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Economic policies and economic moves in the first years
of the Turkish Republic (1923-1950)

Abstract

In this thesis, the economic policies of the Turkish republic between 1923 and 1950 will
be examined. The year 1923, the beginning year of the period in which the thesis is the
subject, coincides with the collapse of the 624-year-old Ottoman Empire and the founding
of the Turkish Republic. In this context, the socio-economic infrastructure from the Ottoman

period will also be mentioned.

Different indicators such as foreign trade balances, GDP, banking data, developments in
infrastructure and transportation, export and import rates have been examined and some
conclusions have been reached by comparing some of them with each other. After the
Ottoman period, it was seen that efforts were made for a great change and economic

development in the Turkish Republic.

Keywords: Turkey, Development, Economy, Transportation, Education, Foreign Trade,
Statism, Atatiirk, Ottoman Empire



Hospodarska politika a hospodarské pohyby v prvnich
letech Turecké republiky (1923-1950)

Abstrakt

V této praci bude zkoumana hospodarska politika Turecké republiky v letech 1923
az 1950. Rok 1923, pocatecni rok obdobi, ve kterém je prace pfedmétem, se shoduje s
rozpadem 624 let star¢ Osmanské fiSe a zaloZenim Turecké republiky. V této souvislosti

bude zminéna i socioekonomicka infrastruktura z osmanského obdobi.

Byly zkoumany rtizné ukazatele, jako jsou bilance zahrani¢niho obchodu, HDP,
bankovni Udaje, vyvoj infrastruktury a dopravy, miry vyvozu a dovozu a vzajemnym
srovnanim nékterych z nich bylo dosazeno urcitych zavéri. Po osmanském obdobi bylo

vidét, ze bylo vynalozeno usili o velkou zménu a hospodarsky rozvoj v Turecké republice.

Kli¢ova slova: Turecko,Rozvoj,Ekonomika,Doprava,Vzdélavani Zahrani¢ni obchod,

Statismus,Atatlirk Osmanska fise
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1. Introduction

In this thesis, the economic policies of the newly established Republic of Turkey during
the Atatirk period and recent economical history after Atatlrk period were discussed and its
results in the economy were examined. It is necessary to evaluate the economic structure of
a country in the historical process. In order to determine the factors affecting the
development in the country and to understand the change it has undergone over time, it
should be determined at what stage the economy is at the beginning. For this reason, it is
essential to know the current economic conditions in the transition to the Republican regime
and what kind of economic legacy was inherited. Considering that “there will be no political
independence without economic independence”, which forms the basis of Atatirk's
understanding of the national economy, economic development and progress have been
given great importance. The economic policies determined between 1923-1938 were
implemented partly by adopting a liberal and partly protective and statist (State intervention
in the economy, partially) or completely structured (Songir,2019). Within the scope of the
study, the factors and consequences that led Turkey to such a policy change will be examined
in detail.
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2. Objectives and Methodolog

2.1. Objectives

There are several reasons that prompted me to write this thesis. First of all desire to
convey Turkish economic policies between 1923-1950 using different elements and
indicators. Secondly, the purpose of this thesis is also to explain the result of endless wars
of the Ottoman Empire, its inability to keep up with the times and its economic collapse, to
explain the moves that the Republic of Turkey took in order to adapt new post-ottoman era
under the leadership of Atatlirk, and finally to show how the course has changed by showing
the economic developments in the Post-Atatlrk period. It is aimed to reflect in which areas
and with which steps these developments are wanted to be created. The period in which the
thesis is the subject is more than 100 years old when the last period of the Ottoman Empire
is taken into consideration. As it would not be correct to present pure economic data with
definite results about such an old period, the number of institutions and organizations
examining economic indicators is quite limited due to the conditions of the country and the
period. In this context, this thesis is designed as a thesis that includes many socio-economic,
economic and social indicators and makes the most accurate inferences possible. In other
words, the main purpose of the thesis is to evaluate the economic performance of Turkey in
1923-1950.

2.2.  Methodology

Many different areas will be covered in this thesis. This thesis will be about from
education to mining, from transportation to health and many other areas in economy. In
addition, after 1923 and after 1938 will be mentioned and by presenting data in different
areas of the economy in different year by year with various tables, some inferences will be
made. It is aimed to see the developments or changes in the economy with a collective
understanding. In addition to all said above, the author does also focuses on computing
correlation coefficients between the change in the analyzed indicators and also computes

chain indices according to years.

The main approach to data collection is focused on the extraction of secondary data from

historical books, relevant articles and reports.
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Correlation coefficient is computed as follows:

i - X)(Yi - Y)
" TS - X2 ni—1)?

Chain base index is calculated as follows:

New value

Chain base index = (m

—1) * 100

The main approach to data collection is focused on the extraction of secondary data from
historical books, relevant articles and reports.
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3. Literature Review

The reasons of rapid development of industrialization in Europe and America and the
inability of the Ottoman state to develop, the incessant wars, the fact that most of the
population is under arms and the lack of qualified workforce, lack of facilities, borrowing
(Kalabak, A.Y 2014). Such issues are among the topics that should be underlined in the
Ottoman period. These mentioned issues can be described as the main reasons for the
economic difficulties experienced in the last period of the Ottoman state. This foreign
borrowing was the declaration of the Ottoman state in 1875 that it could not pay its debts
and in 1881 with the establishment called Diyun-u Umumiye (Ottoman institution that
ensured the direct transfer of collected taxes to debts). It resulted in the financial
administration of the Ottoman State by foreign countries. The purpose of this organization
was to transfer the collected taxes directly to the borrowed states. In this period, foreign
investments made in the country were mostly made in transportation networks such as ports
and railways. The aim is to facilitate the purchase of raw materials from the Ottoman state
and to provide military equipment transportation. The agreement that prepared the
infrastructure of this situation is the Baltaliman1 Trade Agreement signed with England at
1838. With this agreement, economic concessions were given to British Empire. The
Ottoman state abolished the restrictions on the purchase and sale of certain goods against
foreign merchants. Thus, foreign traders entered the Ottoman lands and took part in domestic
trade like Ottoman traders, easily exporting raw materials to Europe and bringing and selling

processed materials.

These concessions made put the Ottoman state under pressure, which could not produce
anyway and whose industry was in a very insufficient condition. In this period, the Ottoman
state did not have a capital more than small workshops and a few factories. The agricultural
sector, which is the best and the locomotive part of the economy was only partially sufficient
for the domestic market due to reasons such as tithe tax (The tax levied at the rate of 10-15%
from the income of the farmer, as the main source of income of the state is agriculture) and
difficulties in exports. In addition, as mentioned before, the lack of qualified and unqualified
labor force, and the lack of sufficient number of facilities. In such a bad situation, the
Ottoman State took its place in the ranks of the alliance states in the first world war and as a

result came to the point of collapse. Under these conditions, a series of wars called the War
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of Independence, led by M. Kemal Ataturk, was won and a new country was established at
the end of this struggle.

3.1 Beginning of The Single-Party Period

The first period of the republican party was a period of great social changes. In addition,
many economic and legal changes took place. In fact, these changes form the basis of many
building blocks in today's Turkey even or so it was until very recently. The programs of the
governments established in the single-party period were examined in two parts, the liberal
period (between 1923-1930) and the statist period (The period when the state intervened in
the economy between 1931-1946) (Ulken, 1986). Within the framework of the economic
policies implemented (Ozdogan F,Develi A 2020) .

There are two important reasons for the end of the liberal period between 1923 and
1930 and the beginning of the statist period. The first is the world economic depression that
occurred in 1929 and was felt almost everywhere in the world. Another situation affecting
the transition process is the expiry of the validity period of the provision on customs tax
limitations brought by the Lausanne Treaty. With the removal of these restrictions on the
customs regime, the ground was prepared for the implementation of interventionist and
protective economic policies as a solution to the difficult conditions of the economic crisis
that surrounded the whole world (Cavdar, 1992).

At the 3rd congress of the Republican People's Party, the principle of statism was
officially recorded in the party charter. Since it is mentioned about the single-party period,
it was also included in the government plan. It is after 1930 that the idea of statism was
adopted and included in the programs of governments and in the programs of the Republician
People’s Party. The idea of "moderate statism", first mentioned by Ismet Indnii at the
opening of Sivas (City of Turkey located on middle-east region) railways in 1930. After that
was gradually reflected in all economic policies. After this period, the main supporter and
source of the industrialization goal has been statist economic policies. The most basic goal
of the executive staff is as much as possible industrialization and therefore economic
development. Since it was understood that the growth could not be achieved with liberal
policies, due to the fact that there was almost no wealthy parties such as the capitalist class

and the country was in a state of exhaustion due to the incessant wars for years, the transition
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to statist policies was seen as a necessity and efforts were made to achieve the targeted rapid
growth.

3.2 How Was Education Financed During the Ottoman Period?

It is difficult to talk about the quality of decision makers in the economy in countries
where education standards do not exist. In Ottoman Empite there were simply two different
types of schools . Sibyan schools and madrasahs. Sibyan schools (primary schools) are the
name given to primary schools in the Ottoman state. Primary schools were financed by
wealthy benefactors and run by foundations. Madrasahs were created by the state and civil
servants, clergy and lawyers were trained. Medrese education is an elite education that
conveys the knowledge, values and norms necessary for the functions that the ilmiye class,
which is working in important positions of the central government, will assume as religious
officials, judicial bodies and professors and government officials. Sibyan schools are the
basic institutions where children are given primary education. Some of the primary schools
were built through foundations and financed by philanthropy. Some of them were established
by the cooperation of the people, and the general expenses of the school, such as heating and

repair, especially the teacher's fee, were covered by thelocals (Kaya, 1984).

3.3 Republican Period Education Expenditures

When looking at the financing problem of education in the Republican Period in terms
of the size of education expenditures and the ratio of these amounts to the budget; The
expenditures of the Ministry of National Education, which was 390,412 TL in 1921, were
realized as 101,995,000 TL in 1946. While the share allocated to education in the budget
was 0.7% in 1921, it was 2.9% in 1923, it remained around 4% in the following years, and
increased significantly since 1943, reaching 5% in 1943 and 10% in 1946 (Karakuttk,2001).
Based on these data, it is seen that more and more importance is given to education, which

is one of the socio-economic indicators in the republican period.

3.4 Transition to The National Economy by The Izmir Economics
Congress.

At the end of the series of wars that the Ankara government waged with the Greek forces,

the Ankara government was the winner. As a result of these wars, the Mudanya Armistice
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was signed between Greece and the Ankara government. After this agreement, the allied
states called the Ankara government to Lausanne. No solution could be found regarding the
abolition of the caputulations or the problem between Istanbul and Mosul and peace talks
suspended . In the meantime, the first economic congress in the history of Turkey was held
in Izmir by the ministry of economy. There are two main purposes for the congress; The first
of these is to identify the problems of all economic sectors and to ensure their integration
with the political administration. And the other is to explain the policies to be followed in

the future to foreign capital circles (Kepenek and Yentirk, 1994).

3.5 Lausanne and Its Importance

The general meeting of the Lausanne conference was held on 21 November 1922. Ismet
Pasha represented the Turkish state (the second president of Turkey in the following years
and he is a former-general of Ottoman Empire). Trabzon Deputy Hasan Bey and Sinop
Deputy Riza Nur Bey formed the delegates committee headed by Ismet Pasha (Atatiirk,
2006).

Turkey was officially recognized with the Lausanne Peace Treaty. But this was not
easy, it took place after a long process and a lot of difficulties. Victory did not immediately
improve relations between Turkey and the opposing states. There were many issues that
needed to be resolved, for example, how the debts of the Ottoman state would be shared
among the Post-Ottoman states. The main reasons for this situation are; It is the feeling of
distrust between the two parties and the issues that have not been resolved in the treaties and
the crises that arise in the resolution of other issues. All of these have been an element of
difficulty between the two sides and it took time to establish normal relations (Armaoglu,

2002).

The main topics discussed in Lausanne were; abolition of capitulations and privileges
given to foreigners, debts from the Ottoman Empire, customs regulations, war reparations,
Turkish-Greek population problem, Mosul problem (It is important because Mosul has oil
reserves) and borders. The most difficult arrangement is the takeover of most of the Ottoman
debts by Turkey. According to the Lausanne Peace Treaty, forty percent of Ottoman debts
fell to Turkey and in addition Duyun-u Umumiye administration lost its authority to control
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revenues. (Dikmen,2005). The debts of the Ottoman state were divided among the post-
Ottoman states that gained independence based on the borders before the war.

Table 1 Debt Amount in Currency Unit (TL)

Countries Debt Amount
Turkey 84 597 495
Italy 243 200
Albania 1633233
Bulgaria 1776 354
Greece 11 054 534
Yugoslavia 5435 597
Syria-Lebonan 11 108 858
Palastine 3284429
Jordan 733 610

Iraq 6772142
Emirate of Najd 129 150

Hijaz 1499 518
Emirate of Asir 26 138
Omman 1182104
Maar 128 728
TOTAL 129 605 090 (Controversial)

Source: According to the provisions of the Lausanne Peace Treaty, 13.06 1928 agreement

made in Paris.

The total debt was 129.6 million liras (Table 1) at the date of entry into force of the
Treaty of Lausanne (Kepenek and Yentlrk, 1994). However, approximately 85 million of
the debt was left to Turkey, and 2/3 of the total debt was loaded to the country. Annual debt

payments are around 6 million liras and were delayed until 1929 (Boratav, 2015).

3.6 1923 -1930s Establishment Economy

The first seven years of the Turkish economy were shaped in line with the decisions
taken at the Izmir Congress. However, the economic progress of the state is seen as liberal
policies, that is, putting the weight of the private enterprises on the market. Nevertheless,
this did not mean that the state did not participate in economic life at all. The state intervened
in areas where the private sector was insufficient because the private sector in Turkey was
very weak in those years. The state would step in in areas where the private sector could not

afford or find it profitable and refrain from investing. This policy, which is aimed to be
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followed, can be called a private sector-based mixed economic development policy (Sahin,
2002).

After this period, a statist economy was adopted and one of the main reasons for this
situation is the developments in the World. The state's non-intervention in the economy,
which is what the classical economic view advocated, could not cure the world economic
crisis that took place in 1929. That emerged in this period, and Keynes, the solution genius
of the crisis, showed that the state's intervention in the economy was a must and demand
should be increased. The failure of liberal economic policies implemented between 1923-29
and the period of the statist policies of the Soviet Union in the same period led the Republic
of Turkey to implement statist policies.

3.7 The Status of Cooperatives Atattirk’s Period

Cooperatives are important in terms of organizing a professional group. In the first years
of the republic, the importance of cooperatives increased. They were subject to many new
legal regulations and were able to establish themselves legally. In 1924, the law on
agricultural unions was enacted. Ankara Civil Servants Consumption Cooperative was
established with a law no. 586 dated March 24, 1925. The year 1935 is an important year for
cooperatives in terms of the entry into force of two laws. The ’Agricultural Sales
Cooperatives and Unions Law’’ No. 2834 and the “’Agricultural Credit Cooperatives Law”’
No. 2836, in 1935 with Atatlirk's directives. Hundreds of cooperatives have been established
(Malayim, 1998)

3.8 Banking in The Early Years of The Republic

The economic crisis that started to be experienced in foreign countries since the second
half of the 1920s affected the banking system based on export and import activities. During
the depression years, the high import demand against the decline in foreign commercial
loans, which played an important role in the financing of foreign trade, increased the prices
of bank loans and profit rates, which were already high . This situation also affected the
importing companies selling goods to the interior regions, and the unpaid loans caused by
the losses caused the banks to act more cautiously in lending. Therefore, there was a
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contraction in the credit market, which also led to the inability to meet the money and credit
demand of the domestic market. The year 1927 was entered with a great shortage of money,
and internal and external resources were very insufficient to meet the increasing demand for
money, especially in the export season. Thereupon, many local banks with small capitals
were established after 1927 in order to overcome the shortage in the markets and to meet the
need for credit. On the other hand, the shrinkage of agricultural production volume due to
weather conditions made local Anatolian banks with small capital more functional for

financing.

Figure 1 Existing National Banks in Turkey in 1931
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Nesriyati, Say121, 1932, 5.273.

3.9 First Five-Year Industry Plan

The increasing effect of the 1929 world economic crisis on Turkey shook the belief in
the market economy and made state intervention necessary and a plan has been made in this

direction. Atatlrk's emphasis that political independence cannot be maintained without
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"economic independence™ basically, it is possible to say that some features of the economy
have socialist conditions. Emphasis is placed on the use of domestic resources. The leaders
of the state, management staff and investments have progressed in this direction and this has
been accepted as a policy. The statist policies, which have been implemented since the
1930s, begin with the economic policies task prepared for the Ali Economics Council in
1929. The studies started under the chairmanship of the deputy responsible for the economy
of the period were transferred to the Ministry of Economy. and a "Report on Our Economic
Situation™, which mainly includes the textile, paper and iron-steel sectors, is written. After
the 1929 Depression, there are planning experiences that necessitate state intervention
throughout the world economy. The Soviet Union, which was less affected by the crisis in
this process, draws attention with its successful planning. When it was decided to implement
the planned industrialization approach in Turkey, the opinions of Soviet experts were

consulted.

The Soviet delegation, mainly consisting of academicians, came to Turkey in 1932 and
conducted studies on different industrial sectors in various provinces. As a result of all these
investigations, Soviet experts, who wrote a report titled "Cotton, Linen, Hemp, Chemistry,
Iron Industry in Turkey", propose a series of industrial projects to Turkey. The Turkish
government is not content with only Soviet experts, it is agreed with a New York-based
company to conduct an economic investigation of Turkey, and the opinion of US experts is
sought. The US experts who came to Turkey in June 1933 completed their comprehensive
reports only in May 1934. Studies on the reports prepared by Soviet and US experts, and the
reports themselves, form an accumulation in the process of forming the idea of statism and
plan. In 1933, the ministry of economy presents the document titled "Reports on Industrial
Installations and Operations and Additions to the Ministry of Health" to the government.
This document, which will later be referred to as the First Five-Year Industrial Plan, includes
two separate reports, one on industrial installation and operations and the other on the
ministry of economy, in addition to the information on the factories to be established. The
First Five-Year Industry Plan, which was prepared in 1932 and was approved on January 9,
1934 and entered into force on April 17, 1934 (Oztiirk, 1987).
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3.10 Seconth Five-Year Industry Plan

With the second five-year industry plan that started in 1934 the following factories (table 2)

were planned to established.

Table 2 Factories planned to be opened in the second 5-year industy plan

1. Bakirkoy Cloth Factory on 13 August 1934. ‘

. Isparta Rose Oil Factory on May 1935.

. Kegiborlu Sulfur Factory on 25 August 1935.

. Kayseri Weaving Factory on 16 September 1935.

. Pasabahge Bottle and Glass Factory on 29 November 1935.
. izmit Paper Factory on 6 November 1936.

. Eregli Cloth Factory on 4 April 1937.

. Nazilli Basma Factory on 9 October 1937.

. Gemlik Sungipek Factory on 1 February 1938.

10. Bursa Merino Factory on 2 February 1938.

11. Malatya Fabric Factory and Yarn Factory on 14 December 1939.
12. Karabiik Iron and Steel Factory in 1939.

2
3
4
5
6
7
8
9

Resource: T.R. Prime Ministry State Planning Organization

Considering that there were almost no factories before, it can be said that great gains
could be achieved with the Seconth five-year development plan. It is seen that the
implementation of the second five-year development plan before the end of the first five-

year development plan is quite effective in this sense

Deputy Ministe of Economy Celal Bayar started to work with the expert committee of
the Ministry of Economy to make preparations for the Seconth five years industry plan. An
“Industry Congress” was held in Ankara on 20-24 January 1936 with a delegation headed
by the Deputy Minister of Economics Celal Bayar, representatives of all other deputies,
delegates of the General Staff, representatives of national banks, experts and well-known

personalities to work on the plan, gathered.

With the outbreak of the second world war, the budget was reserved for defense and
this plan did not materialize, but it was an important planning for the following years.
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3.11 Abollition of the Tithe

Tithe tax's place in the Ottoman state treasury is important. It corresponds to 10% of
agricultural production. Until 1925, there was a profession called "multezim”, and rented
certain lands on behalf of the state. This tax (Asar tax in Turkish. The tax that collected from
farmer’s production) given by the villagers engaged in agriculture constituted 22% of the
budget. And as it was mentioned, most of the tax collected was confiscated because the state
did not collect it directly, but through people called miltezim. In the first years of the
republic, it was abolished due to reasons such as the contradiction of this situation with the
principles of the republic, putting the farmers in a difficult situation and the desire of the
republican control to follow a new path. This is the state that chooses authoritarianism as a
type of understanding and uses its political sanctions to dominate the market, changing this

view and emphasizing a relationship from scratch (Keyder, 1982).

The abolition of the tithe was carried out on February 17, 1925, and incentives were
introduced to agricultural producers, resulting in an increase in the consumption of
agricultural products, but this created a noticeable gap in the economy. In order to close this
gap, it was decided to charge a tax of 8% or 10% from the market price of commercial
products (Dinler, 1993). In addition, indirect taxes were levied on the amounts of agricultural
products placed on the market by sea and rail. In addition to this, the steps taken to close the

budget deficits were continued by increasing the road and income tax.

3.12 Encouragement Industry Law

Encouragement Industry Law was last enacted in 1913 during the time of the
Committee of Union and Progress. It remained in until 1942, the purpose of this law is to
support private enterprises. Lease of state-owned land without charge includes tax and
customs exemptions. With the proclamation of the Republic, this law was revised and
expanded, because the staanted to develop the private sector and implement liberal policies.
The most important law concerning the industrial financing of the period was the

Encouragement Industry Law dated 28 May 1927. This law provided extensive and generous
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exemptions, concessions and incentives to industrial investments and industrial enterprises
(Boratav, 2015).

The incentives and exceptions provided for industrial establishments are as follows:

» The government provides the necessary connections for communication and the engine

power to be used in the law

* The transportation of vehicles and equipment to be imported at the establishment stage of

the enterprise with a 30% discount on railways and seaways
* The state in the sale of 10% of the annual production.

« Obligation to purchase domestically if the prices of public institutions and organizations
are not more than 10% of the prices of their foreign counterparts and if the quality is

sufficient.

* Selling public products to these enterprises at a discount (Cavdar, 1992). Emphasis was
placed on the use of large and modern techniques by industrial establishments that benefit
from this law scope. The number of industrial establishments benefited from within the
scope of this law increased and reached the highest level in 1932 and 1473 industrial

establishments benefited from the incentives (Sahin, 2002).

In 1927, the Ali iktisat Council, whose honorary president was the prime minister, was
established to accelerate Turkey's economic development and to create new opportunities in
this process. The number of members of the board was 24. This assembly, which met twice
a year for a period of 15 days, had an unusual composition. Although it did not have the
power of sanction, the Supreme Economy Council, which had 11 economists, 12 experts
from institutions dealing with the economy, and a representative from the army, was a

remarkable formation in terms of the duties it took.
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Duties undertaken by the Assembly:
A) To give an opinion on the economic laws and by-laws to be prepared by the government.

B) To submit a reasoned proposal to the government for the necessary changes in the

economic legislation.
C) To conduct research on economic needs.

D) By examining other economic methods, their relationship with the country's economy to
investigate the effects (Ulken, 1986).

3.13 The Turkish Economy of The World Economic Decrease Effects On

The Great Depression, triggered by the stock market crash on Wall Street in 1929,
severely affected the industrialized rich countries. The classical economics doctrine, which
continued until the 1930s, was permanently discredited (Piketty, 2014). With the crisis in
the world, governments in all nations have felt the obligation to intervene in the financial
situation. Interventions differed from management to management. However, many states
have tried to reduce the stock of goods in large numbers by following the method of
decreasing the value of the goods, and to reduce the effect of this depression by increasing

and limiting the import taxes (Zarakolu, 1982).

The fact that Turkey's share in the world is more limited, foreign capital does not want
to come and the relations with the world economy have not developed much have also
reduced the extent of the Great Depression's impact on Turkey (Isik and Duman, 2012). In
the light of these developments, Turkey, which conducts most of its trade with the countries
affected by the crisis, started to take various measures. Although the removal of capitulations
and restrictions in accordance with the provisions of the Treaty of Lausanne, which was
signed, is a positive development, Turkey was caught prepared for this crisis with the
customs policies it implemented before the crisis occurred. Nevertheless, it is not possible
to say that Turkey was not affected. Turkey has emerged from this crisis with less damage
than its surroundings compared to other nations. Despite this, although the renewed taxes
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increased by 8-9% and reached the level of 19-20%, a rapid decrease in revenues began with

the effect of the crisis.

3.14 Ataturk’s Economic Strategies

These are the economic strategies that Ataturk wanted to implement in the new Turkey.
These strategies are important in terms of illuminating what is explained in the next chapters.

e Income distribution should be fair and privileges should not be given to a particular
community or group, and if a group is seen to be unfairly privileged, it should be
prevented and economic comfort should be ensured. This thought was embodied in
Mustafa Kemal's principle of populism.

e Atatirk actually defended the market economy. The principle of statism covers only
the areas where private enterprise is insufficient. Market economy will ensure
economic integration and economic efficiency will increase.

e Private capital is important, it should be protected and encouraged. This is actually
one of the most important features of democratic policies and is the enabler of
economic development. The government should supervise and encourage the private
sector. The establishment of Isbank and the Central Bank of Turkey is the best
example of Atatlrk's sensitivity to the issue.

e The state's economy must be very delicate. Actions that limit private enterprise
should be avoided. This is the only way to work harmoniously. It is essential to be
compatible with the private sector. This is how democratic policies should be.

e The most suitable areas for investment for the government are infrastructure
investments and these investments should have the highest priority for the
government. This issue is very important for establishing a national economy and a
rapid industrialization move. While making investment expenditures by the public,

the basic functions of the state should not be forgotten (Inan, 1974).

3.15 In Ataturk Period Renovation Movements In Agriculture

In the last period of the Ottoman period, the state of the agricultural sector was not very
pleasant. There was famine in the country. The main reason for this is the incessant wars, as

mentioned before. The second reason is the primitive methods of agriculture in the country,
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the lack of necessary technological agricultural tools (this period has changed rapidly with
the Republic and industrialization has begun in agriculture). Eighty percent of the working
population was working in the agricultural sector, which is even higher than the conditions
of the period and about half of the country's income depended on agriculture. The villagers
were taxed for road construction, and they were also taxed based on the number of animals
the villagers owned and that was heavy burden on villagers. There was a system called the
landlord system in the country, and problems such as unjust income distribution and self-
justice were causing unrest among the people. In addition to the difficulties encountered in
the production of agricultural products, the difficulties encountered in their transportation
within the country caused the prices of the products to be different in different regions.
Despite everything, the country's agricultural areas, agricultural products and incomes had

to be increased in order for the country to industrialize.

The agricultural production of the Ottoman state, whose economy was based on
agriculture, had collapsed. Most of the young and dynamic population who could work in
the agricultural sector died in the wars. In some regions (eastern and southeastern Anatolian
regions of Turkey), agricultural products were not delivered to other regions due to the
inadequacy of transportation means and roads, and a closed economic model emerged. This
situation led to weak trade with the western provinces where the population is dense. The
products grown in western regions and Mediterranean cities could be imported abroad and
are popular in foreign markets (grapes, figs, tobacco, etcs). The backwardness in agricultural
activities in these regions is not only due to transportation, differences in soil richness or
technological inadequacies, but also due to the fact that there are large land owners and most
of the people work as farmhands in these lands, and the productivity is low (Kongar, 1983).

3.16 Innovation Movements in the Field of Agriculture

Mustafa Kemal Ataturk, the founder and first president of the Turkish Republic, knew
that being a fully independent country requires economic independence. But only economic
independence was not enough, it was necessary to adapt to the times both in the economy

and in the society, and to have a modern structure.

Therefore, before going to the Lausanne conference again, he arranges a congress in

Izmir to make a comprehensive economic planning. Farmers, peasants, workers and industry
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representatives took part in the congress, in which 1135 people participated on February 17,
1923, and the congress lasted for 15 days. In the opening speech of the congress, Mustafa

Kemal proposes a model of society that will no longer be guided by anyone.

At the end of the congress, the oath was accepted for a progressive economic model
that would not compromise the independence won by bloodshed. Important decisions such
as reforms in the tax system, giving land to landless farmers, arranging credit institutions,
and improving agriculture by recovering from old methods are taken in the congress
(Mumcu, 1994).

With a law enacted in 1925, it became legal for the state to allocate land to farmers,
provided that the rent is paid within twenty years. Ziraat Bankasi (a bank established to
support farmers and still operating) started to provide loans with low interest to small-scale
agricultural producers. By giving importance to cooperatives in this period of time, the
government opens Agricultural Credit Cooperatives, Agricultural Schools, Higher
Agricultural Institute, seed improvement stations and sample farms in order to be beneficial
and provide assistance to the villagers. In this period, the government encourages the use of
tractors and distributes cheap tools and machinery. Atatiirk sets an example for farmers by

establishing farms and applying modern methods.

Mustafa Kemal attaches great importance to agriculture in the economy, and because
he knows very well that the capital required for the development of the country is the work
of the farmers, he first abolished the Tithe Tax with the Law No. 552 on February 17, 1925.
Thus, the farmers are more motivated and accumulate their own capital and capital starts to

accumulate in the bank’s vault.

3.17 The Understanding of Social Aid in the Atattirk Era

Despite all the efforts of the Turkish Grand National Assembly, the state of Turkey
after the war was not very pleasant With the tekalif-i milliye orders (1921) issued in the War
of Independence, each family had to dress a soldier, 40% of the food and drink items were
confiscated (with the condition of being reimbursed), the people had donated all their
weapons and ammunition to the army, and with a series of orders like this, they were already

poor. The people had lost almost everything they had. The ruins and effects of the war were
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felt by all segments of society. However, the main task was left to the governments of the
new Turkish Republic established after the war. The understanding of cultural and religious
aid, which came from the pre-republican era, has evolved into a more systematic and legal
form with the republic. The contribution of secular and modern understanding is also great.
In fact, although the populism of the National Struggle period exhibited an understanding
that aimed at establishing a nation-state and was more political than social content, it
basically prioritized individual rights and freedoms. Political power based on national

sovereignty brought with it social power (Toprak,1977).

The understanding of political populism, which was important in the success of the
National Struggle, left its place to the understanding of community-based populism after the
proclamation of the Republic. In this sense, social assistance can also be seen as a part of the
understanding of populism. The main purpose of the social aid policies in 1923, the year the
Turkish Republic was founded. The aim was to meet the needs of the people who suffered
from hunger and misery after the First World War and the War of Independence, and
enacting legislation in this framework was not the main goal. After the basic needs of the
people such as subsistence and shelter were settled to a certain extent, it was necessary to
correct the existing institutions or create new institutions in order for these aids to become

systematic.

Despite all these impossibilities and the fact that the state had just come out of the war,
social assistance was seen as the main duty of the state. Within the framework of this
understanding, existing institutions related to social assistance were modernized or the needs
of the people were tried to be met in order of priority (Makal, 1997) . The results of the state’s
understanding of institutional aid began to be received mainly after 1930. Until this year,
while the traditional understanding in social assistance was continued, on the other hand,

efforts were started to bring Western methods and methods to Turkey.

Even though social assistance was not enacted in the first constitution of the republic,
the issue of social assistance was heavily involved. The reason for this can be thought that if
the state enacts a social assistance law, it may be insufficient financially. Social assistance
provided by the state in the first years of the republic can be divided into two groups. firstly,

providing shelter and food aid to those in need, and secondly, giving a salary to those in

33



need. Salaries, which were paid to provide a regular income to the needy, were among the
issues that the state prioritized in long-term social benefits. In the first group, the widows
and orphans of the martyrs were included, and the disabled and orphans were included in the
second group. The Republician People’s Party administration, on the one hand, wanted to
alleviate the economic burden of the state by including the orphans who were able to the
production process, while providing state security to the widows, orphans and orphans
through salaries. In this sense, draft laws were also prepared to give real estate such as fields,
vineyards, orchards from the treasury land to the orphans and the needy, then the mentioned

movables were given.

3.18 Atattrk's Thought Structure

As stated before, Gazi Mustafa Kemal was aiming the results of their struggle to create
a "national economy" that he had set out in the days of liberation, and he continued this

excitement until his last breath.

For example, on November 1, 1937, one year before he passed away, he said the
following in the opening speech of the 5th Term 3rd Legislative Year of the Turkish Grand
National Assembly:

‘Industrialization is among our greatest national causes. We will establish and operate
all kinds of industries, large and small, whose raw materials are available in our country so
that they can work and live. This is a must in order to evaluate our products, especially for
homeland defense, and to reach the ideal of Turkey, which is the most advanced and rich, in

the shortest way.'

3.19 Railway Policy

As of 1923, Turkey's railway adequacy was not very good and far from what was
needed. There are only 4138 km of railway lines, 118 (steam) locomotives and 2,196
wagons, of which 203 are passenger wagons and 1.983 are freight wagons throughout the
country (Avci, 2014). Some railways were run by foreigners and transportation fees were
very high in those railways and the lines designed by and railways were designed by the

designing countries from the coast to the interior (Avci, 2014).
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In case of any war, the support of the Ottoman army was prevented. Transportation is
extremely expensive and the scarcity of transportation vehicles is one of the most important
problems of the country. With the proclamation of the Republic, one of the most important
issues of President Atatiirk was railway policy. When Mustafa Kemal was the President, the
situation of the railways was taken seriously, and a national and independent railway policy
was followed in accordance with the real needs of the country.

Atatirk saw the expansion of the railway network as a reason for national
independence. While planning the railway networks, an economic concern was pursued and
consumption and production centers were tried to be connected with each other. In this way,
it is aimed to revitalize the social and economic life in the regions where the railway passes
The nationalization of railways was pursued in two ways; the first is to build new railways

and the second is to buy railways owned by foreign companies.

One of the main objectives of the railway policy of the Republic of Turkey is to expand
the railway network as soon as possible. For this purpose; Ankara-Sivas, Samsun-Sivas and
Fevzipasa-Diyarbakir in 1924, Kiitahya-Balikesir and Filyos-lrmak in 1925, Ulukisla-
Kayseri in 1926, Yolgati-Elaz1ig, Afyon-Burdur, Sivas-Erzurum and Malatya-Cetinkaya in
1933. The construction of the Bozanonu-Isparta lines in 1934, and the Diyarbakir-Kurtalan
lines in 1937 started (Avci, 2014).

In the 15-year period between 1924 and 1938, the construction of 3302 kilometers of
new railway was completed with the state's own budget. Again, the construction of an
important part of the railway lines, which will be put into service in the following years, was

started in this period.

3.20 War Time

The Republic of Turkey felt the difficult economic conditions of the 2nd World War
even though it did not enter the war. After the great depression, imports had already suffered
a great loss and decreased by half and the foreign trade balance continued to give a surplus
during the war years. In particular, the reduction in imports of raw materials led to a
reduction in production and problems related to intermediate goods and investment goods

were observed.
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With the decrease in production, the inflation problem and economic contraction were
effective in shaping the policies during and after the war. Although the Republic of Turkey
did not participate in the World War 11, it experienced the economic and political problems
caused by the war. In the difficult conditions of this period, As understood the most
important goal and problem is to cope with the limited commercial opportunities and meet
the basic needs of the country. Because export and import opportunities are very limited.

3.21 Lausanne Peace Treaty

At the time the Lausanne Peace Agreement was signed, the administrative staff in the
country consisted mostly of soldiers who led the struggle for the national liberation war.
General Ismet Indnii, one of the most important actors in the national liberation war, was
representing the Turkish side at the Lausanne Conference and the lack of information about
the economy was obvious. For this reason, certain difficulties arose in the negotiations at the
Lausanne conference. Ismet Pasha, who was educated in the Ottoman military institutions,
was strict and authoritarian about the economy because he was an imperial military

background.

The reason for their failure is shown to have a worldview stemming from their Ottoman
and military origins. Their approach to the concept of the state was centralized and
authoritarian. They knew very well that Turkey had serious economic problems and they
sincerely wanted to bring permanent solutions to them. However, despite all these good
intentions, their expertise was in a different field (Deringil, 1994). Ismet Inénii and his team
fought hard for economic independence in Lausanne, and the issue of abolishing the
privileges given to foreigners was not even open to discussion. Foreign capital enterprises
were nationalized and the negativities of the Ottoman period were tried to be eliminated. He

showed the whole world how much Turkey attaches importance to an independent economy.

The newly established state rejected foreign dependence in the political arena and took
a firm stand against it in economic matters. Turkey has adopted self-sufficiency as its main
target (Deringil,1994). The Lausanne peace agreement was politically successful. Turkey
has made it known to the whole world that it is economically independent. However, it is
difficult to say that it has achieved the same success in accordance with the economic

conditions of the agreement.
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With the Lausanne Peace Treaty, the capitulations were abolished and Turkey reached
the independence that could determine its own destiny economically. However, in the short
term, some economic provisions of Lausanne brought heavy burdens to our economic life.
For example, having to keep customs duties at 1916 levels from 1923 to 1929 created a
significant pressure on the economy. The fact that most of the privileges given to foreigners
remain in force and can only be nationalized within 15 years is also an important problem.
With the economic provisions of the Lausanne Peace Treaty, Turkey's authority to determine
customs tariffs was taken away, even for a while, and this negatively affected economic
relations. Turkey is faced with an underdeveloped industry and a dangerously unfavorable
trade balance.
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4. Practical Part

This part of the diploma thesis focus on the practical application of the economic policy
in Turkey during the monitored period. Unfortunately not all the data are available, therefore,

it is necessary to use time period or there are also missing values.

4.1 Gross Domestic Product at 1948 Prices, Annual Averages
1923-1950

Gross domestic product is a key indicator of economic development of the country. The
following figure 2 display the development of the GDP per capita from 1923 up to 1960.

These data were obtained from the Madison project.

Figure 2 Real GDP per capita in 2011 USD
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It is evident that while in the beginning of the period the GDP per capita was growing
then during the second world war Turkey witnessed a decline. However, after the war the

growing tendency is evident again.

Very important thing is also the structure of the economy. The following table 3
displays its structure.
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Table 3 GDP in 1948

Year Agriculture Industry Transport and Government | Other services | Output
communication services per
capita

|V|I||I0n Index Million Index Million( Index Million Index Million Index Million
(TL) (TL) TL) (TL) (TL) (TL)
1.52 68 421 64 115 69 255 75 949 80 254
100 662 100 167 100 338 100 1.188 100 330
110 1.019 154 209 125 566 167 1.452 122 370
168 1.423 215 307 184 755 223 1.830 154 474
141 1.363 206 321 192 597 177 1.756 148 392

166  1.585 239 439 263 729 216 2.128 179 430

2.237 527 148 293 1.129 324
3.393 1.552 348 911 2.000 500
4.115 1.759 493 820 2.308 453

Resources: Tuncer Bulutay, Yahya Sezai Tezel and Nuri Yildirim (1974). Tlrkiye milli
geliri (1923-1948).
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Since agriculture serves as the engine of the economy, it is clear that by 1926, the
average income level per capita had surpassed that of the years prior to the Turkish War of
Independence (1919-1923). This is because agricultural production increased between 1923
and 1926 (Table 3), while population in Turkey decreased between 1913 and 1926.

The difference between GDP per capita between 1946-1950 and 1923-1925 is notably
high. During the Second World War, a decrease was observed compared to the end of the
1930s. Due to the effects of the Second World War, the economic recovery was weak, and
even in 1950, it could not reach the level of 1940.
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4.2 Ratios of The Working Population by Sectors

The population of Turkey has witnessed a significant growth during the monitored

period (figure 3)

Figure 3 Population in Turkey (thousands)
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The ratios of the working population according to the sectors are given in the table 4.
The agricultural sector has had the highest working population from 1927 until 2012. In
1950, just after the Second World War, the ratio of those working in the agricultural sector
increased by approximately one percent. According to the data of 1935 in the industrial
sector, although there was a slight increase, there was a decrease of approximately one
percent in 1950. Later, the sector followed an increasing trend and reached 26 percent as of
2012. The service sector followed a similar trend. While it was 10.2 percent in 1927, it

increased to 12 percent in 1950 this trend was similar for all societies.
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Table 4 Ratios of working population

1927 1935 1950 1962 1972 1982 1992 2012
Agriculture | 80,9 76,4 77,7 77,1 65,0 53,7 43,7 24,6

Industry 8,9 11,7 10,3 10,9 14,5 19,3 20,2 26,0
Services 10,2 11,9 12,0 12,0 20,5 27,0 36,1 49,4
Total 100 100 100 100 100 100 100 100

Resource: Turkish Statistical Institute; economic and social indicators 1923-2013.

According to the general population census made in 1927, the population of the
Republic of Turkey was determined to be 13 648 000 people. 47.71% of the general
population were farmers (4 368 061), 3.7% were craftsmen (299 000) and 2.8% were traders
(257.000) constitutes. This shows that in the Republic's first years, agriculture's place in the
economy was quite large (Coskun,2015). Data from 1950 onwards were used to allow
readers to make comparisons. In addition, in light of these national data, it can be concluded
that not everyone in the agriculture sector is engaged in farming.

4.3 Structure of Gross Domestic Product by Sectors, in
Percentages.

From 1913-14 until 1962, the sector with Turkey's largest Gross Domestic Product was
agriculture. However, as seen from table 5, it is possible to say that the share of the
agricultural sector is on a decreasing line. When it comes to the years 1936-40, it is seen that
the share of the agricultural sector decreased by about 6 percent, and the industrial sector
experienced an increase of about 1 percent, the transportation and communication sector by

0.5 percent and other services by around 4 percent.

Table 5 Structure of GDP

52,8 489 468 43,4 345 253 235 198 93

16,5 14,4 17,6 18,4 225 295 288 31,7 32,8
Transport and [BEW) 3,6 3,7 5,1 6,5 8,2 9,2 8,8 NA
Communication

27,5 33,1 31,9 33,1 36,5 370 397 397 579
Resources: DIE, Turkey national income (1973), Turkish Ministry of Finance Annual

Economic Reports.
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4.4  Share of Banks in the Banking System

In the table 6, between 1924 and 1950, the percentage of foreign, private and state banks

in the total sector in terms of total deposits and total loans is indicated.

Table 6 Share of banks

Shares in Total Deposits Shares in Total Loans

Foreign Private State Foreign Private State

Banks (%) = Turkish Banks(%) Banks (%) = Turkish Banks(%)

Banks(%) Banks(%)

1924 78 12 10 53 5 42
1924-29 57 20 23 47 15 39
1930-34 30 27 43 32 23 45
1935-38 22 35 43 25 26 49
1939-45 19 33 48 15 28 57
1946-50 17 39 44 13 28 59
1950 14 41 45 12 30 58

Resource: Central Bank of the Republic of Turkey

The share of foreign banks in total deposits remained in a downward trend. In 1924, it
was 78%. Moreover; It decreased to 57% in the period between 1924-1929, 30% in the
period between 1930-1934, 22% in 1935-1938, 19% between 1939-1945, 17% in the period
1946-1950 and 14% in 1950. In the same period, while the share of private Turkish banks in
total deposits was 12% in 1924, it reached 41% in 1950 with an upward trend. State banks
increased their share in total deposits from 10% in 1924 to 45% in 1950 with an upward

trend.

The shares of the total loans are in a comparable condition. While the percentage of
foreign banks, which was 53% in 1924, fell to 12% in 1950, the percentage of private Turkish
banks increased from 5% to 30%, and the percentage of state banks increased from 42% to
58%.

It is possible to say that between 1923 and 1950, foreign capital experienced a decline
in Turkish banking. It was considering the great influence of foreign capital on the economy
in the last period of the Ottoman Empire. In the Republic's first years, it was observed that

this effect began to break down.
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4.5 Distribution of Total Bank Loans by Sectors

Table 7 shows the distribution of bank loans regarding the part of the economy.
Although there is a slight increase in the rate of loan allocation to households between 1924

and 1950, no significant data has been observed yet.

Table 7 Distribution of bank loans

Years Agriculture (%) Non-Farm Jobs Household(%) State (%)
(%)
1924 14 79 - 7
1924-1929 14 78 1 7
1930-1934 18 71 4 7
1935-1938 15 73 3 9
1939-1945 15 46 3 35
1946-1950 26 49 5 20
1950 31 47 5 17

Resource: Central Bank of the Republic of Turkey

The sector with the highest amount of loans allocated between 1924 and 1950 is the
business sector (non-farm jobs) other than agriculture. In this period, due to weak production
relations and a fragile capital class, the business sector was the sector to which the most
loans were allocated. While the share of the agricultural sector was 14% in 1924, it reached
31% in 1950. While the state that took loans from banks had a share of 7-9% between 1924
and 1938, with the start of the second world war, banks allocated their loans to the state to a
large extent. Between 1939 and 1945, the share of the state in total credit rose to 35%. The
loan allocation ratio in non-agricultural business sectors decreased from 73% to 46% in the

same period.
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4.6  Number of Students and Literacy Rate

Table 8 shows the number of students studying in primary, secondary and higher

education institutions. In addition, the literacy rate is shown as side information.

Table 8 Literacy rate

Primary Schools Secondary Education Number of Higher Literacy
Institutions Education ~rate (%)
1000(x) Number | 1000(x) Number | 1000(x) Number
Number per Number per Number per

of 10,000 of 10,000 of 10,000

Students | people Students | people Students | people
1923/24 | 342 266 14 11 3 2 No Info
1926/27 436 320 25 18 4 3 11
1934/35 | 647 400 67 41 7 4 20
1939/40 @ 905 508 132 74 12 7 22
1944/45 | 1.247 663 147 78 20 11 30
1949/50  1.591 759 145 69 25 12 35

Resource:DIE, Devlet Istatistik Enstitiisti(State Institute of Statistics)

It has been observed that the number of students studying in primary education
institutions increased more than 2.5 times in the 16 years between 1924-1940. After the
Atatlrk period, it continued without breaking this line. The number of students studying in
primary schools reached more than 4 times the number from 1923 to 1950. A similar
development took place at the secondary school level, and the number of secondary school
students in 1950 reached 10 times higher than the number of secondary school students in
1923. In 1923, only about 3000 university students were studying in the Republic of Turkey.
Although the number had increased considerably in 1950, around 25,000 university students
studied in the Republic of Turkey. Despite all these developments, by 1950, nearly two-
thirds of Turkey's population was still illiterate.
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4.7 Medical analysis

During the 1923-1950 period, the number of doctors and hospital beds increased
significantly compared to the population, while the health campaigns against diseases such
as malaria, tuberculosis and syphilis were successful (B.Helling, G.helling; 1958). 06 to
2.17% between 1945-1950, 2.78% between 1950-1955 and 2.85% between 1955-1960.

Table 9 Medical analysis

. Populationperdoctor ____ Hospitalbeds

Years Number of = Doctors in  All doctors Number of population per

doctors in  public beds bed

private institutions

institutions
1923 No data No data No data 4.595 2.738
1927 1.078 12.660 5.516 No data No data
1935 1.287 12.555 No data 10.548 1.532
1940 1.500 11.881 No data 11.883 1.500
1945 1.945 9.661 No data 13.663 1.378
1950 3.020 9.936 3.437 18.837 1.112

Resource: DIE, Devlet Istatistik Enstitiisii(State Institute of Statistics)

4.8 Transport and Roads

In this section, some information will be given first to understand the changes in the
transportation sector. The first railway built in Anatolia was the Izmir-Aydin railway, which
was started in 1856 and completed in 1866. The railway was built during the Ottoman
Empire period. It was built with the concession granted to England, and railroad

constructions by foreigners gained momentum.

In total, 6296 kilometres of railway remained from the Ottoman Empire, and 4138
kilometres remained in the territory of the Republic of Turkey. The railways built in the
Republican period were built by both Turkish and foreign companies, and the state
determined the route. One of the main goals of the Turkish republic is to expand the railway
network as soon as possible (Yildirim, 2001). In this direction, it was decided to build some
railways. Ankara-Sivas, Samsun-Sivas and Fevzipasa-Diyarbakir in 1924, Kiitahya-
Balikesir and Filyos-Irmak in 1925, Ulukisla-Kayseri in 1926, Yolcati-Elaz1ig, Afyon-
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Burdur, Sivas-Erzurum and Malatya- Cetinkaya in 1933, BozanoOnl-Isparta in 1934,
Diyarbakir-Kurtalan in 1937 the construction of the lines has begun (Y1ildirim, 2001)

Between 1924-1938, 3302 kilometers of railway construction were completed, all of
which were covered by the state budget. In addition to the railways built by the state, it was
aimed to nationalize the privileged railways. In this context, between 1928-1935; Ankara-
Eskisehir-Afyon-Ulukisla line, Mersin-Tarsus-Adana line, Adana-Fevzipasa section of
Samsun-Cesamba and Baghdad line, Mudanya-Bursa railway lines, Izmir-Kasaba and
Manisa-Bandirma railway lines, izmir-Aydin Railway Company, Eregli Company, Eastern
Railways was purchased. The purchase of all foreign-based and owned railways was
completed in 1938.

4.9 The Effect of Railways on The Economy

Table 10 Some products transported by rail and their weight in tons

Type of goods transported Year 1924, tons 1932-1933 Years, tons
Wheat 47.467 181.085

Barley 22.721 39.540

Fame 13.973 55.235

Rice 1.395 5.695

Coal 8.271 33.686

Chromium 2.777 27.483

Resource: Yavuz, U. (1989). Cumhuriyet devri demiryolu politikasina yaklasim bigimi.
Ankara: Turk Tarih Kurumu.

In addition to that, the author also computes the correlation coefficient between the tons
of goods transported and the operated lines:

Table 11 Operated lines and transported tons

Years Operated Lines, km Transportation, tons
1924 1378 96604

1934 3878 342724

1938 6890 642724

Resource: Tekeli, I. and Ilkin, S. (2011). Cumhuriyetin Demiryolu Politikalarimin Olusumu
ve Uygulamasi. Kebikeg Dergisi.

The output of correlation analysis is presented below:
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Table 12 Correlation computation between transportation and railroads

Goods transported Operated Lines, km
Goods transported 1
Operated Lines, km 0.999994482 1

Source: own calculations

Evidently, the correlaton between the two is astonishingly high.

4.10 Statistics of Goods and Passenger Transport by Rail

During the monitored period there was evident increase in the number of passangers as

well as the cargo (table 13).

Table 13 Average number of passengers per kilometer and cargo carried
according to the line length

Operated Line, km Passenger/Km Load(ton)/Km
1924 1.378 - 158
1928 2.453 300 283
1932 3.878 269 362
1935 5.842 630 653
1939 6.890 1.430 1.564

Resource: Tekeli, I. and Ilkin, S. (2011). Cumhuriyetin Demiryolu Politikalarimnin Olusumu
ve Uygulamasi. Kebikeg Dergisi.

Table 14 Correlation Coefficient

Operated Line Passenger/Km Load(ton)/Km

Operated Line 1
Passenger/Km -0.164103641 1
Load(ton)/Km -0.169178735 0.983844676 1

Source: own calculations

As seen in both table 12 and 14, as the number of lines operated increased, goods and
human transportation gradually increased and indirectly had positive reflections on the

economy.
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4.11 The Difference Between Foreign-Designed and Government-
Designed Routes.

The Figure 5 shows the routes designed by foreigners (as a straight line) and designed

by the government (as a dashed line). The points are illustrating ports.

Figure 4 Map of railroads built by foreigners and built by the government

Source: Turkish state railways

Since the main purpose of railway lines built by foreigners is to connect one country to
another country or region, railway networks pass through the coastline and ports. It is not
intended to connect the interior parts of the country. The railway networks built by the state

were built in a way that connects the country's domestic market
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4.12 Electricity Production and Consumption between 1923-1937.

The table 15 shows the electricity generation and consumption by power plants in
Turkey between the years 1923-1937.

Table 15 Sources and percentage representation of the electrical energy
produced

Total Thermal (%) Hydraulic (%) Consumption
Production Power (x 1 (x 1 million)
by Power Plants (x 1 million)
Plants (x 1 million)
million)

1923 44.5 44.3 99.6 0.2 0.4 41.3

1924 44.6 44.4 99.6 0.2 0.4 41.3

1925 45.3 45.1 99.6 0.2 0.4 41.9

1926 65.8 65.5 99.5 0.3 0.5 60.6

1927 70.1 69.7 99.4 0.4 0.6 63.4

1928 89.4 89.0 99.6 0.4 0.4 81.4

1929 97.8 97.2 99.4 0.6 0.6 88.9

1930 106.3 104.4 98.2 1.9 1.8 96.7

1931 117.9 114.5 97.1 3.4 2.9 106.0

1932 131.6 127.6 97.0 4.0 3.0 117.5

1933 151.9 147.9 97.4 4.0 2.6 136.2

1934 195.2 189.7 97.2 5.5 2.8 157.7

1935 212.9 205.9 96.7 7.0 3.3 199.6

1936 231.1 221.7 95.9 9.4 4.1 206.8

1937 289.8 280.0 96.6 9.8 34 257.7

Measuring Unit= GWH (Gigawatt Hour)

Resource: YURTOGLU,N. (2018) Cumhuriyet tiirkiyesinde elektrik Enerjisi Uretimi ve
ENERJI

In addition to that, the author also computes the correlation coefficients between the

total production and total consumption per years:

4.13 Operation of Ports

In the Republic's first years, the Turkish naval fleet showed significant growth. There
has been an increase in both the number of ships and the tonnage. In 1926, the tonnage of
cargo and passenger ships affiliated with the Republic of Turkey was 63,298 tons. 12,858
tons were added to this figure in the first 10 months of 1927, and the figure reached 76,156.
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When all other ships in Turkish ports are added, this figure reaches 127,200 tons. Compared
to the past, the tonnage of Turkish ships was 69,000 tons in 1914, some of which were sunk
during the First World War. Although the Turkish naval fleet has shown a great increase in
tonnage and number, there is doubt about how suitable the ships are for commercial
activities. One of the most important parameters of maritime trade is security. An unsafe
ship can cause millions of dollars in property and human losses. The main source of these
doubts is that the average age of the vessels at hand exceeds 30 years. Besides, another
security problem is the insurance problem. National insurance institutions were insufficient

and many insurance institutions were operated by foreigners.

Table 16 Local Insurance Companies

Local Insurance Companies

Name of The Company Year of Foundation Capital (Lira)
Tiirkiya Milli 1917 176.000
ittihadi Milli 1918 150.000
Istanbul Umum Insurance Company | 1920 200.000
Milli 1920 100.000
Sark 1923 200.000
Avrupa 1924 100.000
Anadolu 1924 500.000
itimadi Milli 1925 100.000
Giineg 1925 500.000
Bozkurt 1926 250.000
TOTAL: 2.276.000

Resource: Istatistik Yillig1 1929 , Cumhuriyet Matbaasi, 1929, s. 175

When the data of the above domestic and-foreign insurance companies (table 16 and
table 17) are examined,it is observed that foreign insurance companies have a great
advantage in Turkish maritime trade. Considering that the average age of the ships is over

30, it is estimated that foreign insurance companies apply very high insurance premiums.
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Table 17 Foreign Insurance Companies

Foreign Insurance Companies

Nationality Number Capital
French 13 139.071.900 Frank
German 13 92.300.000 Mark
British 11 8.705.753 Sterlin
Swiss 7 47.000.000 Swiss Frank
Italian 5 77.000.000 Lire
Austrian 3 740.000.000 Crown
Bulgarian 3 10.000.000 Leva
American 1 43.335.825 Dolar
Spanish 1 2.000.000 Peseta
Danish 1 17.000.000 Crown

Resource: Istatistik Yillig1 1929 , Cumhuriyet Matbaas1, 1929

The ships in the fleet were indeed extremely old. Nearly 10 of the ships in the fleet were
over 50 years old and there were many ships between 35-50 years old. It was observed that
most of the ships were taken out of inventory by other countries. There was also the problem
that the costs were high due to the old ships consuming more fuel and thus the maritime
trade was negatively affected. But these ships were still useful, as they provided added value

in human transportation and domestic trade when needed.

Because of such old ships, it was difficult for Turkey to win the maritime trade race
with rival countries in its immediate geography(Russia, Bulgaria, Romania, Syria, Greece,

Egypt and Yugoslavia).

In addition to the lack of ships and ports, which were the main problems of Turkish
maritime trade, it was also a problem of bureaucratic multilateralism, and as a result, things
were progressing very slowly. 6-7 different institutions, including health, port management
and police, had responsibilities in ports. The law allowed this situation.

4.14 The Effects of the 1929 World Economic Crisis on Turkey

At the start of 1929, a positive atmosphere was expected for the Turkish economy. It
was thought that the agricultural yield would be high due to the very favorable climatic
conditions. In addition, an agreement was signed with Ford Motors and according to this

agreement, Ford Motors company will establish a factory in Istanbul and in this factory,
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automobiles,truck, tractor, aircraft material and assembly. However, this agreement could
not be made due to the 1929 economic crisis (Tekeli,ilkin 1983).

In addition to all these, the shrinkage of export volume (table 18) and as a result of the
expansion of the real money supply, the number of companies that went bankrupt increased
and as a result of this, the unemployment rate increased (Parasiz,1998). The economic crisis
began to manifest itself in Turkey with the depreciation of the Turkish currency compared

to the British currency.

Against this situation, the Turkish government established a national economy and

savings society. Some of the activities of this society are as follows;

1. Organizing congresses related to the branches of activity that have an important
place in the economic structure.

2. Organizing an exhibition of domestic goods to continue for fifteen days each year
and

3. Presenting the savings made by the nation at the same time to the public with
numbers and graphics

4. On this occasion, savings weeks are organized in primary and secondary schools.

5. Openings in foreign countries whenever possible to promote Turkish industry
participation in exhibitions

Table 18 Weight amounts of exported and imported products

Years Export Import Foreign Trade Balance Foreign Trade Volume \
1928 173.537 223.532 -49.995 397.069
1929 155.214 256.296 -101.082 411.510
1930 151.454 147.550 3.903 299.005
1931 127.275 126.660 615 253.935

Resource: (Tekeli,ilkin;1977)

The government prepared an economic program in 1930, and it was decided to establish
the Central Bank of the Republic of Turkey in this economic program. Founded in 1930, this
bank started foreign exchange transactions in 1932. Furthermore, shortly before the 1929
economic crisis, Turkey increased its customs duties due to the requirements of the Lausanne

Treaty. Thus, Turkey has come to an advantageous position. Because many countries
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implemented this measure during the crisis, not before the crisis. Despite this, Turkish
foreign trade was negatively affected.

Table 19Distribution of Foreign Trade Amounts by Years (Ton)

Export Amounth(Ton) Import Amount
1928 626.682 965.482
1929 669.664 965.606
1930 776.668 616.229
1931 883.221 496.609

Resource: (Tekeli,ilkin;1977)

As can be seen in the table 16, the export of the Republic of Turkey has increased in
quantity. However, due to the decrease in prices, foreign trade balance decreased. By 1929,
it had decreased to -100,000 units. When the financial burden brought by the new railway
constructions and investments mentioned in the previous section is added to this, it can be

concluded that the crisis forced the economy.

Despite these negativities, the Republic of Turkey; succeeded in increasing the amount
of exports, and this situation relieved the Republic of Turkey to some extent in this period
when the world economy was in great trouble. Arrangements have been made in the
following subjects; Providing premiums for export goods, establishing an export bank and

achieving standards in export goods.

4.15 Turkish Economy in World War |1

With the start of the Second World War, the entire world economy had to face
significant economic problems. Turkey is one of the rare countries that did not participate in
the Second World War militarily. However, both Turkey and other countries that were able
to stay out of the war still could not get rid of economic problems. During the Second World
War, almost all nations had to devote their resources to defence items. In addition, large

budgets have been allocated for human and raw material opportunities.

Turkey followed a policy of neutrality in the Second World War and was able to protect
the country from destruction, but the burdens of the war economy placed a serious burden
on the country. While 40% of the budget revenues were allocated to defence expenditures in

the previous periods, it increased to 60% with the start of the war(Cillov,1970). The
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increasing army population due to the war meant feeding a larger army. Due to this situation,
the state pulled consumer goods from the market and offered them to the army. Because
consumer goods cannot be imported easily, the imbalance between supply and demand in

the country has increased.

4.16 Annual retail prices for Istanbul

The following table 20 displays the annual retail prices in Istanbul before and during the

war. It is evident that the increase was enormous.

Table 20 Annual retail prices for Istanbul

Rate of Rate of
Product name 1938 1941 1943 TR 1945 o
Beef (kg) 35.46  46.27 172.87 387.3 163.95 362.3
Bread (kg) 10.04 13.25 170.12 298.2 33.00 228.6
Chickpeas (kg) 18.54 = 30.98 90.53 388.2  70.60 280.7
Egg ( piece) 1.74 2.66 8.06 363.2 7.97 358
Olive oil (kg) 49.25 81.51 208.55 323.4 180.59 266.6
Live chicken (Piece) 63.22 82.11 279.11 341.4 339.17 436.4
Potatoes (kg) 8.49  13.20 38.79 356.8 26.41 211.5
Rice (kg) 27.78 46.76 170.12 512.3  150.54 441.9

Currency Unit: TL-Turkish lira

Resource: own calculation based on Prime ministry general directorate of statistics, price
statistics (1936-1947)

It has been determined that prices peaked in 1943 and increase has shifted to a
decreasing trend in 1945.

A significant price increase was observed in all products except eggs. The biggest
increase from 1938 to 1943 was seen in rice with 512.3%. This is followed by beef with
387.3% and chickpeas with 388.2%. In the period from 1943 to 1945, however, an increase
in prices was observed again and the product that rose the most was rice with 441.9%. It is
followed by live chicken with 436.4% and beef with 362.3%.

54



5. Results and Discussion

As mentioned in the Objectives section of the thesis, it is not fully possible to understand
this period by making purely mathematical calculations. When the scientific studies
examining the economy in the early periods of the republic were examined, it was seen that
some results were tried to be reached by comparing different indicators and making various
calculations. The reason for this is the historical record culture, which is not yet fully
established in the country and also in the world. In this part of the thesis, possible analytical

calculations will be made and an attempt will be made to provide an indication for the reader.

Table 21 Comparison of rises and falls in gross domestic product at 1948
prices, annual averages 1923-1950 and Changes in the sectoral share of
gross domestic product

Comparison . Transportand Government  Other Output
of years Agriculture Industry . .. . . per
communication services services .

capita

13;::;(5) +48% +57% +45% +32% -99% +29%
igzézzg +52% +39% +46% +33% +26%  +28%
13:;::2 +17% +16% +36% +22% +21% +9%

Source: own calculation

Between 1926 and 1940, while the return of agriculture on a sectoral basis increased by
31% on average, it was observed that its share in the market decreased by 4% in the period
of 1926-1940. In the period until 1950, although agriculture continued to decrease its share
in sectoral basis, it followed a stable return on average. As a result, it has been observed that

agriculture’s share has decreased, albeit slowly.

Table 22 Changes in the sectoral share of gross domestic product.

Years 1926-40
1926-40 1941-50
Agriculture -4% -7%
Industry +22.2% +4.5%
Transport and communication +2.7% +3.7%
Other services -3.6% +3.7%

Source: own calculation
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The industry sector increased its sectoral return by 46% on average in the 1926-1940
period. In this period, the share of the sector showed a great increase and increased by 22.2%.
In the period until 1950, the return of the sector continued to increase on average, but a

decrease was observed in the growth rate of the sector.

Between 1926 and 1940, the revenue of the transportation and communication sector
increased by 35% on average. Despite this, the share of the communication sector could not
grow as big as this and increased by 2.7%. It followed an increasing trend again until 1950,

but the sector share could only grow by 3.7%.

Sectoral returns of other services increased by 3% on average. However, within the
same years, its share in the sector decreased by 3.6%. The sector entered a rising trend in the

period until 1950 and the share of the sector increased in the same way.

Table 23 Comperation of Share of Foreign, Private and Turkish State
Banks In The Banking System and Distribution of Total Bank Loans by
Sectors

Changing in Share of Total Deposits Changing in Share of Total Loans

. Private . Private
Foreign Turkish State Foreign Turkish State
0 0, 0, 0,
Banks (%) Banks (%) Banks (%) Banks (%) Banks (%) Banks (%)
1924-1929 170 0 0 210 0 0
1930-1934 47% +35% +86% 31% +53% +15%
1935-1938 P = 0 e 0 0
1939-1945 13% 5.7% +11% 40% +7% +16%
1828"1950 -17% +5% +2.2% 1% +7% -1.6%
Source: own calculation
Table 24 Distribution of Total Bank Loans by Sectors
Agriculture Non-Farm Household State |
1924-1929 . . .
e e +28% -8% 300% 0
1935-1938 . .
1939-1945 0 -36% 0 288%
1946-1950 . . .
1950 +19% -4% 0 -15%

Source. Own calculation
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When the 1924-1929 and 1930-1934 periods are compared, the highest bank loan ratio
belongs to the household. During the specified period, the loan rate has increased by 300%
and has more than 10 times the rate of Agriculture, which is the nearest sector. Looking at
the same period on the basis of banks, it is observed that the change in the total loan rates of
the banks is as follows; foreign banks -31%, private Turkish banks +53% state banks +15%.
As a result, it is thought that the decline of foreign banks and the rise of Turkish banks in the

republic’s first years changed the household's loan habits.

When the period between 1935-1938 and 1939-1945 is compared, an increase of
+288% is observed in the state's total bank loans (table 23 and table 24). The only sector to
rise again is the state. It is thought that the reason for this is the expenditures in the 2nd world
war. When viewed on the basis of banks, an increasing decrease is observed in the total loan
rates of foreign banks. This time, state banks achieved a higher increase than private Turkish
banks. Considering the policies of the Turkish state in the 2nd world war, it is thought that
there is a reciprocity between the state and Turkish banks.

Examining the 1946-1950 and 1950 period, it was observed that private Turkish banks
were the only ones that increased with +7% in terms of total loans. On a sectoral basis, it

was observed that the only rising sector was the agriculture sector with +19%.

5.1. Comparison between export import rates and Percentage Change of
Goods Transported by Railways

In Table 25, the average of the export-import rate of 1924 and the export-import rate of
1933-1934 is taken to examine the change in the percentage export rate. As seen in Table
25, an increase of 37% was observed within the specified periods. Although the causality of
this increase with the railways alone cannot be proven, the share of the railways in the trade

is a fact known by everyone due to the conditions of the period.

Table 25 Percentage Change In Export Import Rate

Percentage Change In Export Import Rate

Years
1924-1933 and 1934 +37%
Source: own calculations
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The struggle for railways' development in the Republic's first years was mentioned in
previous chapters. The positive contribution of the increase in the capacity of the railways
to the economy was observed. As seen in Table 26, when the average of the years 1924 and
1932-1933 is compared, an increase of 914% was observed in the transportation of the
chrome mine used in the industry by railways. Considering that the industry in Turkey in
1933 is still in its infancy, it is understood that this mine is mostly transported for export.

Table 26 Percentage Change of Goods Transported by Rail

YEAR 1924 and 1932-1933
Wheat +285%
Barley +697%
Fame +297%
Rice +330%
Coal +309%
Chromium +914%

Source: own calculations

Although it is not clear that other products were transferred to the domestic and foreign
markets, great increases were also observed in other products in table 26. It is thought that
the railways took a significant share of this increase in the export rate

5.2. Discussion

The aspects that emerged at the social, economic, and socio-economic levels from the
latter years of the Ottoman Empire to the 1950s were presented in this thesis (sometimes
using subsequent years as an indicator). The reason for including the last years of the
Ottoman state is to provide a full understanding of the indicators that indirectly affect the
economy and the economy of the post-1923 period. This part is mostly included in the

literature review part.

On the other hand, in the practical part, the economic change of the period was tried to
be conveyed year by year through the tables. Different indicators are used to describe the
country's performance. It has been observed that Turkey has made an effort to transition
from an import-based economy to an export-based economy. Some investments have been

made for this change. Trying to increase the length of the railway networks and trying to
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renew the existing railways is an indicator of this. Furthermore, the addition of 12,858 tons
in the 10 months of 1927 to the capacity of the passenger and cargo ship fleet, which was
63,298 tons in total in 1926, indicates this. The upward change in export rates shows that
this effort leads to development. The export/import ratio, which was 82 in 1924, reached the
level of 121 in 1937 and increased to 141 levels until the Second World War broke out.

Another important indicator is electricity production. Electricity production is one of
the most important factors for the industry. It is observed that the investments made in the
infrastructure in the first years of the Republic were also reflected in the electricity
production. Electricity production, which was 44.5 gigawatt hours in 1923, increased to
195.2 gigawatt hours in 1934.

Another issue is the GDP situation of the sectors, to put it simply, whether the value
added to the country has increased. In this regard, it has been tried to conclude by using table
21 and table 22 comparatively. It has been observed that the added value brought by the
agriculture sector to the country increases when the 2nd world war period is ignored. Despite
this, it has been observed that the area covered by agriculture on a sectoral basis has started
to decline. Again, in the same tables, it is possible to say that both the area occupied by the
industry sector in GDP and the GDP return have increased significantly. A general rise was
observed in the transport and communication sector. In light of all this information, the effort

to move from the consumption economy to the production economy has been determined.

The table 27 displays the comparison of GDP per capita in selected regions. It is evident
that Turky lag behind the Western of Eastern European countries as well as Latin America.

However, compare the Asia it was performing better.

Table 27 Comparison of GDP per capita (2011 USD)

1920 4 884 1343 2331 1160 900 999

1930 6 409 2464 2700 1273 1600 1600
1940 7 185 3209 3024 1361 2146 2146
1950 7263 4 082 3713 1122 2393 2076
1960 10974 5779 4751 1735 3110 3041

Resource: Madison project (database 2020)
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It is thought that the railways affected the economy. The efforts to develop the railways
were mentioned in the previous sections. An increase of 37% was observed in export rate
between 1924-1934. At the same time, a significant increase was observed in the increase in
the products transported by railways. In particular, the increase of 914% in the chromium

mine within the specified years constitutes an important example in this respect.

In banking, it has been calculated that the share of foreign banks in total deposit and
total loans indicators decreased. Moreover, it has been calculated that the shares of private
and state banks have increased. In the republic's first years, it was determined that while it
was the household that used the loan the most, it was the state the most in the years of the

second world war.
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6. Conclusion

The political past, historical and socio-economic structures of the Turkish republic in
the first years were examined, and different indicators were analysed, comparisons and

comments were made on Turkey's economic performance in the first years.

When all the indicators were examined, the following conclusion was reached.

e Considering its geography and considering that it was founded after the 624-year-old
Ottoman Empire, Turkey showed a great social and economic development in its first
years.

e Turkey has made revisions in its institutions that indirectly affect the economy and
has tried to bring a modern system.

e Turkey has taken successful steps in the transition from a consumption economy to
a production economy.

e The export rate in Turkey has increased significantly.

e The foreign influence on the Ottoman Empire's economy was reduced during the
Turkish Republic period.

In the first years of Turkey, the direct and indirect effects of investments made in
education, health, industry, agriculture, infrastructure and many other fields on the economy
were determined. It is illustrated in the analytical part that these investments lead to change

and development in the economy.
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