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ABSTRACT The macroeconomic and financial stability orientation of AK Party 
governments, with their emphasis on fiscal discipline and the regulato-
ry function of the state in the financial system, has allowed the Turkish 
economy to firmly withstand several internal and external shocks. Never-
theless, low economic growth, as well as high inflation, interest, and un-
employment rates, and an unsustainable current account deficit continue 
to be the main challenges ahead. In the face of these challenges, AK Party 
started to follow a developmentalist discourse. Turkey’s transition to the 
status of a developmental state requires a comprehensive industrial, tech-
nological strategy so that different policy areas are in coordination with 
one another. For this purpose, public organizations need to improve their 
organizational capabilities and their communications with the real sector.

The Political Economy of AK Party 
Rule in Turkey: From a Regulatory  

to a Developmental State?
MUSTAFA YAĞCI*

Introduction

The Turkish economy started to integrate into the international economic 
and financial system in the early 1980s. Following the full capital ac-
count liberalization and currency convertibility decision in 1989, several 

premature and rapid financial liberalization decisions were reflected in a Turk-
ish economy dependent on foreign capital flows, with unsustainable budget 
deficits, and very high public sector borrowing requirements. Combined with 
extraordinarily high inflation and interest rates, lack of proper regulation in 
the financial sector, and instability in the political system, the 1990s and early 
2000s were characterized by economic and financial crises in Turkey. Assuming 
office in late 2002, the AK Party governments have prioritized macroeconomic 
and financial stability with fiscal discipline by assuming a largely regulatory 
function in the financial system, especially the banking sector. Nevertheless, 
regulatory practices in the financial system do not rule out deregulatory prac-
tices in different respects.1 While the IMF program, after the twin economic 
and financial crises in 2000 and 2001, built the foundations of the transforma-

* İstanbul Bilgi 
University, 
Turkey

Insight Turkey 
Vol. 19 / No. 2 / 
2017, pp. 89-113

DOI: 10.25253/99.2017192.06



90 Insight Turkey

MUSTAFA YAĞCIARTICLE

tion of the Turkish economy, it would be an exagger-
ation to argue that the AK Party simply followed the 
IMF program after 2002. Successive AK Party gov-
ernments have transformed the Turkish economy so 
that Turkey is not a crisis-prone country anymore, 
despite significant internal and external shocks to 
the economy. On the other hand, several challenges 
remain to achieve higher income levels for Turkish 
citizens, and to accomplish sustainable economic 
and social development in Turkey.

This paper provides a political economy examina-
tion of the AK Party governments, with a focus 
on the macroeconomic policy framework between 
2002 and late 2016. It outlines how the priorities of 
the AK Party governments have changed from those 
of a regulatory to a more developmental state during 
this period. The paper is organized as follows: the 

first section outlines key developments in the emergence of a regulatory state 
with fiscal discipline in Turkey. The second section underlines the main chal-
lenges ahead for the Turkish economy, and the third section discusses whether 
Turkey is on the verge of becoming a developmental state. The fourth section 
concludes with a discussion. 

The Emergence of a Regulatory State with Fiscal Discipline

The twin crises of 2000 and 2001 constitute a critical juncture for the trans-
formation of the Turkish economy. In order to avoid future bank failures and 
achieve sustainable public finances and single digit inflation rates, the IMF 
program after the twin crises prioritized the regulatory function of the state in 
the financial sector. With this program, Turkey’s Banking Regulation and Su-
pervision Agency (BRSA) became a functional and effective entity, the Central 
Bank of the Republic of Turkey (CBRT) gained legal independence so that the 
central bank could not finance budget deficits, and price stability became the 
primary objective of the central bank. Thus, Turkey’s legal framework ensured 
that BRSA is responsible for banking regulation and supervision, CBRT is 
solely responsible for monetary policy, and the Turkish Treasury is responsible 
for debt management and sovereign borrowing. 

During the early years of AK Party rule, lowering inflation to single digits, 
achieving sustainable public debt, and maintaining a regulatory function in 
the finance sector were the main objectives. With the goal of achieving fiscal 
discipline, the AK Party engaged in fiscal consolidation policies, and there was 

With the help of 
fiscal consolidation, 
reforms in the public 
sector, privatization 
activities, and 
declining inflation 
and interest 
rates, the AK 
Party maintained 
fiscal discipline 
throughout its 
tenure
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a considerable increase in privatization. For instance, while Turkey completed 
the 4.6 billion USD equivalent of privatization between 1985 and 1997, privat-
ization implementations reached 8.2 billion USD in 2005 and 8.1 billion USD 
in 2006.2 Moreover, in 2006 the AK party initiated a social security reform 
in order to meet three objectives: establishing a single social security system 
combining divergent practices in social security rights, equalizing health cov-
erage for every citizen with a general health insurance system, and forming 
an overarching social assistance system which coordinates means-tested social 
assistance for all citizens.3 With these reforms, the average pension contribu-
tion period increased from 7000 to 9000 days, and the minimum official retire-
ment age increased for both males and females. Thus, social security reform 
was a critical step toward achieving sustainable levels of public debt.

With the help of fiscal consolidation, reforms in the public sector, privatization 
activities, and declining inflation and interest rates, the AK Party maintained 
fiscal discipline throughout its tenure. Therefore, public sector borrowing 
requirements (PSBR), interest expenditures by the central government, and 
public sector debt stock declined significantly (Graph 1). In establishing fiscal 
discipline, the leading role of the Turkish Treasury and its coordination with 
CBRT and other regulatory agencies should be underlined.4

Graph 1: Fiscal Discipline in AK Party Governments 

Source: Ministry of Development and Turkish Treasury

With the help of the fiscal space provided by fiscal discipline, AK Party govern-
ments could undertake historical mega projects and use public resources for 
public services. Comparing the Turkish case with other country groups illus-
trates the low rates of government debt achieved in Turkey since 2002 (Graph 
2). It is critical to underline that Turkey maintained fiscal discipline even after 
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the global financial crisis (GFC) when other countries significantly increased 
their debt levels. Turkey is expected to maintain low government debt levels 
until 2021.

Graph 2: General Government Gross Debt 

Source: IMF

In addition to these developments in fiscal policy, Turkey started to improve 
its trading ties with neighboring countries during AK Party rule, and the term 
“trading state” began to be used to explain active Turkish foreign policy.5 By 
improving trading ties with other countries, the share of Turkey’s exports to 
the European Union decreased from 56.3 percent in 2006 to 48 percent in 
2016; for Near and Middle Eastern countries, the share of Turkish exports in-
creased from 13.2 percent in 2006 to 22 percent in 2016; and for North Africa 
and other African countries, Turkey’s share of exports increased from 5.3 per-
cent in 2006 to 8 percent in 2016.6 Furthermore, Turkey has signed free trade 
agreements with approximately 20 countries since 2003.7

In addition to fiscal discipline and active trading activities, other important 
steps in the early years of AK Party governance include the removal of six ze-
ros from the Turkish lira in 2005, and the lowering of inflation to single digits. 
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These steps were critical in improving the credibility of the Turkish lira in in-
ternational markets. Other important developments during AK Party rule were 
to end the IMF program in 2008, and to pay back all debt owed to the IMF 
by 2013. While the AK Party signed a three-year stand-by agreement with the 
IMF in 2005, in 2008 this program was not renewed, and by 2013 Turkey had 
repaid all its debt to the IMF. In total, Turkey has paid off the equivalent of 
a 23.5 billion dollar debt to the IMF since 2002.8 Previous research illustrates 
that the IMF programs and policy conditionality attached to these programs 
weaken state capacity and policy autonomy significantly.9 Thus, ending the IMF 
program in Turkey was an important development in terms of enabling Turkey 
to improve its state capacity and policy autonomy without external interference. 

Fiscal discipline, improving the credibility of the Turkish lira, and the emer-
gence of independent and functional regulatory agencies in the financial sys-
tem have led scholars to assert that Turkey is becoming a regulatory state un-
der AK Party rule.10 Thanks to the strong macroeconomic foundations of the 
Turkish economy and the regulatory state, there was no bank failure or crisis 
in Turkey emanating from the GFC. In addition, the Turkish economy was 
characterized by high economic growth rates until the negative effects of the 
GFC began to be experienced throughout the world beginning from late 2008. 
Correspondingly, under AK Party governments, the Turkish economy suf-
fered an economic slowdown only due to the negative influence of the GFC in 
2009.11 Furthermore, the Turkish economy overcame several internal and ex-
ternal shocks without major economic problems in the aftermath of the GFC.12 

A solar 
power plant 
established by an 
entrepreneur in 
Yarbaşı, a village 
in the Adıyaman 
province of South 
East Turkey, 
will produce 
a thousand 
kilowatts of 
electricity daily.
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Despite these achievements, AK Party officials have started to pursue a more 
developmentalist discourse in the last few years. This is due to the several chal-
lenges that lie ahead for the Turkish economy, such as lower-than-expected 
economic growth, and high unemployment, inflation and interest rates.13 The 
next section outlines these challenges. 

Overall Economy: Gross Domestic Product (GDP) and Manufacturing 
Indicators

After the economic slow-down of 2009, economic growth started to reach low-
er than expected rates in 2012. Since 2010, Turkish economic growth rates 
have remained higher than those of advanced economies but lower than the 
average growth rate of emerging economies (Graph 3). IMF projections expect 
Turkey to grow at the moderate rate of around 3 percent until 2021. 

Graph 3: Real GDP Growth Rates 

Source: IMF

Relatedly, nominal GDP per capita levels have stalled in the last few years 
(Graph 4) and growth in GDP per capita calculated with purchasing power 
parity has started to slow down (Graph 5).14 In order to understand the dy-
namics behind this slowdown, we need to take a closer look at the components 
of the GDP, and the economic activity that generates economic growth. 

When we look at the main components of GDP in Turkey, the share of agri-
culture and industry has declined but the share of services has increased since 
2002 (Graph 6).
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Graph 4: Nominal GDP Per Capita

Source: IMF

Graph 5: GDP Per Capita 

Source: IMF

It is important to highlight that industrial activity constitutes an essential ele-
ment of the economic development of developing countries, and that increase 
in the service sector combined with decrease in industrial output is the basis 
of a crucial problem called “premature deindustrialization,” which means that 
“developing countries are turning into service economies without having gone 
through a proper experience of industrialization.”15 In other words, industrial-
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Graph 6: GDP Components

Source: World Bank

ization activities have an essential role to play in achieving and sustaining high 
economic growth rates for developing countries. Relatedly, manufacturing is 
an essential component of industrialization efforts, and recent studies indicate 
that the contribution of the manufacturing sector to the GDP in terms of value 
added and employment has not decreased since the 1970s.16 In other words, 
manufacturing still matters in achieving development objectives. When we 
look at the Turkish case, we observe that the share of manufacturing within 
the GDP has decreased and the share of high-technology exports within man-
ufactured exports has increased minimally since 2002 (Graph 7).

Graph 7: Manufacturing Trends

Source: World Bank
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In comparison to the World Bank 
statistics, TÜİK (Turkish Statistical 
Institute) also provides data on the 
economic activities that make up 
the total GDP in Turkey. A closer 
look at the TÜİK data on the share 
of economic activities which in to-
tal constitute 60 percent of GDP in 
Turkey reveals that while the share 
of manufacturing, trade, and real 
estate activities remain about the 
same, the share of construction has 
increased and the share of transportation and agriculture has decreased since 
2002 (Graph 8). 

Graph 8: GDP by Economic Activity

Source: TÜİK

An import-substitution-industrialization based, protectionist, inward-look-
ing developmentalist perspective shaped the Turkish economy in 1960s and 
1970s.17 Since the rise of neoliberal policies in 1980s, development objectives 
rely on an export-oriented open economy regime.18 Examining the structur-
al changes in the Turkish economy from a historical perspective, Atiyas and 
Bakış conclude that since the 2000s, the Turkish economy has experienced a 
significant labor productivity increase, accompanied by a shift from the more 
traditional exports of garments and textiles to medium-level technology prod-
ucts for motor vehicles and machinery whereas the share of high technology 
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low compared to counterparts.19 Moreover, the Turkish manufacturing sector 
relies heavily on imported intermediate inputs and raw materials, and indus-
trial production activities are increasingly shifting to sectors which are more 
dependent on imported inputs.20 These findings highlight the importance of 
reexamining industrial and technological policy in Turkey, which have sig-
nificant potential to improve the quality of industrial production and manu-
facturing activities. Currently, Turkey enjoys a middle-income level for GDP 
per capita; the main challenge for Turkey is to avoid the middle-income trap, 
which occurs when a middle-income country fails to move to higher income 
levels after a certain threshold, and gets stuck at the middle-income level for 
a long time.21 One World Bank report indicates that out of 101 middle-in-
come economies in 1960, only 13 escaped the middle-income trap to reach 
high-income status by 2008.22 For Turkey, industrial activity, manufacturing 
and productivity gains constitute one of the major challenges ahead in avoid-
ing the middle-income trap and achieving sustainable economic and social 
development.23

Structural Problems: Current Account Deficit, Tax Policy, Inflation and 
Unemployment

Current Account Deficit
The Turkish economy suffers from the structural problem of current account 
deficit, which constitutes a major obstacle for the future trajectory of the Turk-
ish political economy (Graph 9). Turkey’s chronic current account deficit is 

A graphical 
representation of 

the new Zigana 
Tunnel project, 

under construction 
on the road 

between Trabzon 
and Gümüşhane, 

part of the Silk 
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connecting the 
Eastern Black Sea 

and the Middle 
East.
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a consequence of several factors: chronic trade deficit resulting from the fact 
that most of the Turkish export sector is composed of low-technology prod-
ucts, which are not competitive in international markets; Turkey’s industrial 
production process relies heavily on imported input components; Turkey is an 
energy dependent country and relies on energy imports.24 

Graph 9: Current Account Deficit 

Source: IMF 

The chronic current account deficit makes the Turkish economy dependent 
and vulnerable to short-term capital flows, makes Turkish lira very sensitive to 
the changes in capital inflows and outflows, and constitutes one of the major 
problems in achieving sustainable economic development in Turkey. Not only 
for Turkey, but also for other developing countries, current account deficit con-
stitutes one of the main reasons behind their vulnerability to the short-term 
capital outflows which were the main drivers behind the financial crises.25 The 
Financial Stability Report of the CBRT published in November 2016 indicates 
that the decline in Turkey’s current account deficit has started to pause due 
to geopolitical developments and a decline in tourism revenues.26 The CBRT 
underlines that Turkey can improve its current account balance in the medium 
term by increasing its export volumes, presuming the persistence of moderate 
energy prices.27 

The current account deficit is a structural problem for the Turkish econo-
my which can only be addressed with structural measures and a long-term 
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of the current account deficit can 
be avoided by reducing the im-
port components of domestic pro-
duction, having an internationally 
competitive, high-technology pro-
ducing export industry, reducing 
energy dependence, attracting cap-
ital flows which result in long-term 
investment, employment and tech-

nology development. While some policy incentives have been suggested to in-
crease the low savings ratio in Turkey to tackle the negative effects of the cur-
rent account deficit, it can be argued that without comprehensive tax reforms, 
achieving the desired savings rates would be very troublesome.

Tax Policy
Although the AK Party governments have been successful in terms of ensur-
ing fiscal discipline in the last 15 years, Turkey’s tax policy did not experi-
ence a major overhaul or transformation during this period. Thus, we cannot 
talk about a comprehensive reform that significantly altered the tax collection 
practices in Turkey, in contrast to the reforms in debt management, financial 
regulation and monetary policy. The inability to reform tax collection prac-
tices requires a detailed investigation, but for the purposes of this paper sev-
eral arguments can be made. After the Turkish Treasury was separated from 
the Ministry of Finance in 1983, the Treasury became the central economic 
policy-making entity in Turkey, replacing the central role of the Ministry of 
Finance. Since 1983, the Treasury has been at the center of economic reforms 
in Turkey. Sidelining the Ministry of Finance resulted in institutional and 
organizational rigidity so that proactive, innovative measures for tax reform 
could not be undertaken. In addition, the political nature of tax reforms, the 
difficulty of replacing the old tax regime with a new one, and the possibility 
of unintended, unforeseen negative consequences of a tax regime change can 
be cited as several reasons why there has been no comprehensive tax reform 
in Turkey to date. 

The IMF program after the 2001 crisis included some reforms in the tax system, 
such as the replacement of several taxes by the single, Special Consumption 
Tax, changes in personal and corporate income taxes, organizational chang-
es for tax administration, and the establishment of an independent revenue 
agency that would be responsible for tax collection activities.28 Although the 
AK Party government rejected the proposal for an independent revenue agen-
cy, some of the other proposals were enacted. For instance, corporate income 
tax was reduced to 20 percent as of 2010 compared to 33 percent in 2001, and 
personal income tax was reduced to 35 percent as of 2010 from 40 percent in 
2001.29 However, these tax changes without an extensive tax reform did not 

In the following years, 
policy measures should be 
implemented to reduce the 
size of the shadow economy 
and reform Turkey’s taxation 
practices
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improve the tax collection practices in Turkey. Comparing statistics on taxes in 
Turkey with OECD countries would give us a better understanding of the tax 
collection practices in Turkey (Table 1). 

Table 1: Comparison of Tax Statistics in Turkey and the OECD Area

Source: OECD Tax Database 

Turkey increased the tax to GDP ratio by 12 percent between 1995 and 2014, 
the highest hike among OECD countries. On the other hand, in Turkey tax 
revenue constitutes 30 percent of GDP whereas the OECD average is 34 per-
cent. Moreover, in Turkey tax collection relies heavily on taxes on goods and 
services in the form of indirect taxes; 44 percent of tax revenue come from 
taxes on goods and services, whereas the OECD average is 33 percent as of 
the end of 2014. On the other hand, taxes on personal income constitute 15 
percent of tax revenue for Turkey and the OECD average for this rate is 24 
percent; taxes on corporate income is 6 percent of tax revenue in Turkey and 
the OECD average is about 9 percent, as of the end of 2014. Lastly, as of 2015, 
the tax burden in the share of labor cost for a single person without children is 
38 percent in Turkey and 37 percent for one-earner married couple with two 
children whereas these rates are 36 percent and 27 percent in the OECD area, 
respectively. Related to the tax collection practices is the large share of the 
shadow economy in Turkey. Recent estimates show that the size of the shadow 
economy constitutes about 30 percent of the overall economy in Turkey and 
the OECD average in this respect is about 20 percent.30 The shadow economy 
represents a non-taxable economy, and 30 percent for Turkey is noteworthy. 
Tax policy in Turkey has crucial implications for income inequality, savings 
rates, and social and economic development in general. In the following years, 
policy measures should be implemented to reduce the size of the shadow econ-
omy and reform Turkey’s taxation practices. 

Tax Burden (% Labor Cost, one-earner married couple with  
two children) (2015) 

36.90% 26.70%

Tax Data OECD AverageTurkey

Tax to GDP Ratio Change (1995-2014) 11.98% 0.88%

Total Tax Revenue (% GDP) (2015) 30.00% 34.30%

Taxes on Income and Profits (% GDP) (2015) 6.10% 11.60%

Taxes on Income and Profits (% Total Tax) (2014) 21.10% 33.70%

Taxes on Personal Income (% Total Tax) (2014) 14.70% 24.00%

Taxes on Property (% Total Tax) (2014) 4.90% 5.60%

Taxes on Goods and Services (% Total Tax) (2014) 44.10% 32.60%

Consumption Tax (% Total Tax) (2014) 42.40% 30.50%

Tax on Corporate Income (% Total Tax) (2014) 6.40% 8.80%

Tax Burden (% Labor Cost, single person without children) (2015) 38.30% 35.90%
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Inflation
The CBRT started implicit inflation targeting in 2001, and inflation targeting 
became official in 2006. In addition to the price stability objective, since late 
2010 the CBRT has actively followed a financial stability objective in line with 
the changing central banking paradigm, or the “macroprudential turn” in the 
aftermath of the GFC.31 For financial stability purposes, the CBRT engaged in 
unconventional policy measures such as an asymmetric interest rate corridor 
and a reserve option mechanism.32 With the help of BRSA’s macroprudential 
measures, Turkey could control the rapid credit growth rate resulting from 
the surge of capital flows in the aftermath of the GFC.33 While the CBRT was 
successful in lowering inflation rates to single digits in the early 2000s, recently 
there has been a considerable increase in inflation. Consequently, interest rates 
remain at very high levels compared to world averages. Thus, another chal-
lenge ahead for the Turkish economy is dealing with increasing inflation rates, 
as these rates remain much higher compared to world averages (Graph 10). 

Graph 10: Inflation (Consumer Prices)

Source: IMF 

Unemployment and Human Development
Another important challenge for the Turkish economy is to reduce unemploy-
ment levels. As of the end of 2016, overall unemployment reached 12 percent, 
non-agricultural unemployment increased to 14 percent, and youth unem-
ployment reached a very high level of around 23 percent (Graph 11). These are 
very high numbers for the Turkish economy and that is the main reason be-
hind President Erdoğan’s call for employment mobilization in February 2017.34 
A closer look at the unemployment statistics and their relation to education 
levels indicate that 56 percent of the unemployed in 2014 have only primary 
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education; the second major group is the unemployed with secondary edu-
cation at 23 percent (Graph 12). Another worrying trend is that the share of 
unemployed with postsecondary education has risen rapidly in the last few 
years, reaching 21 percent in 2014. 

Graph 11: Unemployment Statistics (Seasonally Adjusted)

Source: TÜİK 

Graph 12: Education and Unemployment

Source: World Bank 
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university-industry collaborations 
and training the labor force for skill 
development can play important 
roles in addressing these challenges. 

Another area for improvement in 
addressing Turkey’s development 
challenges is that of human de-
velopment. The Human Develop-
ment Index prepared by the Unit-
ed Nations Development Program 

(UNDP) ranks Turkey 71st among 188 countries. Turkey is categorized within 
the “high human development” group of countries, which is one level lower 
than the group of 51 countries which achieve a “very high human develop-
ment” level.35 Recent studies indicate that in Turkey between 2003 and 2008, 
absolute poverty declined rapidly whereas between 2008 and 2012 it decreased 
marginally, and the change in relative poverty was negligible between 2003 and 
2012.36 In terms of income inequality, Turkey has one of the highest levels of 
GINI coefficient among OECD countries; recent studies suggest that while the 
GINI coefficient declined to 0.41 in 2007, since then it has been increasing.37 
Another study finds that with increasing education levels, income inequality 
decreases in Turkey.38 Thus, in considering human development and inequali-
ty in different respects, education policy has an important function in addition 
to economic and social policy. This underlines that in achieving development 
objectives, contributions from different policy areas are essential.

From a Regulatory to a Developmental State?

As articulated in the previous sections, the AK Party has achieved and main-
tained macroeconomic and financial stability during its tenure, and Turkey is 
not a crisis-prone country anymore. Nevertheless, lower than desired econom-
ic growth, high unemployment, inflation and interest rates have led the AK 
Party to pursue a more developmentalist discourse in the last few years. Harsh 
criticisms against the central bank policies and resulting high interest rates,39 a 
strong emphasis on domestic technology development and production in the 
defense40 and automobile industry,41 an ambitious long-term industrial strat-
egy plan,42 several subsidy schemes announced for the private sector,43 strong 
support for President Erdoğan’s call for employment mobilization,44 the recent 
initiatives of establishing a sovereign wealth fund45 and facilitating citizen-
ship for investors,46 are clear indications of the more active developmentalist 
mentality of the present AK Party rule. These initiatives raise the question of 
whether Turkey is becoming a developmental state, and this question requires 
a brief review of the “developmental state” literature.

Turkey can improve 
employment conditions and 
reduce high unemployment 
levels not only with economic 
policy measures and private 
sector activities but also with 
education policies
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Despite significant historical, social, political and institutional divergence 
among the group of developmental states, the key overarching common theme 
that explains their successful economic development experience is achieving 
high levels of industrialization and the state’s strategic role in this process by 
taming domestic and international market forces for national ends.47 Thus, the 
key for becoming a developmental state is “to find the appropriate mixture of 
market orientation and government intervention consistent with rapid and effi-
cient industrialization.”48 Despite significant differences in terms of the relation-
ship between the public sector and the private sector, one commonality in de-
velopmental states is that there are key public entities, or “pilot agencies” which 
are responsible for the design of the industrial strategy. In Japan, the Ministry of 
International Trade and Industry (MITI), in South Korea, the Economic Plan-
ning Board (EPB), and in Taiwan, the Industrial Development Bureau (IDB) 
and Economic Planning Council (EPC) have been such pilot agencies with 
critical importance to industrial and technological strategy in developmental 
states. This demonstrates that improving organizational capabilities in critical 
public entities is essential for achieving industrial and technological objectives. 

Wade asserts the importance of coordination mechanisms in the emergence 
of developmental states and highlights that in many countries different mech-
anisms with divergent features have been established to achieve pro-develop-
ment goals. Despite the differences in institutional frameworks for coordina-
tion, Wade underlines that these coordination mechanisms should meet four 
conditions in order to accomplish the developmental goals: public and private 
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extradition vessel 
to be built by the 
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April 22, 2017.
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sector should be represented in a 
balance; public officials should have 
a pro-development mindset with an 
active public-service orientation; 
bifurcated political and economic 
administrative frameworks should 
be created by the state so that po-
litical patronage can be provided 

through political channels without losing economic efficiency; state officials 
involved in close relations with the private sector should not have large pub-
lic resources under their control, and these resources should be in control of 
a separate entity.49 Naturally this is not an easy task and there will be many 
obstacles to establishing such well-functioning, efficient coordination mecha-
nisms among public organizations and between the public and private sector. 
Nevertheless, public officials should have the long-term vision to work towards 
this end. This mindset is well articulated in a quotation from Goethe displayed 
in the elevator of Taiwan’s IDB: “The most important thing in life is to have a 
goal, and the determination to achieve it.”50

For Turkey to achieve the status of a developmental state, industrialization 
should be prioritized as a key economic policy objective, investment and cap-
ital flows should be directed to industrial manufacturing activities which will 
enhance technological development, export competitiveness in tradable goods 
and employment conditions. Here it is critical to underline that industrial-
ization objectives can only be achieved by maintaining macroeconomic and 
financial stability, not without them. Therefore, a strong and resilient Turkish 
economy provides a good basis for industrialization efforts in avoiding the 
middle-income trap. Turkey can avoid the middle-income trap only by means 
of a targeted industrial policy in strategically important industrial sectors, 
with the overarching goal of diversifying and upgrading the export compo-
sition of the economy and improving the domestic value added.51 Moreover, 
public entities responsible for industrial and technological strategy should 
improve their organizational capabilities so that they will be able to play a 
proactive role in policy formulation, implementation, and evaluation. These 
entities should also improve their communications with the private sector, 
especially the real sector. In Turkey, different entities are responsible for dif-
ferent economic activities. For instance, the Ministry of Economy is responsi-
ble for foreign trade, the Ministry of Development is responsible for guiding 
and coordinating Turkey’s macro development objectives, and the Ministry of 
Science, Industry, and Technology is responsible for industrial policies. For 
Turkey to realize its industrialization objectives with a comprehensive indus-
trial and technological strategy, close coordination and cooperation mech-
anisms between not only these entities but other public organizations such 
as the Treasury, and the ministries of Finance, Education, Energy and Food, 

For Turkey to achieve the status 
of a developmental state, 
industrialization should be 
prioritized as a key economic 
policy objective
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Graph 13: Research and Development Expenditure

Source: World Bank

Graph 14: Number of Researchers per 1000 Employed

Source: OECD

Agriculture and Livestock need to be established. Turkey’s industrialization 
objectives can only be achieved with contributions from different policy areas. 
A “pilot agency” can be established for these purposes.52 

Another line of research that investigates the role of the state in achieving eco-
nomic development objectives is the emerging “innovation policy” or “entre-
preneurial state” literature which underlines that states have important roles to 
play in facilitating innovations in different industries.53 Innovation policies are 
distinguished between mission-oriented, invention-oriented and system-ori-
ented, such that by utilizing different instruments such as fiscal incentives, 
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direct support, training and tech-
nical assistance, states can promote 
innovative practices in different 
industrial sectors.54 Therefore, gov-
ernments can take active roles not 
just in fixing market failures but 
also in creating new markets. In 
this respect, government expendi-
tures on research and development 
is an important metric. Graph 13 
illustrates that compared to OECD 
and EU member countries, Turkey 

lags behind in terms of share of government expenditure on research and de-
velopment in GDP. Moreover, Turkey has a very low number of researchers per 
1,000 employed, compared to OECD and EU countries (Graph 14). 

The initiatives of YÖK (Council of Higher Education) and TÜBİTAK (The 
Scientific and Technological Research Council of Turkey) in supporting PhD 
students in different areas is an important step in the right direction for im-
proving research and development activities in Turkey. Nevertheless, just 
increasing the number of people with PhDs and researchers addresses only 
one aspect of Turkey’s research and development gap. A second and possibly 
more important aspect of supporting researchers would be to provide favor-
able employment conditions in public or private organizations where they can 
carry out high-quality research. Thus, universities, as well as public and pri-
vate entities should be given incentives to employ researchers. Furthermore, 
research outputs should be screened regularly by public authorities to make 
these incentives meaningful. Public and private organizations which provide a 
research-friendly environment to their researchers have very important roles 
to play in closing Turkey’s research and development gap, and the state can 
play an active role by providing a research friendly institutional framework 
for employers. Notwithstanding the importance of incentive schemes, the use 
of public resources for developmental goals and innovation policies should 
not come at the expense of broader public benefits. In other words, public re-
sources should be utilized so that rent-seeking is avoided, incentives are given 
and evaluated per pre-determined criteria, public resources are used for public 
purposes and rewards from innovative practices emanating from public re-
sources are shared with the overall society. 

Discussion and Conclusion

This article provides a political economy examination of the AK Party rule in 
Turkey with a focus on the macroeconomic policy framework. In doing so, 

It is essential that different 
policy areas such as industrial, 
trade, fiscal, monetary, 
education, and agriculture work 
in tandem for these objectives 
by creating a culture of 
coordination and cooperation 
in public administration
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this paper articulates that, thanks to the proper regulation and supervision 
of the financial sector combined with fiscal discipline, Turkey is no longer a 
crisis-prone country. However, there are challenges ahead for avoiding the 
middle-income trap and reaching sustainable long-term economic and social 
development objectives. Lower than desired economic growth rates, high un-
employment, inflation, interest rates, structural deficiency in terms of current 
account deficit and the lack of a comprehensive, long-term industrial and tech-
nological strategy emerge as the leading challenges for the Turkish economy.

While the AK Party has revealed that their priorities are evolving to a more 
developmentalist orientation in the last few years, it is too early to conclude 
that Turkey is becoming a developmental state. This article argues that to be-
come a developmental state, Turkey should prioritize achieving higher lev-
els of industrialization, and incentives should be given to investments in the 
manufacturing sector that will improve the export competitiveness of tradable 
goods in strategically important industrial sectors which will create favorable 
employment conditions for job seekers. This requires a long-term, compre-
hensive industrial strategy with contributions from public organizations, the 
real sector, the financial sector, universities and non-governmental organiza-
tions. It is essential that different policy areas such as industrial, trade, fiscal, 
monetary, education, and agriculture work in tandem for these objectives by 
creating a culture of coordination and cooperation in public administration. 
The public sector by itself cannot achieve the desired industrial outcomes. 
Thus, communications with the real sector, the financial sector, universities, 
and non-governmental organizations need to be improved. With the latest ref-
erendum results and the shift to a presidential system starting in 2019, how the 
new system will alter the dynamics of achieving development objectives will 
provide rich ground for future research.

This study is mainly concerned with the domestic dynamics behind the emer-
gence of a developmental state but the influence of the international economic 
and financial system on Turkish development prospects should not be neglect-
ed. Turkey was subject to the significant influence of Washington Consensus 
policies in the 1980s and 1990s, and Post-Washington consensus policies since 
the early 2000s. With the evolving international development dynamics, the 
Turkish economy can take advantage of the emerging Beijing Consensus55 by 
improving its infrastructure and taking part in the ambitious Chinese initia-
tive of “One Belt One Road.” In addition, Turkey should seek to improve its 
domestic technology capability in different sectors by facilitating technology 
transfer from foreign investments. This would require authorities to find inno-
vative means for facilitating technology transfer to Turkish companies. There 
is no single recipe for achieving these objectives in different contexts. There-
fore, learning from other country experiences and translating these lessons to 
the Turkish context in consideration of social, economic, and political con-
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ditions, being flexible in policy formulation and implementation, objectively 
evaluating policies through time and an overall “learning by doing” strategy 
would provide the key leads along this long and laborious road.

In Turkey’s quest to achieve economic and social development objectives, re-
searchers have a very important role to play. As Minsky rightly advocated three 
decades ago, we must go beyond fiscal and monetary policy measures in ad-
dressing development challenges.56 That is why researchers should pay more 
attention to the diverse set of policy areas such as industrial, innovation, ed-
ucation, energy, trade and agriculture, to name a few. In doing so, researchers 
should seek to provide policy implications of their research so that policy de-
sign and evaluation principles can be improved in diverse areas. More specifi-
cally, researchers should move beyond questions of what to do, to how to do it: 

“Few will argue that full employment, stable prices, and the elimination of 
poverty are desirable; the difficulty is finding a way to attain these and other 
equally admirable goals. The time when promises without effective programs 
will do is past: We must go beyond ‘what’ to ‘how.’”57 

I believe that policy recommendations on “how” questions can best be reached 
by studying distinct policy areas in different country experiences with a de-
tailed case study orientation. Therefore, universities with research orientation 
and researchers with policy orientation have much to offer to Turkey’s devel-
opment challenges in the coming years. 
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To overcome the crisis in Turkish parliamentarianism, constitutional 

transformation of the political system has been discussed in Turkish 

political life for more than forty years. Since the 1970s, rightist political 

parties and actors have voiced a demand for a change in the political 

system and the government model in general, and the elimination of the 

pro-tutelary parliament and weak coalition governments in particular.

In the aftermath of the failed coup attempt by the Fetullah Gulen Terror 

Organization (FETÖ) on July 15, 2016, restructuring the state has become 

inevitable and urgent. Yet, as clearly seen, the state can fight against im-

plicit and explicit threats both from inside and outside only by adopting 

a government model based on a strong and stable leadership.
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Turkey’s new policy in defense and aviation technologies, which has 
received concerted attention since the start of the millennium, is no 
longer based on only foreign direct procurement of weapons via im-
port. The strategic target of this new orientation is, by virtue of local 
production, to prioritize technology transfer, have a greater share of 
the global market through export, and meet current and future do-
mestic defense needs, therefore, to implement a defense policy which 
will in itself contribute to the development of the country. In the last 
decade critical projects have been initiated and developed through 
national R&D in order to increase the country’s competitiveness in the 
world defense market and to reduce dependency on external sources 
in the procurement of high-tech products and services.

Read 
Online


