small banks and brokerage firms) threatened the financial system. The determination of
interest rates was left to the market again in 1988 (for the details see Akkurt, Eginli,

Hakioglu, Karayalgin, Kog, Ozcet, Senel, Usta & Varol 1992, 7-9).
' # See Eser (1995, 27); Unal (1996, 40).
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capital market development, the banking sector, particularly commercial banking,
continued to dominate the financial system of Turkey. Actually, the financial sector in
aggregate was almost equal to the banking sector.*® The dominance of banking in the
financial system continued into the late 1990s.>! Moreover, while the funds that
industrial corporations gathered through capital markets tended to decrease, banks
raised increasing resources from these markets between 1987 and 1§93 (Eser 1995,
45), indicating that banks were increasingly mediating corporate fund raising,
BRSA (2002d) describes the dominance of banking in Turkey’s financial system as
follows:
A significant part of the flow of funds is performed through the banking sector in
Turkey. Although the number and size of non-bank financial institutions tended to
increase in the recent years, the banking sector has still a share of 75% in total
financial sector assets. The fact that a significant part of non-bank financial

institutions are subsidiaries of banks increases the dominance of the banks in the
financial sector. .

Importantly, another factor that made bank ownership critical in accessing
money capital during that period was the state debt finance by the banking sector. As
explained in Chapter 3, the state borrowing, mainly from the banking sector, became a
source of protectionism mainly for FC in the post-1980 era. The state indebtness
channelled money capital to FC and other benefactor large scale
industrial/commercial capital in a period when they sought to internationalise their
accumulation.”

As will be specified below, in the 1980s and 1990s, the state took some

measures to loosen the integration of industrial and banking capital and to bring the

* 1n the total balance sheets of financial institutions, including the CBT, the share of
special financial houses, insurance and leasing companies and stock exchange was less than
6%. The same situation was also valid in the secondary markets. In the period 1982-1990,
while the share of capital market instruments in financing private sector remained at a low
level, bank credits had a share of 95%; as such, the share of banks in secondary markets was
around 90% (Erdem 1993, 176-177).

3! While the share of the banking assets in total financial system was 72% in 1998,
special financial houses, insurance and leasing companies had a share of only 5.2% (Giirlesel
1999, 75-76). Also, between 1997 and 1999, around 90% of the transactions in the Istanbul
Stock Exchange bond market were made by commercial banks (Tunay 2000, 99).

32 Following the opportunity for raising funds through capital markets with the
Capital Market Law in 1981, industrial corporations could obtain 87.9 % of the funds derived
from capital markets in 1987, whilst this share decreased to 55% in 1993. On the other hand,
partly due to the initiated participation of banks in the process of public issue in 1989, banks
increased their shares in the raised funds from capital markets (Eser 1995, 42).
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European Union (EU) banking standards to the sector. However, the financial
deregulation measures of the post-1980 period did not displace or undermine the
pivotal role of the Turkish banking sector in the allocation of financial resources.
Owing to the relative backwardness of capital markets and the wide activities of
banks in these markets, holding banking continued to be highly attractive to
conglomerates. In addition, the lucrative state-debt-finance in the 1 99bs increased the
appetite of individual capitalists to enter banking as all private banks became the

beneficiaries of the associated arbitrage gains and float income.
4.5.2 Mechanisms for Penetration into Banking by Conglomerates

Conglomerates used different mechanisms to penetrate into banking
throughout the 1980s and 1990s, indicating the continuous attraction of holding
banking. ‘

The relaxation of entry barriers into banking with decree no. 70 (22.7.1983)
led to a decrease in sectoral concentration. Some conglomerates, which had been able
to add banking capital to their circuits, established new national banks, some with
foreign partners. As a consequence, between 1980 and 1990, 19 commercial banks
(eight of which were foreign banks) and eight development/ investment banks (four of
which were with foreign capital) were established. The entry of 19 new foreign banks
was especially remarkable. The number of banks continued to rise in the 1990s and,
by 1998, there were 36 private banks (up from 19 in 1980) and 18 foreign banks (up
from 4), whereas the number of state banks decreased from 8 to 5 via privatisation.
The number of private banks especially increased in the 1990s.

One of the driving forces leading non-banking conglomerates to have their
own banks in the 1980s was the desire to take advantage of expanding foreign trade

and capital markets. Onciti and Gokge summarise the trend succinctly:

By 1985, many of the prominent private Groups, had given birth to a new generation
of ‘trade-finance banks’, either in joint ventures with foreign banks or independently.
...the slowness of the over-branched, over-staffed traditional deposit banks in
shifting into foreign currency markets also provided scope for the emergence of a
number of new and small independent trade-finance banks of domestic origin. These
enterprising new mavericks, employing aggressive Madison Avenue techniques, were
able to take advantage of the expanding foreign trade and funding markets, and

% For more information on state borrowing policy see Ekinci (1996), Giirler (1998).
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established themselves in a banking sector long dominated by the ‘Groups’ [such as]
Esbank, Netbank, Finansbank, Iktisat Bank, Ekonomi Bank, Ithalat/Thracat Bank,
Adabank... (Oncii & Goékee 1991, 113)

Consequently, banks that conducted wholesale banking with limited branches
and small/medium scale increased in number, while the market share of large-scale
private banks was reduced. These wholesale banks mainly engaged in foreign trade
financing, leasing, factoring, forfeiting, brokerage and short-term credit-giving by
drawing on funds from intemational financial markets. Table 4.3 shows the banks that

were established or acquired over this period.

Table 4.3 Established/acquired holding banks in the 1980s

Bank Conglomerate Year

Garanti Bank Dogus & Sabanci (from Kog) 1983
Titibank (later Impexbank) Ulusoy & Yilmaz (later Can Elyegiller) 1984
Iktisat Bank Avrupa ve Amerika (from Ergiir) 1984
Adabank Uzan 1985
Imarbank Uzan (from Dogus) 1985
Tekstilbank Akin 1986
Finansbank Fiba 1987
Netbank (later Marmara Bank) Net - 1988
TYT (Turizm Yatirim) Bank Lapis 1988

In the post-1980 period, the deregulation of interest and exchange rates had
momentous implications for banking. In addition to the removal of price controls over
foreign currency, commercial banks were allowed to engage in foreign currency
operations. As Oncli and Gékge (1991,112) state, the most immediate consequence of
the decentralisation of foreign currency operations, when coupled with the softening
of restrictions on capital inflows from abroad and the introduction of an export
encouragement scheme, was the arrival of international banks which had so far
eschewed Turkish financial markets. As well, Turkey’s relatively rapid economic
growth and gateway position with respect to the Commonwealth of Independent
States (CIS) countries attracted foreign banks (Denizer 2000, 8).

While foreign banks (mainly US, European and Middle Eastern origin) first

entered via agencies or branches (e.g. Citibank, Manufacturer Hannover Trust, Chase



88

Manbhattan and First National Bank), a different mode of entry started to be observed
in the mid-1980s: building corporate banks with Turkish conglomerates {Sénmez
1992a, 77-78). In this process, Yagar, Kog, Sabanci, ENKA and Dogus Groups
became partners with foreign banks.*® In addition, in 1991 and 1992, some of the
foreign bank branches ** turned themselves into corporate companies to benefit from
the revaluation fund ¢ that could not be utilised by small taxpayers unﬁl 1992. Some
of these banks had domestic partners. For example, the First National Bank of Boston
was transformed into an independent Turkish bank in which OYAK (Turkish Armed
Forces Pension Fund-Ordu Yardimlagsma Kurumu), Alarko and Cerrahoglu Groups
together controlled a majority stake.”” The foreign capital banks established in the
1980s can be seen from Table 4.4.

* Irving-Thrust became a partner in Tiitimbank of Yagar Group; Kog-Amerikan Bank
was a joint venture between Ko¢ Group and Amerikan Express; BNP-Ak was a Bank
Nationale de Paris and Akbank joint venture. ENK A Group which had been one of the non-
banking conglomerates established Chemical-Mitsui Bank with Japanese and American
capital. Dogus Group, on the other hand, after selling off the YKB to Cukurova Group in
1983 and Imar Bank to Uzan Group in 1985, re-entered banking with Korfezbank, a joint
venture with Qatar capital.

¥ First National Bank of Boston, Manufacturers Hanover Bank, Tirk Bank Ltd
(became Turkish Bank), Banque Indosuez, Bank of Bahrain and Kuwait and Credit Lyonnais
are examples.

*® The revaluation fund allowed banks to revalue their fixed assets every year
according to increases in the wholesale price indices and to add the hidden reserves arising
from inflation to bank’s own funds.
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Table 4.4 Foreign banks in Turkish financial markets in the 1980s
Bank Year | National Origin
Citibank | 1981 American
Bank Mellat 1982 Iranian
BCCI 1982 Luxemburg
Tirk Bank Ltd. ' 1983 | Cypriot
Habib Bank Ltd 1983 | Pakistan
M. Hanover Trust® 1984 American
Cﬁase Manhattan 1984 American
F.N.Bank of Boston™ 1984 American
Saudi-American 1985 Saudi-American
Chemical Mitsui*" 1985 Amer.-Japanese-Turkish (ENKA Group)
Irving Trust/Tiitiin* 1985 Amer.-Turkish (Yasar Group)
BNP-AK" 1985 French-Turkish (Sabanci Group)
Kog-Amerikan® 1986 | American-Turkish (Kog Group)
Bank of Bahrain/Kuwait™ 1986 . | Balirain-Kuwait
Banque Indosuez™ 1986 French

| Standard Chartered™ 1986 British
Credit Lyonnais 1988 French
Korfezbank” 1988 Qatar-Turkish (Dogus Group)

Sources: Developed from Oncii & Gékge (1991, 112); Baysal & Kog (1993, 116-117)

* It was renamed Chemical Bank in 1991 and became Sitebank in 1997 as a national
bank. '

¥ With the paﬁnershlps of OYAK and Alarko Groups, it was renamed Tiitk Boston
Bank in 1991.

% 1ts name was changed to Tiirk Mitsui Bank in 1989 and renamed Tiirk Sakura Bank
in 1991. All of the bank’s stakes of the bank were bought by Fiba Group in 1999 and was
renamed Fiba Bank in 2000.

a Irving Trust sold off 40% of its stakes to Yagar Group in 1987 and it was renamed .
Tiirkiye Tiitiinciiler Bank-Yagarbank in 1996.

2 Dresdner Bank became a partner and the bank was renamed BNP-AK-Dresdner in
1989,

* It was established in 1981 as American Express. In 1986, with Kog GTOU.p 5
partnership, it became a national bank and was renamed Kog Amerikan Bank and in 1993
Kogbank

“ In 1992, it was converted to a national bank with the name ‘Tasarruf ve Kredi
Bank’..

“ Tn 1992, it became Banque Tndosuez Tiirk and in 1993, Banque Indosuez Generale
Euro Tirk (EuroTurk Bank). Following the change in its shareholder structure, it became a
national bank in 1995 and was renamed Bank Kapital Ttirk.

%6 1t was renamed Westdeutsche Landesbank Europa (West LB) in 1990.

47 Birlesik Tiirk K&rfez Bank. Its statute changed it to a private national bank in 1995
witha change in its capital structure. _
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Despite the high number of entries in the 1980s, the shares of foreign banks in
terms of assets, loans, credits and deposits did not increase over time. One reason for
this trend was that these banks focused on wholesale banking and foreign trade
financing with limited-numbered branches (BAT 1998, 18; Denizer 2000, 9). *

Also, foreign participation in Turkish banking remained low throughout the
1990s as many of foreign banks sold their banking franchises and 1éft Turkey. As of
1999, the shares of foreign banks in total deposits and credits were 2.7% and 3%
respectively (Akgtli¢ 2000, 41). In accounting for this tendency, Miinir (1998) cites the
chairman of one of the largest banks of Turkey:

Erol Sabanci, chairman of Akbank, agrees that the family stress of Turkish banking is
the biggest obstacle to foreign participation. "A well-established foreign bank wants
to deal with an institution, not with a family," he says. "Many families exploit their
banks. Many banks have bad assets arising from loans to parent companies - the
family lends itself money and then does not repay. This constitutes a large-scale risk
which a foreign bank will not tolcrate "

But "clean banks" are not atiractive elthcr says Sabanci, because buying them,
involves an unpalatable amount of exposure to Turkey risk..

Importantly, Alper and Onis (2002, 12) indicate that while foreign banks, in
general, were unwilling to participate on a meaningful scale in a system chaiacterised
by weak supervision and high volatility, only certain types of foreign banks tended to
enter the sector. Those banks collaborated with domestic banks in sharing excess
profits derived from state-debt finance. °

As those foreign banks left Turkey in the 1990s, purchases of foreign banlrs.
and foreign capital shares in joint venture banks became a new channel for further
infusion into banking by conglomerates. Table 4.5 _sho'ws nine banks that were the

result of these acquisitions:

* In 1990, the share of foreign markets in total deiaosi{s and credits was 2.4% and

3.5% respectively (Akgiig 1991, 6).
* For more data on the high share of government securities in foreign banks’ assets

see Erzan, Ak¢ay & Yolalan (2001, 13).



Table 4.5 Purchases of foreign banks by Turkish conglomerates in the 1990s

Foreign Capital Bank National Capital Bank | Conglomerate Year
Kog¢ Amerikan Bank Kogbank Kog 1991
Bank of Bahrain Tasarruf ve Kredi Bank Dogus 1992
Bank of Boston Tiirk Boston Bank™ OYAK 1991
Eurocredit Bank ~ Yurtbank Balkaner 1994
Bangue Indosuez Bank Kapital Ceylan 1995
Osmanl Bank >* Osmanli Bank Dogus 1996
Chemical bank™ Sitebank Surmeli 1996
Saudi American Bank Ulusal Bank Cimgillioglu 1996
Tiirk Sakura Bank™ Fiba Bank Fiba 1999
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Sources: Derived from Akgii¢ (1991, 1992b, 1993, 1994, 1995, 1996, 1997, 1998, 1999,
2000, 2001); ‘Faal Bankalar’, URL:
http://www.tbb.org tr/Tiirkce/diger_bilgiler/faalbankaxls and URL: ‘Kapal:
Bankalar’, http://www.tbb.org tr/Tiirkce/diger_bilgiler/kapalibanka.xls (accessed 25
February 2003).

In addition to the new generation of trade-finance banks and the acquisitions
of foreign banks, the third form of entry for conglomerates into the sector was through
development/investment banking. In the second half of the 1980s, seven
development-investment banks were established and their number reached 12 in 1992
(up from 6 in 1980). This trend was led by state policy, as the government tended to
give new bank licences for investment banking rather than commercial banking,
Yavuz Canevi, the Undersecretary of the Turkish Treasury, explained the reason for
this policy as follows:

% Later Oyakbank.

3! Eurocredit Bank (Euro Credit Tiirk Fransiz Ticaret Bank) was established in 1993.
Seventy percent of its shares belonged to Carmukli Group and 30% to Compaigne Financiere
De Camondo of France. Its name was changed to Yurt Ticaret ve Kredi Bank (Yurtbank) in
1994 and sold to Balkaner Group in 1996.

52 French capital.

%3 Jts name was changed to Sitebank in 1997

5* 1t was renamed Fiba Bank in 2000.
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After overcoming the crisis of Kastelli*® [the bankers’ crisis in the early 1980s], in the
period of 1984-1986, since banking was living its golden years by selling and buying
foreign exchange with a premium of 2-2.5 %... everybody wanted to own their own
banks. In front of the door of the Treasury, tens... of individuals, groups appeared.
We started to worry. Since we had announced that the entry to banking had been
liberalised, how could we give a licence to everyone who had the necessary minimum
capital? We found a tricky way...and we thought that if there were a banking type that
did not sk savings deposits, we could both please these people and we could remove
the closeness of the system simultaneocusly...We were convinced of the idea of
‘investment banking’. We said “everybody who wants to do banking can do it, but we
do not allow deposit banking... If you want to establish an investment bank, you can
do so. We shall see your performance in the market first...and after 2-3 years, you
can apply for the conversion of your banks to deposit banks... (JA¥ 1990, 70-71)

Therefore, the state saw investment banking as a way to reduce the risk of excessive
‘number of deposit taking commercial banks.

7 The WB also played a role in the establishment of these investment banks.
Alkin (2002, 40) notes the credit conditionality by the WB on the reduction of an
excessive number of deposit banks- and the development of investment banking in
Tﬁrkey. Alkin indicates that despite the initial conformation to this ‘suggestion’, when
the incumbent government gave new deposit banking licences in 1991, the WB froze
the release of subsequent credits.

Nevertheless, investment banking had a special attraction for conglomerates.
The established private-invest_ment banks were dominantly either in the form of joint
ventures with foreign banks or in the form of subsidiaries in which the largest

shareholders were foreign banks. This foreign partnership was needed 3% because

35 Cevher Ozden, better known as Kastelli, was a broker whose name' became
synonymous with the Bankers® period of the early 1980s. After positive real interest rates
came into force in the 1980s via the adjustment of nominal interest rates for inflation, despite
- lags, in Turkey there was a rapid expansion in private brokers (“Bankers” as they came to be
called in Turkey) who offered extremely high interest rates in order to fund their lending to
firms which were badly in need of money. As Ekinci (1996, 6) states, while the operations of
private brokers soon turned into a case of Ponzi finance, some banks that marketed their
negotiable certificates of deposits through the brokers were also drawn into the Ponzi scheme.
In this process, some holding companies which had their owm banks such as the Cukurova
Group, and non-banking ones such as Transtiirk Holding, Eczacibagi Holding and Profilo
. Holding, established their own brokerage firms. ‘Within a short time, the nation came to boast
one broker per 45,000 people’ (Ates, Uras & Kaban 1999, 393). For details of the collapse of
the brokerage systemn in 1982 which resulted in thousands of unpaid deposit holders as well as
in bankruptcies of three cooperating banks (Istanbulbank, Hisarbank and Odibank)}, see Ates,
Uras & Kaban (1999, 334-335; 388-394) and 4somedya (2001, 43-46).

56 See the statement by Mehmet Cekinmez, Director of Banking Department of Turkish
Treasury and Foreign Trade Undersecretary in /4 (1990, 77).
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conglomerates’ needs for finance could not be met due to the decreasing subsidised

credits provided by the state.”” Bugra explains this trend as follows:

The growing shortage of public funds used to support the private sector has thus been
instrumental in leading private enterprises to reconsider their financial strategies.
These developments coincided with changes in banking regulations which enabled
banks to deal with foreign currency operations and greatly liberalised the activities of
foreign banks operating in Turkey. In this environment, it became more attractive for
banks to engage in merchant/investment banking rather than remaining in their
traditional general commercial banking activities, often through the formation of joint
ventures with foreign partners. This new orientation was especially attractive for
holding companies because investment banks are not limited by the same regulations
which restrict the amount of credit that a group bank can extend to any single
enterprise on the one hand and to affiliated enterprises within the group on the other.
Moreover, through joint ventures with foreign banks, group banks could raise much-
needed capital resources in an environment in which subsidized credit was becoming
scarce. In the second half of the 1980s, big Turkish enterprises have thus begun to
consider joint ventures with foreign banks as a way of dealing with financial
bottlenecks. (Bugra 1994, 204-205, emphasis added) **

The amendment to the banking laws_9 in 1993 also encouraged the
establishment of investment banks. Firstly, investment and development banks were
allowed to be converted to deposit banks with the permission of the Council of
Ministry. Secondl.y, investment banks gained rising importance in the primary

securities market as this legislative change authorised these banks to deal with

57 The preferential credit system that was used to support prioritised sectors during the
ISI was simplified after 1983. ‘Banks were no longer obliged to lend a certain proportion of
deposits to specific sectors and differential reserve ratios to specific sectors were abolished’
(Degirmen 2003, 51).

‘ The CBT’s rediscount credits were used to support preferential sectors until 1989 by
applying lower rates to the credits extended to these sectors, especially to the exporter or
export-promising sectors. However, the volume of these credits was continuously diminished
throughout the 1980s and the allocation of medium-long term credits used in financing the
industrial sector was ccased in 1989. The new credit policy focused on controlling and
supporting the liquidity need of the banking sector on the basis of short-term credits (for more
details see Ada (1993, 82); I4V (1990, 44-49)). As a result of the cessation of medium-term
industrial credits, the share of commercial credits in the CBT credits to banking increased and
as of November 1999, it approximated almost 100% (Akgii¢ 2000, 27).

*® The developments that generated a potential market for investment banking after
1980 were the following: the deregulation of interest rates and exchange rates; the allowance
for fund raising from abroad, the rise in capital market operations; the establishment of the
Istanbul Stock Exchange; and the easing of foreign entry into the domestic banking sector in
the 1980s (see L4V 1990, 75). Furthermore, expected competition from European companies
in the ongoing process of Turkey acquiring EU membership compelled changes in the capital
structure of Turkish companies either through being quoted on the stock exchange or having a
foreign partner. This has been cited by Mehmet Nazmi Erten as another potential source for
investment banking, in addition to the intensified privatisation attempts in the 1980s (I4V

1990, 84).
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security issues by the corporate sector together with brokerage agencies (Sengiil

(1993, 14). Table 4.6 displays the investment banks established in this process.

Table 4.6 Investment banks established in the second-half of the 1980s

Investment Bank Owner : Year
Tekfen Yatinm ve Finans Bank | Tekfen Group (Turkish capital majority) 1988
Birlesik Yatiim Bank® | Kavala Group (Turkish capital majority) 1989
Tiirk Merchant Bank *' Bankers Trust &Is Bank& Disbank 1988
Yatirim Bank® Foreign capital-owned * 1988
Avrupa Tiirk Yatiim Bank * | Foreign capital-owned 1990

Sources: Developed from 14V (1990, 76); Akgil¢ (1992a, 114).

Owing to eager pressure exerted on the Government and the Treasury by
conglomerates for banking licences, four new deposit and two investment bank
licences were given in 1992 which resulted in the establishment of six new banks
(Alternatifbank, Bank Ekspres, Toprakbax&, Kentbank, Park Yatinm Bank and
Tatbank). Subsequently, around 30 conglomerates made new applications to the
Treasury. However, the bankruptcies of three banks (TYT Bank, Impexbank and
Marmara Bank) during the 1994 crisis created an adverse environment for new bank
allowances by the Treasury. ® |

The full insurance scheme for deposits, which began during this crisis to

prevent a run on banks, discouraged new bank licence to be given by the state.

* Banks Act No. 3182 (25 4.1985) through the Governmental Decree in Force of
Law no. 512 (16.9.1993).

% Jts banking permission was ended in 1999. _

8! The shares of Isbank were purchased by Banker Trust in 1992 and it was renamed
Bankers Trust in 1997. After the purchase of Banker Trust by Deutsche Bank worldwide,
Banker Trust Turkey was renamed Deutsche Bank in 1999 (Finans Diinyas: 2000c, 64)

% It was renamed Taib Yatirim Bank in 1997.
% Ninety-five percent of the bank belonged to Trans Arabian Investment Bank E.C.

% BuroTirk Bank. It was renamed Indosuez Euro Tiirk Merchant Bank in 1995 and
then Credit Agricole Indosuez Tiirk Bank in 2000.

5 The sudden rise in interest rates and the devaluation of Turkish Lira in 1994
affected the whole banking sector, but especially small-to-medium scale banks because of
their high foreign currency open positions. Those banks tended to rely on external resources
rather than domestic funds in the pre-crisis years. The sudden rise in FX prices put those
banks under a high burden in proportion to their foreign currency open positions. In addition,
the run on deposits during the economic turmoil further affected those banks. Therefore, three
banks, namely TYT Bank, Impexbank and Marmara Bank went bankrupt as they could not
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Following the decree of 22 June 1994, previous applications were annulled and
conglomerates that had applied for a banking licence were asked to renew their
applications, but with quadruple the necessary minimum capital for a bank
establishment (Yesiloglu 1996a, 26).

Abram Rutgers, Turkey’s General Director of Holantse Bank Universal,
warned that if permission were granted for new bank licences (which then stood at
23), the sector would be overbanked (Baysal & Ko§: 1993, 116). Turkey’s General
Director of Chase Manhattan, Isak Antika also pointed out that there was an excess
number of banks in corporate banking and branches in retail banking such that a
consolidation of the banking sector would be necessary in time (Kog 1993, 55).

-On the other hand, the Undersecretary Representative of the Treasury and

Foreign Trade, Osman Unsal, explained the stance of the state on new bank

establishments as follows:

At this stage, our preference is to evaluate new bank establishments after sales of the
- state banks which are either currently undergoing a privatisation process or will be
privatised in the future. (Babugc¢u & Kutlay 1993, 10)

Under these circumstances, after 1992, only one bank licence was granted to EGS
Investment Bank of EGS Group in 1995. Table 4.7. displays the banks established in
the early 1990s.

Table 4.7 Banks established in the early 1990s

Bank Founder Year
Alternatiﬂaank Dogan Group 1992
Bank Express 7 Ibrahim Betil : 1992
Toprakbank Toprak Group 1992
Kentbank®™ _ Siizer Group 1992
Park Yatmmim Bank - | Karamehmet Family 11992
Tat Yatrim Bank Tathor Group 1992
"EGS Investment Bank® | EGS Group 11995

Source: Developed from Bilen (2000b, 31).

meet their liabilities (for more details of these bankrupicies see Gl‘indogdu 2000, 53-54;

TGNA 1999, 17), B
% Tts original name was Tirkiye Konut ve Endustri Bank and renamed Kentbank in

1994,
% 1t was converted to a commercial bank in 1996.
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Nevertheless, after overcoming the 1994 financial crisis, in the mid-1990s
many conglomerates sought to have their own banks to profit from the lucrative state
debt finance and to ensure reliable access to financing., As a result, it was predicted
that there were around 70 bank licence applications waiting in the Treasury (Yesiloglu
1996a, 26). However, because of the reluctance of the Treasury to facilitate new bank
establishments, purchases of banks from other conglomerates appeared