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Chambers ofIndustry in Turkey:
An Inquiry into State-Industry Relations
as a Distributive Domain
Ay§e Oncii
Introduction
This chapter takes as its point of departure an examination of the Chambers
of Industry in Turkey. Understanding the evolution and changing role of this
particular associational form is only the proximate aim of the study, however.
The Chambers of Industry are of interest to the extent that they constitute a
small fragment in a much more complex totality: state-industry relations in
Turkey.

State-Industry Relations in Turkey as a Distributive Domain

Who gets how much and why? This is the basic question which underlies
all discussions of income distribution. In much of the recent empirical
research, however, the second part of this question, the problem of “why,”
seems to have been almost forgotten. An excessive concern with questions of
measurement and interpretations of income differentials has led to the virtual
neglect of the more basic problem concerning the processes which generate
these differentials.
The study of dynamics of distributive systems, that is, the answer to the
question of “Who determines who gets how much?” centers around power
relationships, the resource bases for generating power, and the possible
patterns of actual power wielding in different types of societies. Accordingly,
one way of moving beyond simple description into the analysis of income
distribution as a process is to concentrate on the interplay between economic
and political interests which become structured in the process of resource
allocation.
The rubric of state-industry relations in Turkey is one allocative domain
wherein it is possible to explore the interplay between the policies that have
been followed in the search for development and the kinds of institutions and
power bases that have evolved as these policies have been pursued. Like
many other countries similarly situated in the world economy, the commit
ment to development in Turkey has been virtually synonymous with a
455
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commitment to industrialization. Specific policy measures ofthe conventional
sort adopted to accomplish this, that is, a variety of regulations intended to
encourage investments in manufacturing, arrangements whereby new indus
try is offered protection from imports, and so on, all have distributive
implications. Various broad-based commentaries on income distribution in
developing countries point out that such investment-incentive packages are
generally relevant for modem enterprises of the larger scale—that they favor
the use of capital at the expense of labor and dampen employment growth,
thereby contributing both to increased inequality of earnings among pro
ducers and among recipients of firm income.1 Within the Turkish context,
it is undoubtedly very important to be able to measure the income-distribu
tive impact of specific industrial policy measures adopted in the past two
decades. But perhaps equally important is to arrive at an understanding of the
institutions and power structures that have evolved as these policies have
been pursued, for the design and implementation of any new policy will be
shaped by the economic and political interests which have become structured
in the process of past allocative decisions.

A Paradigm for the Analysis of Conflict and Alliance
Patterns in the Urban Sector
In attempting to understand the nature of, and constitutive alliances
between, political and economic interests in the urban sector in Turkey at
present, it is essential to focus on the allocation of two strategic resources,
namely, foreign currency and credits. Foreign currency and credits have
become scarce resources of critical importance with the growing weight of the
urban economy in Turkey and the increasing importance of import-dependent
manufacturing within the urban sector. The allocation of these two resources
is an important distributive domain, around which major lines of conflict in
the urban sector crystallize.2 The question of differential access to foreign
currency and credits is crucial in understanding conflict and alliance patterns
within the broader domain of state-industry relations in Turkey. Control over
these resources is a major base for generating power.
To state it in propositional form,
1. The state plays a major role in (a) restricting and regulating access to foreign
currency and credits and (b) in defining the “price” of both resources.
2. At any cross section in time, the urban economy consists of groups differen
tially placed with regard to access to these scarce resources.
3. Given differential access patterns, specific policy measures adopted by the
state either (a) intensify the divergence of existing economic interests and/or (b)
create new interest structures which the initial parameters of the policy have not
taken into account.
4. The ensuing restructuring of alliances within the urban economy in turn shapes
the path of future changes by imposing short-term political exigencies upon long
term economic goals.
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The Chambers of Industry as a Specific Focus of Study

The dialectics of political and economic change encompassed under the
rubric of state-industry relations is so complex that it is difficult to see how
appropriate data may be collected overall. The Chambers of Industry repre
sent one fragment in a complex structure in a complex process of change. The
advantage of focusing on such a small fragment is that it is easier to control
the total amount of information needed in specifying the relations between
parts of the relevant totality. A series of very specific studies attempting to
analyze the working parts of a totality is probably the best way of proceeding,
providing the theoretical whole is kept in mind.
The reasons for selecting the Chambers of Industry as the specific
fragment to focus upon are several. First, as business associations, their
evolution and current role reflects the changing structure of industry and
business in Turkey.3 Second, in contrast to employers’ associations, which
are concerned with labor-industry relations, the Chambers of Industry are
organizations set up with the explicit and stated aim of mediating between
industry and the state in Turkey.4 Finally, their history spans the period from
1950s up to the present, characterized by the growth of the urban sector and
the increasing importance of import-substituting industry within it. Thus in
attempting to understand the shifting conflict and alliance patterns in time
perspective, the Chambers of Industry represent an appropriate point of
departure.
Information on the Chambers of Industry was gathered in two simul
taneous sequences: documentary analysis and focused interviews with in
formed participants. The examination and interpretation of a vast quantity of
economic, legal, and administrative documents provided the necessary back
ground for intensive interviews. The information obtained though interviews
was in turn played against that available in periodicals, various leaflets,
internal documents, and reports of various bodies.
In the rest of this chapter, there are three substantive sections. In the next
section we shall discuss the present organizational framework of the cham
bers and emphasize two salient axes of interorganizational conflict. In the
third section these interorganizational conflicts are placed within the context
of a stylized history of state-industry relations. Written in fairly straightfor
ward narrative fashion, this section provides basic factual information on the
establishment and functions of the Chambers of Industry. The last section
picks up some of the themes touched upon in the previous sections in a more
analytical fashion and centers upon diversification, cleavage, and conflict in
Turkish industry in the late 1970s.
The Present Organizational Context of the Chambers of Industry

Trade and industrialists’ organizations in Turkey are set up on a locality
basis rather than on a branch of industry or trade basis. There are no
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coordinative bodies at the regional level. All local organizations are directly
attached to a single peak organization at the national level, which represents
a vast network composed of 241 distinct and separate chambers and ex
changes. The formal-legal framework within which the chambers presently
operate dates back to 1950 and is presented in Figure 14.1.’
The Union of Chambers is a highly centralized organization which enjoys
powers and authority independently of its constituent members. Its annual
budget exceeds 10 million TL, and an administrative staff of approximately
300-400 full-time employees is on its payrolls.6 Every local chamber and
exchange is legally obliged to join the union and, depending on its size, to
contribute 2.5 to 10 percent of its revenues. Approximately 50 percent of the
income of the union comes from these subscription dues. The rest is derived
from the discharge of certain administrative functions delegated by the
government, that is, fees charged for certain quasi-govemmental serviced.
Not only does the union have considerable financial resources apart from the
contributions of constituent chambers and exchanges, but also its power,
functions, and duties, in short its basic organization, is defined by law and
cannot be changed through voluntary actions of members to meet new and
changing requirements.
The Union of Chambers embodies a highly diverse set of local organiza
tions whose needs and demands are often in conflict with one another. These
conflicts revolve around two central axes.
Commercial Versus Industrial Chambers
There were 8 Chambers of Industry within the rubric of the union, 131
Chambers of Commerce and Industry, 50 Chambers of Commerce, and,
finally, 52 commodity exchanges in 1977. These numbers do not reflect the
membership strength or the economic significance of the constituent parts,
however. Nor do they reveal the clear bifurcation between commercial and
industrial chambers which exists in practice. To be able to present a more
FIGURE 14.1
Union of Chambers of Commerce and Industry;
Chambers ofIndustry; Chambers of Commerce
and commodity exchanges.

Chambers of Industry

Chambers of
Commerce

Chambers of Commerce
and Industry

Commodity exchanges
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accurate picture, it is necessary to say a few words about the formal-legal
framework which governs the establishment of the four different types of
organizations involved and also the system of representation at the union
level.
The Chambers of Commerce and Industry constitute more than half of the
membership of the union at present. The majority of these organizations are
located in small district centers, with only 49 in province capitals. For
administrative purposes, Turkey is divided into 67 provinces and then further
divided into 571 districts
All trade and manufacturing enterprises
within the municipal boundaries of either a district center or province capital
become members of the local Chamber of Commerce and Industry. In the
majority of the district centers, however, “industry” does not amount to more
than a few workshops. For practical purposes, therefore, the Chambers of
Commerce and Industry must be considered trade organizations, the term
“industry” being superfluous.7 It is precisely these organizations, however,
which are preponderantly represented in the elected policymaking bodies of
the union. This is due to the existing system of weighted representation in the
general assembly of the union.
Each local chamber and commodity exchange is legally entitled to one
delegate in the General Assembly regardless of membership strength or size
of revenue. There is, however, an upper limit of representation set at ten
delegates for the bigger chambers. Due to this system of weighted represen
tation, commercial interests dominate the assembly. For instance, the com
position of the delegates at the 1973 general assembly of the union was as
follows: Chambers of Industry, 55 delegates; Chambers of Commerce and
Industry, 438 delegates; Chambers of Commerce, 166 delegates; and com
modity exchanges, 282 delegates. Thus, Chambers of Commerce and Indus
try had 47 percent of the delegates. Together with the Chambers of Com
merce, they had 64 percent of the votes. The commodity exchanges had 30
percent and the Chambers of Industry 6 percent.8 Since the Board of
Directors of the union is elected by the General Assembly, which in turn
elects the president, deputy president, and treasurer, the union administration
basically reflects commercial interests.
Despite their numerical weakness, the eight Chambers of Industry consti
tute an important dissident voice in union politics. In other words, it is
possible to talk about a struggle between commercial versus industrial
interests rather than a one-way dominance, because in terms of the economic
power they symbolize and the size of membership they represent, the
Chambers of Industry are much more important than their numbers suggest.
The industrial chambers are “local” organizations like the rest of the
union’s constituency, but province-wide. Once a Chamber of Industry is
established in a province, all local organizations in the capital and district
centers of that province henceforth become Chambers of Commerce. The 50
existing Chambers of Commerce within the rubric of the union have come
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about precisely through such a process. They are all located in the eight
provinces where a Chamber of Industry exists.
Because they are province-wide, the eight existing Chambers of Industry
encompass, in terms of regional distribution, the majority of large- and
medium-size enterprises in Turkey. Among these, the Istanbul and Izmir
chambers are the oldest and date back to 1952. The Izmir chamber became
incorporated into an Aegean Chamber of Industry in 1954, with branches at
Aydin, Bahkesir, Manisa, and Mugla. The remaining six chambers, namely,
Ankara (1963), Adana (1966), Kayseri (1967), Eski§ehir (1968), Denizli
(1973), and Konya (1975), have all been established in the 1960s and 1970s.
Notably absent are the Bursa and Gaziantep chambers, which have been in
the process of organization since the early 1970s but have yet to be estab
lished. The difficulties encountered in the organization of these two chambers
in part stem from the ongoing struggle between commercial and industrial
interests.
The lack of large-scale industry is not a legal barrier to the establishment
of a Chamber of Industry in a province. In statutory terms, an “industrialist”
is defined very loosely to denote all enterprises which employ 10 workers,
and if they utilize power machinery, only 5 workers. The written request of
60 percent of such “industrialists” in a province, provided they constitute at
least 30 people in absolute numbers, is adequate for the establishment of a
Chamber of Industry. But in practice, large-scale industry is necessary to
counteract opposing commercial interests. Local Chambers of Commerce
and Industry oppose any move by the industrialists to leave the established
organizations. To give an example, the creation of a Chamber of Industry in
Bursa province would entail loss of membership, revenues, as well as power
not only for the Bursa Chamber of Industry and Commerce but also for those
located in the districts of Gemlik, Yeni§ehir, inegol, and Karacabey, all of
which would henceforth become Chambers of Commerce. The peak organiz
ation, the Union of Chambers, is also an opposing force, since the Chambers
of Industry have been the major dissident voice within the past ten years,
pressuring for a revision of Law 5590 to allow for an autonomous federation
of their own. So the establishment of a new Chamber of Industry meets with
opposition on the part of commercial interests both at the local and peak
organization level. This struggle between commercial and industrial interests
for positions of leadership in the organized business movement in Turkey was
cited as one of the major reasons for the establishment of five to ten local
district chambers annually since 1965—a process which reportedly results
from the convergence of vested interests in local politics with those of domi
nant commercial groups at the peak organization level.
The union has so far been able to block effectively all attempts initiated by
the Chambers of Industry and also the commodity exchanges to ensure
equal representation or to set up three major sectoral federations within the
rubric of the union.’
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Large Versus Small Chambers

The powers and authority the union enjoys as distinct from its constituent
parts are enhanced by the fact that the bigger and economically significant
chambers have a limited voice in the policymaking process. According to one
estimate, for instance, delegates from the large metropolitan chambers of
Istanbul, Ankara, and Izmir constituted only 17 percent of membership in the
1970 General Assembly of the union, although these provinces accounted
for about 90 percent of Turkish industry and commerce.10 Owing to the
weighted system of representation mentioned earlier, union administration
reflects commercial interests from the small “Anatolian” chambers.
The bigger, more powerful chambers, particularly those in the larger three
metropolitan centers of Ankara, Izmir, and Istanbul, cannot dominate the
union. But they can bypass it. In other words, they are important enough in
their own right to have direct access to various ministries and, when necessary,
to the prime minister himself. To quote an official from the Istanbul Chamber
of Commerce, “The Union of Chambers basically represents commercial
interests from small Anatolian towns. Not us. We are independent. The
important Chambers of Commerce in Turkey are those wherein there is a large
group of importers. The smaller Anatolian Chambers consist of local mer
chants. What business can they have with the government? In every district
center, a few notables get together, establish a chamber and have themselves
elected to important positions. This enables them to have their voice heard in
local politics. The chambers at the district level are actually chapters of
political parties today.” It is impossible to verify the assertions made here
about the smaller local chambers without detailed case studies. There is little
question, however, that the bigger chambers, particularly those at the three
metropolitan centers, are autonomous vis-a-vis the union.
The two axes of interorganization conflict just discussed give rise to a
series of interrelated questions: In what ways and to what extent are these
conflicts linked to the process of distribution? How important are associational channels for political and economic interests which become structured
in the process of resource allocation? Can the existing conflict and alliance
patterns in the urban economy be understood in terms of conflicts among
business associations? None of these questions can be answered without
referring to the nature of state intervention in the Turkish economy and the
changing patterns of state-industry relations through time.

A Stylized History of State-Industry Relations in Turkey and the
Changing Functions of Chambers of Industry Through Time

The stylized history of state-industry relations presented below proceeds
in straightforward narrative fashion. Information on the emergence and
changing functions of the chambers is weaved into the account. But so as not
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to break the continuity of the chronicle, the analytical points and themes
which emerge are not picked up until later, in the final section of the chapter.

Autarchic Industrialization Efforts: Circa 1923-1950
The initial drive for industrialization in Turkey unfolded under the leader
ship of an anti-imperialist (but not anti-capitalist) centralist state. The 1923—
1950 period can be characterized in terms bf bureaucracy’s efforts to
implement an autarchic development model. Industrial policies of the 1920s
involved, on the one hand, the encouragement of private industrial initiative
through legislation and, on the other, cooperation of the state with local
entrepreneurs to build industry. Notable among legislative efforts are a law
“exempting raw materials for export industries from duties” passed in
1924,11 new legislation in 1925 granting various tax and duty exemptions as
well as various government subsidies to sugar production,12 and finally in
1927 the enactment of the summary Law for the Encouragement of Indus
try.13 Another important policy measure was the creation of an Industry and
Mining Bank in 1924 (Sanayi ve Maadin Bankasi) to both manage civilian
state factories and also help organize and channel local private capital into
industry.14
It is also in the 1920s that the first Chambers of Commerce and Industry
Law was enacted. This particular law lent the existing some 50 Chambers of
Commerce (dating back from the Ottoman period) the legal status of “public
corporate bodies”(miiessesati umumiye) and brought them under the juris
diction of the Ministry of Commerce.15 It is interesting to note that the statu
tory terms of the law, while enumerating in detail membership dues to be paid
by establishments of various sizes, does not define the functions of chambers.
Hence it appears plausible to assume that the major aim in lending “public
corporate body” status to these organizations was to make membership
obligatory and hence bring together small and fragmented local capital within
the rubric of the chambers.
Neither the encouragement of private initiative through legislation nor the
cooperation between local capitalists and the state proved capable of produc
ing a strong industrialization drive in the 1920s. The first industrial census
conducted in 1927 indicated that of the 65,245 existing establishments at the
time, only about 3.2 percent were employing more than 10 workers and of
these only 155 had a labor force of 100 or more.16 In brief, the results of the
1927 census indicate that private capital, even when supported by the state,
was too weak to assume the burden of establishing industry. Meanwhile, the
international economic crisis and world depression beginning with 1929 had
led to substantial declines in agricultural exports. Imports had to be cut
down, urban incomes were greatly reduced, and “industrial self-sufficiency”
had become a necessity. Thus the government had little choice but to carry
out a plan for industrialization whereby state enterprises, coordinated with
financial institutions, would develop consumer goods industries on the one
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hand and intermediary inputs industries on the other. Such were the condi
tions which paved the way for what is known as the “etatist” period in
Turkish history. It lasted roughly from the 1930s until the late 1940s and is
marked by the creation of a state-run industrial sector.
The balance sheet of etatist efforts included approximately 100 state-run
industrial enterprises by the end of 1940s. Notable among these were a stock
of 12 spinning and textile mills completed by 1940, 5 sugar factories under
the jurisdiction of Turkish Sugar Factories Co. (Tiirkiye §eker Fabrikalan A.
O.), 8 mining industry groups managed by the Etibank, and 7 industry groups
with a steel-complex and 22 factories under the jurisdiction of Siimerbank.17
Thus, government monopolies not only included such consumer goods as
matches, salt, sugar, and tobacco but also provided industrial raw material
such as coal, electricity, iron, steel, copper, and cotton fibers and services
such as rail and sea transport, radio, mail, telephone, and telegraph com
munications.
In the absence of foreign capital, and with a small base of reproduction,
the burden of this industrialization program had to fall upon the agricultural
sector.18 The “etatist” policies of financing industrialization efforts by the
domestic surplus generated from land were seriously eroded during World
War II, however. Exigencies imposed by the mobilization of the army forced
the government to try to increase its revenues. This was accomplished
through rapid increases of agricultural exports, first by keeping purchasing
prices of agricultural surplus constant by the government and then by forcing
the grower to sell his surplus to the government through various taxation and
requisitioning schemes. Government policies of keeping agricultural prices
constant while manufactures prices increased sharply, coupled with blockage
of imports during the war years, led to a flourishing black market in agricul
tural goods. Also, the speculative atmosphere of the inflationary war years
lent considerable vigor to urban commercial groups. From our point of view
this is important because one year before the official end of World War II,
that is, in 1943, the government passed a new Chambers of Commerce and
Industry law, attempting to curb the activities of the existing chambers and
bring them under close government supervision.
The 1943 law of “Chambers of Commerce and Industry and Commodity
Exchanges”19 indicated that henceforth chambers could only be established
by the Ministry of Commerce, when and where deemed necessary, and also a
general secretary representing the ministry would be appointed to all existing
chambers. This general secretary would represent the ministry on the Board
of Directors and the General Assembly of the chambers and had the powers
to veto and revoke any decision by directly contacting the ministry. That the
need for such a law arose indicates that the local chambers had gained
considerable vigor in the inflationary atmosphere of the war years.
Etatist policies, already eroded under the wartime economy of the 1940s
and faced with popular discontent both in rural areas and the newly burgeon
ing urban commercial groups, began to give way to more liberal economic
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policies. The 1950s, which are marked by the coming to power of the
Democratic Party with its liberal economic policies, therefore stands at the
beginning of a new chapter in Turkish attempts to industrialize.

Attempts to Create a Private Industrial Sector and the
Hegemony of the Chambers of Commerce: Circa 1950-1960
The shift in government’s economic policy from an “etatist” to a “liberal”
program in 1950 meant a leading role for the private sector. The groundwork
for such a leadership in the political arena was already laid in the 1948
Economic Congress in Istanbul, the first since the 1932 Congress in Izmir.
The major promoter of this congress was the Merchant’s Association of
Istanbul, an organization set up in 1947 by “independently minded mer
chants and businessmen who claimed that the Chambers of Commerce in
Turkey are not representative bodies of merchants, but governmental organi
zations established for the purpose of registration and control of mer
chants.”20 While delegates representing various other business associations
were present, including some experts and professors, it was the Istanbul
merchants’ association that originated the idea of a congress and set the
general tone. In fact, the existing government interpreted the resolutions of
the congress not as a reflection of public opinion but as a representation of the
ideas already advocated by the Merchants’ Association of Istanbul.21
One of the three major plenary sessions of the 1948 meeting was con
cerned with foreign trade, a topic of much urgency in view of the growing
balance-of-payment deficit between 1946 and 1948. Turkey had actually
emerged from the war with substantial gold and foreign currency reserves due
to tight controls of foreign trade.22 Postwar economic policies aimed at
maintaining the existing level of reserves at the Central Bank and meeting
accumulated demand for imports by increasing exports. Thus, on September
7, 1946, Turkish currency was devalued by more than 100 percent, coupled
with severe restrictions on imports.23 Price controls and permits were in
stituted, import associations were abolished, and all foreign-exchange pay
ments were brought under tight control. These policies failed to curb the
growing balance-of-payment deficit, which continued to increase until 1948
and at the same time created much hostility on the part of commercial
elements, particularly importers who were mainly concentrated in Istanbul.
The plenary session on foreign trade at the 1948 Congress mainly focused on
the balance of payments problem, but also among the resolutions was the
establishment of a more adequate nongovernmental organization to express
opinion on matters of foreign trade.
The government had already taken certain steps in this direction in a
series of meetings with representatives from the Istanbul, Ankara, and Izmir
chambers in August 1948, mainly because “problems of the ministries in
dealing with the various interest groups involved were aggravated in 1947 by
the first major devaluation of the Turkish currency.”24 Thus the leading
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Chambers of Commerce, in cooperation with the Ministry of Economy and
Commerce, drafted Law 5590, which went into effect on March 15, 1950,
about two months before the Democratic Party won the elections. The task of
addressing the first General Assembly of the Union of Chambers held on
February 6-7,1952 fell upon the Minister of Economy and Commerce of the
new government, who declared in his opening speech, “My friends, as a
member of a political party and a government which aims to give priority to
private initiative, and as an economist defending the primary place of the
chambers and exchanges in the development of domestic trade, it is a very
good circumstance for me to be here to give birth to the Union of Chambers
and Exchanges.” Thus the Union of Chambers of Commerce and Exchanges
was instituted and grew in significance during the Democratic Party (DP)
rule and became identified with it. According to one commentator, “until
195 8, there was no difference between the government and the union. They
were one and the same thing.”25
In addition to facilitating the creation of a peak organization which
brought some 90 existing Chambers of Commerce under a single umbrella,
Law 5590 also provided the formal legal framework for the establishment of
Chambers of Industry as distinct from commercial chambers. To secure such
a provision in the draft on the law, groups of industrialists from Istanbul had
visited deputies and ministers in Ankara 10 to 15 times a year over a period
of three years.26 And as soon as the law was passed, the existing Association
of Industrialists in Istanbul called for an extraordinary meeting of its General
Assembly. The debates of this meeting indicate that there existed a clear
clash of interests between the dominating import-export merchants in the
Istanbul Chamber of Commerce and the industrialists. Not only did the
commercial interests advocate a liberalization of the import regime, but also
they favored a predominant place for agriculture as against industry in the
strategy of economic development.27 The Istanbul Chamber of Industry was
established a year later, in May 1952, with 603 members representing a
labor force of 34,138.28 The creation of such a chamber meant that, in
contrast to the various associations of industrialists established on and off in
various time periods until then, membership would be compulsory and the
organization could discharge quasi-govemmental functions. Despite the cre
ation of two Chambers of Industry in 1952, one in Istanbul and one in Izmir,
existing private industry at the time was too weak essentially to make its
voice heard in the political arena. And “the laissez-faire economic policies of
the DP government made importing such a lucrative business that no one was
willing to invest in industry.”29
Turkey entered the year 1950 with net reserves amounting to $161
million, accumulated in the exceptional conditions of World War II.30 When
the DP government came to power in 1950, it adopted an economic policy of
inflationary expansion. Thus, in the 1950-1953 period, there was an increase
of 130 percent in the financing of the economy by the Central Bank.31 In the
same year, Turkey became a member of the International Monetary Fund,
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the World Bank, and the European Payments Union and joined the Organi
zation of European Economic Cooperation through which initial aid started
to come to Turkey under the Marshall Plan.32 Following the advice of the
OEEC, a program of liberalizing imports was set in motion.33 Sixty percent
liberation of imports from EPU countries,34 rapid inflationary growth of the
economy, and an overvalued exchange rate summarize the general picture
between 1950 and 1953.
In terms of industrialization policy, the state had stepped down from its
former role of leading industrial development, leaving the initiative to domes
tic private industry. It was assumed that by increasing the purchasing power
of the consumer in the short run and accelerating the propensity to consume,
production could be stimulated.35 But given the exorbitant profits in imports
and foreign exchange traffic, coupled with a policy of liberalization in foreign
trade policy, investments to increase production capacity never did take
place.
By 1954, the policy of liberalization of imports had come to an impasse.
With the slowing down of the Korean War prosperity, agricultural exports
first stagnated and then began to decline. Under the pressure of inflationary
domestic demand, great efforts were made to meet the growing foreign
exchange needs through foreign aid and loans.3* Despite these efforts,
however, declines in imports became inevitable after 1953.37
The foreign trade liberalization program, deviations from which had
already begun in 1952, was in effect terminated by 1955, and until 1958,
imports were placed under a rigid regime of controls.
The first major investments by the private sector to locally produce or
assemble commodities began in the 1954-1955 period, after the application
of quotas to formerly liberalized commodities and in some cases outright
prohibition of the importation of certain goods. By 1956, the Industrial
Development Bank38 had allocated approximately $145 million of credit to
131 new enterprises. About a third of this credit stemmed from Marshall
funds and another third from the International Monetary Fund.39
According to oral reports, “there was no private industry in Turkey until
the late 195O’s when the major investments begun in the 1954-55 period
went into production.” Such an opinion reflects, in part, the hindsight of the
1970s. According to the State Statistical Institute, the 2618 “large-scale”
enterprises (i.e., those employing more than ten workers) enumerated by the
1950 industrial census included 103 state-run and 50 private factories.40 It is
likely, however, that the majority of these consisted of flour and rice mills,
tile and brick factories, and a few food-processing units. In contrast, the new
enterprises launched around the middle of the decade entailed imports of
know-how and product-specific technology- through multinational corpora
tions. Since such ventures necessitated international linkages, it was mainly
the licensed importers of various commodity brands who went ahead to
locally produce or assemble them.41
Although the beginnings of import-substituting industry can be traced
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back to the middle of the 1950s in Turkey, it did not really blossom until after
1958-1960. The stubbornly overvalued exchange rate of the DP government
until the devaluation of 1960, coupled with domestic price increases stem
ming from inflationary money and credit policies, made importing extremely
profitable. An overvalued exchange rate by definition implies purchasing
foreign exchange at a price below its value from those who have earned it and
selling it to those who will spend it (importers) cheaply. The difference
between the real high value and the low artificial value of foreign exchange is
usurped by the importer. In the 1955-1958 period, the great profits in
imports encouraged violent competition in the distribution of licenses. People
obtaining import and foreign-exchange licenses earned great profits, in pro
portion to the overvalue of the exchange rate.
From the point of view of the chambers, the implications of the violent
competition for import licenses in this period were twofold. First, the major
lobbying activities of the Chambers of Industry during this period entailed
attempts to secure privileges for industrialists in the distribution of licenses.
The Bulletin of the Istanbul Chamber of Industry during the 1955-1958
period contains numerous news items pertaining to this, such as the follow
ing: “We explained to the Minister of Economy and Commerce, the advan
tages of allowing the Chamber of Industry to import the necessary industrial
raw materials”; “The minister has promised to reflect upon the issues arising
from the importation of industrial inputs by merchant importers.”42 These
news items indicate not only the struggle between importers and industrialists
over import licenses but also reveal that the Chamber of Industry wanted to
assume the role of importer itself.
A second important consequence of the competition for import licenses
stems from the corruption and favoritism that it encouraged on the part of
strategically placed officials and ministers in the DP government. It was in
part as a reaction to the aura of corruption attached to the DP government
that the chambers were assigned a major role in the administration of the
import and investment quotas in the post-1960 period.43 The idea was that
while foreign currency allocations for investment quotas and lists of com
modities subject to import restrictions would be decided upon by the relevant
ministries in line with the objectives of the development plan, the actual task
of distributing the limited amount of foreign currency available among
individual importers and industrialists would be left to the chambers. Thus,
the fierce competition would move down from the ministerial to the chamber
level. This in fact did happen, and the Chambers of Industry became very
powerful in the 1960-1970 period.

The Drive for Import Substitution and the Ascendency of the
Chambers ofIndustry: Circa 1960-1970
The 1960 coup d’etat which ousted the DP government from power did
not alter the liberal essence of the economic policies which had been shaped
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in the 1950s. It helped to rationalize them through a series of five-year
development plans which started in 1963. Global characteristics of the post1960 years can be summarized as follows:
1. Heavy reliance on foreign loans and credit to finance industrial investments.
2. Introduction of customs duty and charges consessions; fiscal favors such as tax
rebates, etc., to import-substituting industries.44
3. Introduction of tariffs and quotas to reduce competition from imports.
4. To meet the needs of the assembling industry and industry depending on
imported raw materials, an increasingly large percentage of the available means
of imports being allocated to raw materials.
5. A growing balance-of-trade deficit.

During this period, the powers of the Chambers of Industry stemmed from
the discharge of quasi-govemmental functions in the administration of the
import regime. The process of decision making and clearing involved in the
administration of the import regime is extremely complex, involving, at the
center, the Ministry of Commerce from the point of view of commodity
policy, and the Ministry of Finance from the point of foreign exchange, as
well as such ministries as customs and monopolies, the Ministry of Industry,
and the Central Bank of Turkey. What concerns us here is the specific
role of the Chamber of Industry in the process of distribution. The simplest
way of beginning to explain this role is by looking at the process from the
point of view of the industrialist.
Foreign currency requirements of industry in Turkey are twofold. First,
any major investment has an import component for which foreign currency is
necessary. Second, ongoing enterprises need to import raw materials and
intermediary inputs. For the first purpose, that is, for investments, foreign
currency can be obtained from three major sources:
1. Private-sector investment goods import quota.
2. The Industrial Development Bank of Turkey (IDBT) and to a lesser extent
the Industrial Investment and Credit Bank (IICB).
3. Private credits.

In the 1960-1970 period, the Chambers of Industry distributed source (1)
among projects which had obtained a “certificate of promotion.” Since there
were always more “approved projects” than could be met with the amount
made available by the quota, the chamber had to solve the problem of “how
to distribute $5 among 50 applicants.”
The relative importance of source (1) distributed by the chambers was
much greater in the 1960-1970 period than it is today. First, “private
credits” in the form of credit suppliers credits and monetary credits from
foreign nongovernmental sources were virtually nonexistent. Project credits
provided on a govemment-to-government, international institution-to-govemment basis reached the private sector through IDBT, listed as source (2)
above. The IDBT’s foreign-exchange funds derive from the World Bank and
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also project credits. The IDBT requires a “certificate of promotion” as well
as a 150 percent collateral on all loans. The amount of the collateral
required, coupled with the fact that the lending activities of the IDBT were
not as extensive as they are today, means in effect that the main benefi
ciaries of the IDBT credits are large “holding” companies with diversified
investments in numerous fields. In brief, the foreign currency distributed by
the Chamber of Industry under the label of import goods investment quota
was a crucial source in the 1960-1970 period, particularly for medium-size
enterprises.
A second important, although not equally critical, function of the Cham
bers of Industry during the 1960-1970 period was the preparation and
distribution of quotas for quantitatively restricted commodities in the import
regime. The semi-annually announced import regime contains detailed lists
of “liberalized” commodities and lists of commodities subject to allocation.
From approximately 1962 on, when the import regime began to be organized
in such a way as to help the realization of economic development plans, the
basic trend has been the extension of “liberalized lists” which cover a wide
range of industrial raw and auxiliary materials, chemicals, semis, etc.
Currently, “liberalized” commodities account for about 60 percent of all
imports.45 Commodities subject to allocation are quantitatively restricted;
that is, quotas are provided. Quota lists indicate a fixed amount of allocations
for specific commodities, and usually allocations of merchant-importers and
industrialist-importers are listed separately.
The Chambers of Industry were instrumental in both the preparation and
also the implementation of the industrialists’ quotas in the import regime.
Allocations to be set aside for specific industries, based on “capacity
reports” of individual firms, were prepared by the chamber. Owing to
governmental policy of giving priority to industry, the difference between the
“needs” announced by the chamber and the fixed amount of foreign ex
change allotted by the Ministry of Commerce was not wide enough, gener
ally, to create great competition among industrialists. Thus, the distributive
function of the Chambers of Industry in this context was not really critical.
Today, the chamber merely ratifies the capacity reports prepared by individ
ual firms and sends them to the Ministry of Commerce where the actual
allocations are made.
To summarize, the powers of the Chambers of Industry in the 19601970 period stemmed from the fact that they constituted a link in the process
of distribution of a major scarce resource in Turkey, namely, foreign currency.
The source of this power stemmed from the state itself, not the membership.
Hence a governmental decree in 1971, withdrawing the chambers’ allocation
function, has cost the chambers almost all their powers vis-a-vis their
membership.
It is important to underline the significance of the date 1971, for the
decision to centralize the allocation of foreign currency quotas under the
aegis of the Ministry of Commerce at the national level, thereby drastically
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curtailing the powers of the chambers, was made in the immediate aftermath
of the 1971 military intervention. That a military takeover, aimed at restoring
“law and order” and “stability” in the country, should immediately be
accompanied by changes in the foreign currency quota allocation system
indicates what an important source of power and political patronage is
involved.

Conflict and Alliance Patterns, in the 1970s
and the Chambers of Industry
“We are no more than a post-office today. We were once very powerful. We
used to distribute ten million dollars before 1971” (interview, Istanbul
Chamber of Industry, July 1977).

The quotation above highlights in capsule form a number of important
points.
1. The function of mediation between industry and state has historically evolved
around the reconciliation of “demands” of industrialists as against the limited
amount of foreign currency available; that is, the key activities of Chambers of
Industry have centered around quota allocation.
2. To the extent that the chambers have been delegated decision-making powers in
the process of allocation, they have been very powerful; that is, the source of
their powers has stemmed from the state, rather than the industrialists they
represent.
3. In the late 1970s, when we can talk about a substantial private industrial sector
in Turkey, the Chambers of Industry are less powerful than perhaps at any
other point in their 25-year history.

The first two points have already been clarified and elaborated within the
context of a “stylized” history of state-industry relations in Turkey. The last
point, however, remains to be discussed.
The currently anomalous position of the Chambers of Industry stems from
the fact that industrialization policies of the past two decades in Turkey have
led to increasing divergence of existing economic interests and also created
new interest structures. The cleavages which emerged with the acceleration
of import-substituting industry in the 1960-1970 period have become accen
tuated in the mid-19 70s. To be able to understand the declining importance of
the Chambers of Industry, therefore, it is necessary to focus on the criss
crossing conflict and alliance patterns in the private sector at present.
The major conflicts of the 1970s center around bank credits, foreign
currency, and their “price.”

Bank Credits
With the increase in both the number and size of establishments, the
shortage of credit in private manufacturing industry has become increasingly
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acute. The state has intervened in a number of ways to increase credit
availability to the private sector.
First, two investment and development banks have been set up to provide
medium- and long-term credits for private industry: the Industrial Develop
ment Bank of Turkey (IDB) (1950) and the Industrial Investment and Credit
Bank (IICB) (1963). The IDB relies on the government for funds, its only
other source being foreign loans, for example, the World Bank. The smaller
IICB is owned by four large commercial banks and is assisted by government
and shareholder bank loans. The share of these two development banks has
been extremely small in the total assets of the financial system. As they do not
accept deposits and cannot raise funds by issuing their own bonds (impos
sible as a result of governmentally determined very low rates charged on their
loans) on the open market, their sources are limited to foreign aid loans and
government support.
A second form of state intervention has been through the application of
differential rates to various types of credits. Interest rates on both loans and
deposits in the banking system of Turkey are determined by governmental
decrees. The policy has been that of keeping interest rates for priority
sectors and medium- and long-term loans below their market equilibrium
rates in order that funds may be directed into industrial investments which
might not have been willingly undertaken at higher rates.46 The banking
system would of course rather lend at higher than at lower interest rates, other
things being equal. Therefore the differential interest rates have to be
compensated through the rediscount facilities of the Central Bank. This
means, in effect, that the Central Bank has actually been doing the lending
because the private commercial banks rediscount the bills of priority sector
borrowers.
A final important state measure has been to allow banks, unlike banks in
many Western industrial countries, to actually participate in business under
takings. While it would be difficult to label this as a deliberate policy measure
to increase credit availability to the private sector like the two mentioned
above,47 it has nevertheless been a crucial method by which funds have been
attracted into the founding of new enterprises. Thus both state-owned and
private banks in Turkey are also equity holders (and in some cases pro
moters) in a wide variety of industrial and commercial companies and firms.
Each of these forms of intervention is an interesting topic of discussion in
its own right since they all involve direct and indirect transfers of public funds
into private industry. But what mainly concerns us here is the way they have
operated in conjunction to sharpen the existing conflicts of interest within the
private industrial sector and also between commercial and industrial interests.
The big commercial banks are the major source of credit for private
industry, since the assests of the two investment and development banks have
remained limited. The differential interest rate system and the high interest
rates on short-term loans have led the commercial banks to channel credit into
commerce instead of long-term investments in industrial undertakings.48
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Theoretically, the rediscount system of the Central Bank ensures that a bank
is indifferent to lending at high normal rates and low priority rates. But in
practice the red tape and time lags involved in using the rediscount facilities of
the Central Bank and also the existence of rediscount ceilings mean that
commercial banks prefer to extend short-term, high-interest loans and seldom
provide medium- and long-term credits to industries other than those in which
they are themselves shareholders. Legally, a bank cannot lend more than 10
percent of its own capital to any particular firm, but if it owns more than 25
percent of the equity holdings of any firm, then there is no such limit.49 The
outcome is that the large holding companies composed of vertically linked
production and commercial firms are the major users of available credits since
they are both shareholders in the major commercial banks and also undertake
joint ventures.50
Since 1973, a government decree has made it mandatory for commercial
banks to set aside 20 percent of their resources for medium-term, fixedinterest loans for industrial development. Also, loans or credits from foreign
nongovernmental sources have begun to be authorized in the form of “accep
tance credits,” “convertible lira deposits,” etc. These measures, introduced in
order to take some of the pressures off local credit facilities, have not
alleviated the credit squeeze experienced by medium-size firms, however.
Unlike the incorporated enterprises, they cannot resort to borrowing on the
corporate bond market. Since their operations are not on a sufficiently large
scale, they are impeded from raising loans and credit from foreign private
sources.
The conflict between small and large firms stemming from the distribution
of bank credits has also renewed the long-standing differences between
commercial and industrial interests. While in the 1950s and early 1960s the
commerce-industry cleavage centered around import quotas and restric
tions, in the 1970s bank credits have become a major source of conflict. State
policies aimed at increasing medium-term, fixed-interest loans and credits
damage commercial interests utilizing and also making great profits from (as
in the case of banks) short-term loans.
The bank-credits issue, and the bifurcation of interests between large,
incorporated enterprises and small- and medium-size firms, translates itself
on a wider level into a cleavage between Istanbul-Izmir chambers, on the one
hand, and the “Anatolian” chambers, on the other. Since the majority of
large-scale, incorporated enterprises are located in these two metropolitan
centers, these areas also get most of the credits.51

Foreign Currency and Its “Price”
Despite two major devaluations since 1950, Turkey has basically fol
lowed an overvalued exchange rate policy for the past 25 years. The prime
beneficiaries of this policy have been the importers in the 1950-1960 period,
importers-tumed-industrialists in the 1960-1970 period, at the expense of the
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export sector, that is, agriculture. More recently, however, an actively exportoriented industry, notably in textiles, leather, and hide products and the food
industry, has emerged mainly in the aftermath of the agreement between
Turkey and the EEC signed on November 23, 1970 providing for Turkey’s
association membership and granting quota and tariff freedom for virtually all
of Turkey’s industrial products. These industrialists, unlike the agricultural
producer, are well aware of the fact that the foreign exchange they earn is
purchased by the Central Bank at a price below its real value and sold to
import-substituting industry cheaply.
The import-substituting versus exporting industries cleavage which has
emerged in the late 1970s, however, is not as simple as it appears at first
sight, for the so-called large “groups,” that is, holding companies which have
diversified investments, are both importers and exporters in the sense that
some of the firms they own shares in are of the import-substituting variety
and others are mainly oriented toward exports. So one can only talk about a
prominence of exports versus imports.
Among medium- and small-scale enterprises, the lines of cleavage are
much sharper. On the one hand are medium-size and small manufacturing
establishments in the export-oriented branches of activity. At the other
extreme are small enterprises heavily dependent on imported inputs in such
recently booming industries as paint and varnishes, plastic products, and
miscellaneous small consumer items such as ball-point pens, lighters, etc.
The individual small enterprise in these areas is too small in terms of volume
of production and too weak financially to do its own importing.52 Hence it is
in a doubly vulnerable position. Not only is it dependent on imported inputs
and is immediately affected by the “price” of foreign currency, but also it is
extremely wary of any changes in the import regime which might curtail the
profits of commercial importers, thereby rendering imports of particular
inputs unprofitable.
To summarize, the price of foreign currency is an issue that cuts across the
conflicts generated over the distribution of bank credits. The existing bifur
cation of interests between commerce versus industry—between large-scale
incorporated enterprises versus small- and medium-size firms—over the
issue of bank credits becomes blurred when the “price” of foreign currency is
in question. Large-scale import-substituting industry which imports its own
raw materials and intermediary inputs, commercial importers, and the smallscale industry dependent on them become allies in the maintenance of an
overvalued exchange rate.
Given the diversification and cleavage which have accompanied the
growth of the private sector in Turkey, the current position of the Chambers
of Industry is highly ambivalent. Owing to compulsory membership, they
harbor conflicting interest groups. This is particularly so for the bigger
chambers in the metropolitan centers of Istanbul, Ankara, and Izmir. The
growth of large-scale holding companies in the 1960-1970 period has mainly
taken place in these three centers. The big “holdings” have developed
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independent channels of access to various deputies and ministries. They do
not compete for elected offices of the chambers and since 1971 have created
their own organization, the Turkish Industrialists and Businessmen’s
Association.
The Turkish Industrialists and Businessmen’s Association was initiated by
the 12 largest industrialists in Turkey in 1971, at about the same time that the
executive powers of the chambers over the foreign currency quota system
were curtailed. A declaration signed by 45 lafge firms was publicly an
nounced in the newspapers on August 2,1971. Following the announcement,
membership of the organization increased to 106. There were 110 firms and
individuals in the organization at the end of 1973. Today membership stands
around 165 and with a few exceptions is mainly Istanbul-based. New mem
bers are only admitted upon the recommendation of two full members and
upon approval by the two-thirds majority of the governing council.
Political considerations were heavily emphasized in the establishment of
TUSIAD. In the politically explosive atmosphere of the early 1970s, big
industrialists and businessmen felt the need for an organization which would
be active against the upsurge of the “left” in Turkey. Dissatisfaction with the
existing chambers such as lack of representation of big business in the elected
bodies and discrepancies in the size and interests of the members were also
considered to be a problem. Owing to the prevalence of medium-small
enterprises in the Chamber of Industry, they were perceived as being sus
ceptible to the propaganda of the left. Thus TUSIAD was formed to represent
a specific section of interests within the Chambers of Industry and Com
merce in Istanbul. Since its establishment in 1971, TUSIAD has grown
increasingly active in both conducting research on economic issues of im
mediate relevance to large-scale business and also formulating policy
recommendations.
Since the establishment of TUSIAD, the Chambers of Industry are in the
position of representing the interests of medium- and small-scale enterprises.
But the older, and traditionally more powerful, chambers in metropolitan
centers of Istanbul and Izmir have yet to reconcile themselves to this new
role. This is in part because they have been reluctant to take up issues that
clearly divide their membership into opposite camps, for they continue to
harbor large-scale industry, which contributes substantially to their revenues.
It is also in part because of their long-standing conflict with the Anatolian
chambers, which basically represent medium- and small-scale enterprises but
also are vocal advocates of regional balance in the distribution of investment
encouragement licenses. The fact that Istanbul and Izmir have been the
major beneficiaries of the drive for industrialization in the past two decades
continues to be a source of resentment for the smaller Anatolian chambers.
As mentioned earlier, the competition between the larger Chambers of
Industry and the smaller ones in Anatolia has been a major stumbling block
in setting up an autonomous federation of industrial chambers within the
union. The Organization for the Cooperation of Chambers of Industry
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established in 1969, partly as a reaction to the lack of representation at the
union level, had been formally abolished on May 28, 1972 upon the insis
tence of the Istanbul and the Aegean region Chambers of Industry. The fact
that this cooperation was renewed under the leadership of the Adana cham
ber in 1974 and an “unofficial” Union of Chambers of Industry (unofficial
since it is not permitted under Law 5590) was created with an elected
president from the Adana Chamber indicates that the Istanbul and Aegean
chambers have reconciled themselves to the leadership of the Anatolian
chambers. But this hardly means that the Chambers of Industry are now in a
position to take an unequivocal stand on issues that generate cleavage and
conflict among different interest groups. Not only are the Izmir and Istanbul
chambers very uneasy partners in the cooperation efforts, but also the Adana
chamber, which has assumed leadership, is headed by the major shareholder
of a “holding” company that has since 1965 boomed to become the second
largest in Turkey.
Summary and Conclusions

The dynamics of distribution of foreign currency and bank credits has
been the central theme throughout this chapter. Neither bank credits nor
foreign currency are “direct income in the conventional sense. Nor do they fit
neatly together in such categories of “indirect income” as education, health
services, housing, etc. Rather, they are what may be labeled “intermediary
currencies,” access to which generates income. It is precisely for this reason
that the allocation of foreign currency and bank credits emerges as an
important distributive domain around which major lines of political and
economic conflict in the urban economy crystallize.
No attempt has been made here to depict the actual distribution of foreign
currency and bank credits. Who has gotten how much of these resources as a
result of past policy decisions is undoubtedly very important to know. But
perhaps more crucial is to arrive at an understanding of the power structures
that have evolved as a result of allocative decisions made in the past three
decades, for the political and economic interests which have become struc
tured in the process of past allocative decisions shape the path of future
changes by imposing immediate exigencies upon broadly defined long-term
goals.
By focusing on the emergence and changing role of Chambers of Industry
in Turkey it is possible to trace how the short-term discrete measures adopted
by the state to regulate and restrict access to foreign currency and bank
credits served through its differential impact to both create new interest
structures and also intensify the existing divergence of interests in the
industrial sector. Successive measures thereby became answers to the im
mediate exigencies imposed by shifting alliance patterns in the urban
economy.
In the early 1950s, a policy of liberalization in foreign trade coupled with
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an overvalued exchange rate led to exorbitant profits for commercial impor
ters and cutthroat competition over import licenses. Conflicts between com
mercial importers and would-be industrialists, that is, importers of various
commodity brands who wanted to go ahead to produce them locally, were
salient during this period. The balance-of-payments crisis which was a direct
outcome of the laissez-faire policy of the early 1950s led to a series of
successive policy measures between 1953 and 1958, all in the direction of
tightening controls in the foreign trade regime. This was accompanied by the
growth of consumption-goods industries substituting for the now more scarce
or expensive imports. Accordingly, a system of priorities was established in
the import control system, with consumers’ goods directly limited, while
producers’ goods were more liberally imported.
The burst of growth in import-substituting industries, encouraged by tax
rebate schemes on private investments and customs duty exemptions and
special rates in the 1960-1970 period, gave rise to cleavages and conflict
within the industrial sector itself. The growing bifurcation of interests be
tween large, incorporated enterprises and small- and medium-size firms
translated itself, on a wider level, into a cleavage between Istanbul-Izmirbased industry on the one hand and “Anatolian” capital on the other. The
ensuing conflicts led to a series of measures to alleviate the acute credit
squeeze that the small- and medium-size enterprises found themselves in;
also the 1974 annual plan imposed severe restrictions on Istanbul industries
which qualify for investment encouragements. Thus in 1974 and 1975
investments benefiting from incentive measures in Istanbul were virtually
confined to textile mills undertaking expansion.
Given a chronic balance-of-payments problem, the “price” of foreign
currency continues to be a salient issue in the late 1970s but the cleavages
which crystallize around this issue cut across the conflicts over the distribu
tion of bank credits and “certificates of promotion.”
In concluding, two broad points of emphasis need to be underlined. First,
the crucial importance of bank credits and foreign currency as “intermediary
currencies” indicates that the dynamics of income distribution in Turkey is
closely linked to the process of integration into the world economy within a
broadly defined policy of industrialization.
Second, it can be argued that within a broadly defined policy of industri
alization the short-term measures to restrict and regulate access to foreign
currency and credits were neither on outcome of “technical rationality” as
embodied in the plans nor a direct reflection of class interests. Rather, they
have been, and are likely to be in the future, the outcome of mediation and
negotiation between diverse interests in the urban economy and the state.
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