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Turgut Özal was a critical figure in Turkey’s transition to a neo-liberal development 

model in the 1980s. Arguably, he was also the most influential political leader in 

Turkey since the time of Kemal Atatürk. An adequate account of Özal’s legacy, 

therefore, has to encompass a number of different dimensions of his influence not 

only on the economic realm but also the transformations that Turkey has gone through 

in the spheres of politics, culture and foreign policy initiatives in the post-1980 era.1 

The present study will focus explicitly on one particular dimension of his legacy, 

namely the impact that he had, both positive and negative, on the course of Turkey’s 

neo-liberal economic transformation during in the 1980s and 1990s. In assessing his 

economic legacy, however, we shall also aim to tackle the thorny question of Özal’s 

vision of democracy and democratic institutions particularly in the context of 

Turkey’s ability to accomplish economic transformation in a neo-liberal direction 

within the framework of democratic institutions. 

 

From a comparative perspective, certain parallels may be drawn between Özal and 

neo-populist political leaders such as the Argentine President Carlos Menem who 

have also played a key role in terms of implementing radical market-oriented 

economic reforms and justifying the implementation of such reforms to wide 

segments of the electorate. Yet, even judged by his Latin counterparts, Özal was 
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unique in the sense that within the course of a single decade he managed to combine 

two rather different attributes, namely the role of a technocrat in a largely 

authoritarian setting as well as the role of a reformist politician in a broadly 

democratic environment. 

 

In retrospect, Özal’s influence embodied a strong positive dimension. The continuity 

of leadership throughout the 1980s was instrumental in Turkey’s swift recovery from 

the deep economic crisis that the country had found itself in during the late 1970s. It 

played an important role to enhance the credibility of the stabilization-cum-structural 

adjustment program supported by key international institutions such as the OECD, the 

IMF and the World Bank., both in domestic and international circles. His unusually 

diverse background in economic bureaucracy, private business and international 

organizations helped to inspire confidence and build a broad base of support for the 

program. His bold initiatives helped to accelerate the momentum of the liberalization 

process in the Turkish economy, notably in the realms of trade and capital account 

liberalization. Moreover, his bold leadership style injected a considerable degree of 

optimism concerning the future of the Turkish economy in the mid-1980s, a state of 

affairs which was largely absent in the subsequent phase of Turkish neo-liberalism 

during the 1990s. 

 

A balanced interpretation, however, needs to highlight the negative aspects of Özal’s 

economic legacy as well. In retrospect, the weakest link in Özal’s economic thinking 

was the tendency to underestimate the importance of the rule of law and the need to 

develop a strong legal infrastructure for a well-functioning market economy. His 

preference was for ruling by decrees, hence bypassing normal parliamentary 
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procedures and constraints. His vision was rather typical of the kind of practice 

associated with the Latin American style presidential systems characterized by the 

absence of checks and balances providing enormous powers for the key individual in 

charge. Whilst, this style of decision-making was useful in terms of the ability to 

undertake decisions rapidly and overcome powerful interest group pressures, 

nevertheless, it tended to undermine the longer-term viability of the program. Indeed, 

the origins of the significant increase in corruption in the Turkish economy during the 

course of the 1990s might be considered as a direct legacy of the Özal era of the 

1980s, notably the failure to penalize the misuse of export subsidies during the mid-

1980s. The principle involving “economic punishments for economic crimes” nicely 

illustrates the rather relaxed attitude that Özal entertained with respect to the proper 

implementation of the rule law in the economic sphere with rather devastating 

consequences. 

 

Özal also tended to neglect the need to develop a strong institutional infrastructure for 

the effective operation of a market-oriented economy. His approach involved a direct 

confrontation with the “classical bureaucracy”. He tried to implement the reform 

process in a concentrated and top-down fashion. His approach also involved the 

creation of totally new layers of bureaucracy (such as the Privatization 

Administration) which often resulted in serious intra-bureaucratic conflicts. These 

new institutions often lacked a proper bureaucratic tradition or culture. Hence, one 

could argue that the implementation of the reform process in Turkey was associated 

with a weakening of the bureaucratic or the state apparatus in Turkey, arguably with 

costly consequences. Yet, to be fair, one clearly needs to highlight the dilemma that a 

reformer such as Turgut Özal faced: namely, could radical reforms be implemented in 
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co-operation with existing layers of bureaucracy, given the etatist mindset prevailing 

in those key institutions. 

 

Finally, the decision to open up the capital account fully in August 1989 was 

primarily Özal’s own initiative. Most commentators would agree that this was a 

premature decision in the presence of pervasive macroeconomic instability and a 

severely under-regulated financial system. What is striking for our purposes that the 

successive crises that Turkey experienced over a short interval in 1994, 2000 and 

2001 had their origins in key decisions implemented during the Özal era. In that 

sense, one can argue that there is an essential line of continuity between the 

apparently more successful 1980s and the less successful and unstable era of the 

1990s and beyond. 

 

 

 

 

Turgut Özal as a Neo-Populist Reformer: Historical Background and 

a Comparative Perspective 

 

Turgut Özal’s unusually diverse background equipped him with a unique set of 

advantages to play an effective leadership role during the course of Turkey’s neo-

liberal transition. Özal was born in Malatya, a town in the eastern part of Anatolia in 

1927.2 He came from a conservative and religious family of humble means. He rose 

from the periphery of the Turkish society to key echelons of public and private power 
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during the course of the 1960s and the 1970s. As a graduate in electrical engineering 

from the prestigious Istanbul Technical University (ITÜ), he became a public sector 

employee at the Agency for the Study of Electrical Energy.3 His renewed association 

with Süleyman Demirel, who was a few years his senior at ITÜ has played a decisive 

role in Özal’s subsequent career. During the early 1960s, Özal was among a group of 

conservative politicians and bureaucrats who joined the Justice Party (Adalet Partisi-

AP) . During this period, Özal acted as a technical advisor to Demirel, who 

subsequently became the Prime Minister following the electoral victory of the AP in 

1965.The special relationship between Demirel and Özal was instrumental in the 

appointment of Özal as the Under-Secretary of the State Planning Organization (the 

SPO), the most prestigious institution in economic bureaucracy during the import-

substitution era, in 1967 and he remained in that position until 1971.  

 

Having been exposed to the high echelons of economic bureaucracy, the next stage in 

Özal’s rise to the top was the two-year period that he spent at the World Bank during 

the early part of the 1970s. Following his return from Washington, Özal returned to 

Istanbul to work for the private sector. During the period from 1973 to 1979 Özal held 

a number of top-level managerial positions in the private sector. Particularly 

important in this context was the key position that he occupied at the Sabancı 

Corporation, one of the leading conglomerates in Turkey. This unique background 

involving exposure to public, private and transnational organizations, at successive 

phases of his career, clearly proved to be a major asset for Özal during his subsequent 

rise to political power. The fact that he worked for the World Bank during the early 

1970s was useful in generating confidence on the part of the key external actors as 

well as the international financial community at large. Yet, given his strong roots in 
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Turkey’s key state institutions and major private sector conglomerates, he was much 

more than mere than a representative of transnational capital. His strong domestic 

roots provided him with a strong base within the elite structures of the Turkish 

society. 

 

Yet, Özal was much more than a technocrat who could only appeal to narrowly-based 

elite structures within the state establishment as well as the dominant centers of 

national and transnational capital. His unusual background, once again, provided him 

with a decisive edge in this respect. Özal’s Islamist roots which were evident during 

his tenure as the Under-Secretary at the SPO, came increasingly into the surface in the 

late 1970s, when he tried to enter national politics as a candidate of the National 

Salvation Party (the MSP) led by Necmettin Erbakan. Although Özal failed to win a 

seat in Parliament at the time, Özal’s Islamist leanings have subsequently proved to be 

a major source of advantage in his quest to generate broad-based public support. 

Through his unique background, Özal was able to override the traditional secular-

Islamist or the center-periphery divide in Turkish society. His moderate Islamist 

leanings enabled him to appeal to the conservative masses on the periphery of the 

Turkish society, whilst he could also appeal to the secular elites through his attractive 

projects aimed at modernization and economic reform through closer integration with 

the Western world.4 

 

Considering Özal’s extra-ordinary attributes as a technocrat respected both in national 

and transnational circles, it was perhaps not surprising when he was appointed by 

Demirel as the key figure to implement the reform program instigated on January 24, 

1980 in his capacity as the Acting Head of the SPO and the Deputy Under-Secretary 
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of the Prime Minister. What is fascinating was the continuity in Özal’s role as the key 

technocrat responsible for the stabilization and reform program following the collapse 

of the civilian government in September 1980. Özal’s strengths in economic matters 

as well as his skill in negotiation with international organizations rendered him an 

attractive choice for the military elites, in spite of the fact that they were not receptive 

to his Islamist leanings. During the interim government that followed the military 

intervention, Özal occupied the post of the Deputy Prime Minister in charge of 

Economic Affairs. Özal stayed in this position for almost two years until the time of 

the “bankers’ crisis” in summer of 1982. The fact that his Finance Minister, Kaya 

Erdem, was implicated during the crisis put pressure on him to resign.5 

 

From this point onwards, Özal found himself in a new phase of his political career. 

During the 1982-1983 period, Özal was actively involved in the formation of a new 

political party, namely the Motherland Party (the ANAP). The ANAP gained a major 

victory in the elections of November 1983 that marked Turkey’s return to 

parliamentary democracy, contrary to the wishes of the military elite.6 Özal, as the 

leader of ANAP, became the Prime Minister and reached the peak of his influence in 

that position for the next six years, with the ANAP repeating its electoral success 

during the elections of November 1987. Özal became the president of the Republic in 

November 1989, a position that he occupied until his unexpected death in April 1993. 

Thus, for a period of a decade, from January 1980 to November 1989, albeit with an 

interruption of a brief period, Turkey experienced extra-ordinary continuity in 

economic leadership. This made a sharp contrast with the highly fragmented political 

order and lack of effective leadership throughout the next phase of economic reforms 

during the 1990s. 
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Özal had the rare ability to make an effective transition as a leading technocrat in an 

authoritarian interim regime to a civilian politician with a mass political appeal over a 

short space of time. The political party that he helped to create was based on a hybrid 

ideology combining elements of liberalism, conservatism with strong Islamist 

connotations, nationalism and welfarism. By effectively exploiting this hybrid 

ideology, ANAP under Özal’s leadership could appeal to both the center and the 

periphery, transcending the elite versus non-elite divide in Turkish society.7 

 

In retrospect, Özal’s unusual credentials become even more apparent when they are 

placed in comparative perspective. A useful comparison in this context would be with 

Kemal Derviş. Derviş was appointed as the key technocrat in charge of the economic 

reform program by the Prime Minister Bülent Ecevit, following the major economic 

crisis that Turkey experienced in February 2001. Derviş had an impressive career at 

the World Bank reaching top positions in that institution. Hence, he clearly possessed 

the credentials that would generate the trust of the transnational financial community 

as well as key elements of the pro-reform coalition at home. Derviş has undoubtedly 

played an important role in instigating Turkey’s recovery process in the aftermath of 

the 2001 crisis. Yet, contrary to Özal, Derviş was unable to transform his strong 

technocratic credentials to political success. 8 Derviş clearly lacked the kind of 

domestic political base or the kind of political background that Özal possessed that 

would appeal to broad sections of the electorate. What is interesting, from a 

comparative perspective, is that support from the transnational financial community 

per se is not sufficient for domestic political success. Indeed, close affinity with 

transnational capital and its key institutions might have worked against Derviş, in the 
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sense that key segments of the electorate have identified him as an agent of the IMF, 

transplanted to Turkish politics by external forces. Derviş, as a representative of the 

transnational capital and narrowly-based Istanbul elites, lacked the necessary political 

infrastructure necessary that would enable him to appeal successfully to wider 

segments of the Turkish society. What the Özal experience highlights in contrast is 

that strong, organic links with transnational financial networks may constitute an 

important source of political advantage in the era of neo-liberal globalization provided 

that a strong base of domestic political support exists at the same time. 

 

 

Leadership Matters: the Positive Aspects of Özal’s Influence 

 

Successful transition to a neo-liberal model of development requires strong and 

effective leadership for a number of different reasons. First, countries like Turkey 

shift to a neo-liberal model not through voluntary choice but as an inevitable and 

forced outcome of a major balance of payments crisis associated with the exhaustion 

of the import-substitution model of industrialization. In this context, the support of the 

transnational community is crucial for accomplishing a smooth process of recovery 

and a basis for sustained economic growth. Clearly, support will not be forthcoming 

from the international financial community, at least not an adequate scale, if key 

institutions of the international financial order lack trust in the leadership and its 

commitment to the reform process. Second, leadership is important in terms of 

generating trust on the part of both domestic and external capital. This is also a crucial 

element in the sense that long-term success of a reform program depends crucially on 

the investment performance of domestic and external capital. Third, the ability to 
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sustain the reform process, in a predominantly democratic environment, depends on 

its acceptability to broad segments of the public. Hence, leadership becomes critical in 

terms of incorporating broad strata of the population as stake-holders to the reform 

program. In all these three respects, Turgut Özal’s was crucial in the context of the 

1980s. 

 

The 1980 program which was one of the earliest of its kind involved close co-

operation between the IMF and the World Bank as the providers of massive financial 

support for Turkey.9 The scale of the financial support was, in part, due to Turkey’s 

geo-strategic importance. Yet, Özal’s leadership, with his unique background and 

credentials as well his negotiating skills was also important in securing a fine deal 

with the international financial community from a Turkish point of view. Özal’s 

leadership also injected a considerable sense of optimism to the domestic business 

community which had been accustomed to operate within closed walls and high 

protective barriers. Clearly, the changing nature of incentives made the environment 

much more attractive in the early 1980s. Nevertheless, Özal’s influence was important 

in creating a mood of optimism whereby Turkish businessmen felt confident in their 

ability to penetrate into distant markets.  

 

What is important is that this element of optimism was not only injected to the 

business community but to the Turkish public at large. Özal’s project of popular 

capitalism through such measures as mass housing projects, sale of revenue sharing 

certificates and high interests for the savings of small investors managed to 

incorporate with considerable success middle strata of the Turkish public as key 

stake-holders in a Thatcher-style project of popular capitalism. Clearly, his aim here 
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was much more than simply generating a broad-based political coalition to secure 

ANAP’s electoral success. It was part of a broader project implemented with 

missionary zeal to transform the Turkish economy and the Turkish society at large in 

the mould of what he believed to be a genuinely capitalistic economy and society, 

overcoming its strong etatist reflexes in the process. At a broader level, Özal’s vision 

and influence was important in helping to transform a self-enclosed society, with a 

mediocre image of itself, to an outward and forward-looking society that aimed to 

participate and play an active role in the key regions surrounding Turkey. The 

optimism that Özal inspired concerning the future of the Turkish economy also helped 

to reverse the brain drain. Özal actively encouraged this process through the 

appointment of highly-educated figures that had been trained in the United States to 

top positions in the bureaucracy. But, clearly, the process was not confined to 

bureaucracy. It also constituted a more general phenomenon with a number of highly 

educated who would normally have preferred to stay abroad, returning home and 

taking up key positions in the private sector. 

 

In spite of his moderate Islamist leanings, Özal placed major emphasis on developing 

close relations with the European Community. Right from the beginning, he believed 

in the importance of a strong external anchor, such as membership of the EC, for the 

consolidation of the reform process in Turkey.10 Indeed, his thinking in this respect 

may be traced back to the period at the SPO during the late 1960s. Even at the heyday 

of import-substitution and heavy protectionism he believed in the importance of trade 

liberalization as a means of disciplining domestic industry through exposure to 

external competition. Hence, step by step integration to the EC constituted a crucial 

step in creating a genuinely competitive industry at the domestic front.11 Özal played 
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an active part in pushing for Turkey’s application for EC membership in 1987. The 

move was, in part, tactical in the sense that the primary aim was to accelerate the 

process of trade liberalization given that there was no likelihood at that point that 

Turkey’s membership application would receive a favorable response from the 

Community. Indeed, Turkey’s application was rejected, but Özal’s initiatives paved 

the way for the Customs Union that became a crucial element in the full-scale 

liberalization of the Turkish economy in the context of the 1990s. In retrospect, the 

trade liberalization process in Turkey could have been a much more gradual process 

in Özal’s absence. Important segments of the Turkish business community, notably 

those that were primarily oriented towards the lucrative internal market, resisted trade 

liberalization. Were it not for Özal’s bold initiatives in this respect, which he often 

tied with the goal of EC membership, the exposure of domestic industry to genuine 

external competition would have been a far more protracted process. 

 

 

Weak Commitment to Democracy, Institutions and the Rule of Law: 

the Negative Aspects of Özal’s Legacy 

 

Özal was undoubtedly a staunch believer and supporter of economic liberalism. Yet, 

his brand of liberalism contained a number of unorthodox elements judged by the 

standards of liberalism that dominate economic and political discourse in advanced 

democracies. In contrast, he displayed apparent similarity with his neo-populist 

counterparts in Latin America, such as Carlos Menem. His style of governance was 

characterized by weak commitment to democracy, institutions and the rule of law.12 

There is no doubt that Özal displayed a certain vague commitment to representative 
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democracy as a natural counterpart of a market-oriented economy. Yet, he failed to 

display a kind of deep commitment and respects for the institutions and norms of a 

democratic polity. In retrospect, his vision of democracy was quite representative of 

the kind of constitutional economics associated with the writings of Buchanan and 

Hayek, the kind of neo-conservative, new right thinking that exercised a key influence 

over the mind-sets of such conservative leaders as Ronald Reagan in the US and 

Margaret Thatcher in Britain. A central idea in this respect was to limit the powers of 

representative institutions such that the natural workings of the free market could be 

protected and insulated from the detrimental effects of powerful interest group 

pressures that can be exercised through representative institutions. Hence, the notion 

of limiting the domain of representative democracy for the benefit of the market was 

an idea that Özal clearly favored.13 

 

Ultimately, what Özal desired foremost was the speedy implementation of market-

oriented reforms. It was important in this respect that decisions be taken quickly and 

not be obstructed by key interest groups that had a stake in opposing reform. Hence, 

for the sake of the economic process, it was imperative to by-pass democratic 

processes such as the constraints imposed by bureaucratic and parliamentary norms.  

Not surprisingly, Özal preferred a decision-making style based on Cabinet Decrees as 

opposed to Acts of Parliament. For example, key decisions on privatization of state 

economic enterprises from 1986 onwards were achieved by government decrees. The 

absence of an explicit Privatization Law, however, has been amply exploited by the 

opponents of the privatization program who managed to block key privatization deals 

via recourse to the Constitutional Court. Hence, the absence of a strong legal 

infrastructure has clearly jeopardized the success of the privatization program.14   
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Similarly, Özal preferred flexibility in government spending decisions. Indeed, one of 

the striking landmarks of the 1980s involved the proliferation of extra-budgetary 

funds (EBFs) which became an important medium of government spending. In 

retrospect, however, the proliferation of the EBFs during the Özal era helped to 

introduce a number of important distortions in the system resulting in arbitrary 

spending decisions based on political patronage. Furthermore, the widespread use of 

EBFs progressively undermined financial discipline which constituted one of the 

central pillars on which the success of the neo-liberal program depended. 15 

 

Thus, Özal’s understanding of democracy appeared to pay scant respect for the 

principles of transparency and accountability, with the parliament as the key 

institution at the center of the system. A similar distrust of bureaucratic institutions 

was also evident in Özal’s approach to the reform process. 16 Although Özal himself 

was a product of the classical bureaucracy, having occupied top positions in the SPO, 

he was also heavily critical of the etatist mindset and the excessive powers enjoyed by 

the bureaucratic elites. An interesting dichotomy could be identified in his thinking 

process in this respect. At one level, he was critical of representative institutions such 

as the parliament and wished to by-pass such institutions for the sake of speedy 

implementation of the reform process. Yet, at same time, he was critical of classical 

bureaucracy and what he wanted to accomplish was to reduce the excessive autonomy 

enjoyed by the predominantly etatist bureaucratic elites and render them truly 

accountable to elected politicians, as the true representative of the public.17 Clearly, 

these contradictory positions make it rather difficult to assess Özal’s true democratic 

credentials. The common denominator, in this respect, however, is a focus on the 
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primacy of economic reforms and by-passing key institutions and norms, if such 

institutions and norms appeared to block the path of reforms in the short-run. 

 

Given his natural confrontation with the etatist mind-set of classical bureaucracy, 

Özal tried to implement the reform process in a top-down fashion. His approach also 

involved creating totally new layers of bureaucracy such as the Privatization 

administration, the Under-secreteriat of Treasury and Foreign Trade and so on rather 

than trying to implement such key elements of reform such as privatization and trade 

liberalization through the existing set of bureaucratic organizations such as the SPO or 

the Ministry of Finance. One major benefit associated with Özal’s bureaucratic 

restructuring involved the inflow of a select group of young, highly trained and 

internationally oriented bureaucrats to the high echelons of economic bureaucracy. 

Often referred as “Özal’s princes” in popular discourse, this new elite possessed the 

kind of expertise needed in the age of financial globalization and injected a 

considerable degree of dynamism into the bureaucratic decision-making process.18 

 

The drawback of these new bureaucratic institutions, however, was that they lacked a 

proper bureaucratic tradition and culture. Hence, one could argue that the 

implementation of the reform process in Turkey was associated with a weakening of 

the bureaucratic apparatus with costly consequences that became evident with 

recurring episodes of corruption, notably in the ensuing decade of the 1990s. To be 

fair to Özal, however, we need to reemphasize the fact that he was faced with a 

serious dilemma. Considering that his prime motive was the rapid and uninterrupted 

implementation of reforms, to what extent would he be able to achieve this within the 
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parameters of the existing bureaucratic institutions, given the dominance of the etatist 

mind-set in such institutions? 

 

Finally, Özal’s weak commitment to legal norms was amply highlighted by his 

frequently cited statement that envisaged “economic punishment for economic 

crimes”.19 Perhaps, the most serious manifestation of this notorious principle in 

practice occurred in the context of the “fictitious exports” episode during the mid-

1980s. In the early 1980s, a major instrument utilized by the government to promote 

exports was export subsidies in the form of export tax rebates. Yet, in the presence of 

weak government discipline, rent-seeking enterprises tried to take advantage of these 

subsidies through a variety of mechanisms, notably over-invoicing. In short, a large 

numbers of firms violated the law and claimed large amounts of export subsidies 

without actually undertaking the required level of exports. Yet, the administration was 

quite lenient on these activities and no serious attempt was made to punish the crimes 

involved. Indeed, the kind of thinking embodied in Özal’s notion of “economic 

punishment for economic crimes” represented a rather light-hearted treatment of the 

kinds of crimes involved.20 Perhaps, what Özal had in mind, was to avoid repression 

of entrepreneurial activities through excessive penalties. Yet, most commentators 

would concede that this proved to be a major mistake. In retrospect, the fictitious 

exports episode and the lenient response by the state marked the beginning of serious 

corruption in Turkey, hence representing a necessary line of continuity between the 

Özal era and the subsequent phase of neo-liberalism during the 1990s. 

 

Rethinking Özal’s Legacy in the Context of the Second Phase of 

Turkish Neo-liberalism: The 1990s and Beyond  
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The year 1989 is typically considered to be a natural turning point or dividing line in 

the Turkey’s encounter with neo-liberalism in the post-1980 era. 1989 is considered to 

be important for a number of important reasons. First of all, it effectively marked the 

end of the Özal era. ANAP, under Özal’s leadership experienced a major setback in 

the municipal elections of March 1989 which effectively marked the beginnings of the 

acute political fragmentation that was to characterize the Turkish party system 

throughout the 1990s. Furthermore, Özal’s resignation as a Prime Minister for a new 

political role as the President in November 1989 also constituted a critical turning 

point. Özal clearly favored a Latin American style presidential system that would 

allow disproportionate executive powers to the president himself in an environment of 

weak checks and balances.21 Yet, in spite of the strengthening of power of the 

Presidency by the Constitution of 1982, Turkey’s strong parliamentary traditions 

constrained Özal in his quest to play a strong presidential role.22 Furthermore, during 

the period of his presidency, with the Gulf War and its aftermath, Özal’s attention 

increasingly shifted from economic to key political and foreign policy issues such as 

the Kurdish question and Turkey’s role as an active regional power.23 Finally, 1989 

was the year when the critical decision was taken involving the full-scale opening up 

of the capital account, a decision that created a radically different economic 

environment in the context of the 1990s. 

 

1989 is also used as a typical reference point in comparing economic performance 

during different phases of neo-liberalism in Turkey. Indeed, a superficial comparison 

reveals that “the Özal decade” has been much more successful judged on the basis of 

a number of key macroeconomic indicators. Average growth has been higher and 
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average inflation has been lower in the context of the 1980s. Furthermore, Turkey has 

been exposed to successive economic crises in the second phase, in 1994, 2000 and 

2001 respectively, in sharp contrast to the crisis-free environment of the 1980s.24 

There is no doubt that political instability and full exposure to the forces of financial 

globalization constitute two elements that render the 1990s radically different from 

the earlier decade. Similarly, Turkey has been exposed to serious external or 

exogenous shocks in the 1990s that again renders the decade radically different from 

the earlier era.25 Added to this, one should also take into account that Turkey did not 

face a fully competitive political environment well until late 1987, in spite of the fact 

that a transition to parliamentary democracy was achieved in November 1983. 

In spite of these obvious differences, however, it is our contention that significant 

continuities may be identified with respect to these two decades and these 

continuities, in turn, are a product of Özal’s legacy. The argument may be 

substantiated as follows.  

 

Özal himself played an instrumental role in the radical decision to liberalize the 

capital account fully in August 1989. Indeed, this proved to be one of his final acts as 

the Prime Minister. There is evidence that the decision was pushed through contrary 

to the advice of the Central Bank.26 The decision was motivated by a mixture of 

economic and political considerations. Özal hoped that an open capital account 

regime would help to attract large amounts of external capital. This, in turn, would be 

instrumental in accelerating the pace of economic growth. He also hoped that this 

would provide an appropriate context for accelerating the momentum of trade 

liberalization, which would help to lower inflation through the pressure of low cost 
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consumer goods imports. These forces combined would also help ANAP to recover 

its political support in subsequent general elections.  

 

Yet, this proved to be a serious miscalculation. The decision to liberalize the capital 

account in an environment of high degree of macroeconomic instability and the 

absence of an adequate institutional framework to regulate the financial sector 

rendered the Turkish economy highly dependent on short-term and highly speculative 

capital flows. Short-term capital inflows magnified the degree of instability in the 

Turkish economy as political actors used these funds to finance rising budget deficits 

thereby postponing costly adjustment decisions to the future. It was not surprising in 

this context that Turkish economy experienced successive financial crises with serious 

real economy consequences.27 

 

It is also well worth emphasizing that economic instability in Turkey had already 

started to build up in the Turkish economy from the late 1980s onwards. Clearly, it 

was difficult to contain severe distributional pressures in a newly opened political 

environment as the initial losers of the liberalization process, notably wage earners 

and agricultural producers, used their newly acquired political power to offset the 

economic losses that they had encountered during the early part of the decade.  

 

In part, Özal as the key economic figure of the period should also share part of the 

blame for the steady loss of fiscal discipline that progressively undermined the very 

foundations on which the neo-liberal reform program rested. His background as an 

engineer and planner resulted in a certain tendency to underestimate the costs of 

financial imbalances and inflation from the perspective of sustained economic growth. 
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The strong emphasis that he tended to place on the real economy was coupled with a 

tendency to underestimate, if not to ignore, the negative consequences of inflation on 

the quantity and quality of investment and, hence, on the longer-term economic 

potential of the economy. Somehow, he tended to believe that rapid growth in the real 

economy would help to relieve inflationary pressures over time, neglecting the arrow 

that ran from high and variable inflation to low growth in the process.28 The 

proliferation of the EBFs during his period of office facilitated a certain degree of 

flexibility in spending decisions. Yet, on the whole, they have proved to be rather 

costly in terms of fiscal indiscipline, not only in the 1980s but for most of the 1990s. 

Perhaps, the problem was of a more general and deeper nature than simply the 

absence of financial discipline in the public sector. The whole atmosphere of the Özal 

era with its emphasis on consumerism and a parallel lack of emphasis on the virtues 

of thrift in the society as a whole and not simply in the public sector have carried over 

into the subsequent decade and were clearly in evidence in the highly fragile, debt-led 

growth that Turkey experienced during the second phase of its neo-liberal experiment. 

 

Yet another striking element of the 1990s involved pervasive corruption in the 

Turkish economy. Arguably, the political instability associated with short-lived 

coalition governments and the resultant myopic bias on the part of the key political 

actors made the economy rather vulnerable to widespread corruption.29 Yet, the seeds 

of this process were already evident in the previous area of the 1980s. Arguably, the 

negative consequences of Özal’s influence, namely the failure to pay adequate 

attention to the problem of accountability and the rule of law, exercised a far deeper 

negative impact in the context of the post-1989 era, reaching a climax in the context 

of the February crisis of 2001.30 
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On a more positive note, important steps have been taken in the context of the 1990s 

designed to build the kind of strong regulatory institutions needed for the effective 

implementation of key aspects of the neo-liberal program in such areas as 

privatization and banking sector reform. Yet, these transformations have occurred in a 

rather protracted manner with the main initiative coming from external as opposed to 

domestic actors. For example, the Customs Union agreement which became effective 

by the beginning of 1996 was instrumental in creating a wave of important regulatory 

reforms in the Turkish economy in the mid-1990s resulting in the establishment of 

key regulatory institutions such as the Competition Board for the first time in the 

history of the Turkish economy. Similarly, the IMF which once again became heavily 

involved in the Turkish economy from the late 1990s onwards was the principal actor 

responsible for the introduction of a key regulatory institution in the banking sector, 

namely the Banking Regulatory and Supervisory Authority (the BRSA). The Turkish 

economy in the post-1999 era has, in fact, been confronted with a double external 

anchor, namely simultaneous IMF and EU discipline, which has clearly been pushing 

Turkey rapidly in the direction of institutionalizing reforms and greater fiscal 

discipline.31 The crisis of 2001, the deepest crisis that Turkey has experienced in its 

post-War history, has clearly been instrumental in accelerating this process of 

regulatory reform, although the process, as yet, is far from being completed. Looking 

back, the outcome would have been far more favorable for Turkey if such reforms had 

been instigated at an earlier phase. 

 

Finally, the Customs Union agreement was clearly in line with Özal’s thinking, 

although arguably the terms of the agreement could be better negotiated.32 In 
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retrospect, in spite of its shortcomings, the Customs Union represented the positive 

side of the 1990s. By accelerating the process of trade liberalization, a process that 

had already gathered momentum during the Özal era, it marked an important step 

forward in terms of rendering the Turkish industry more competitive in international 

markets. Not only for Özal but also for other Turkish political leaders, the Customs 

Union was not an end in itself but an intermediate step on the path to EU membership. 

In this respect, the Helsinki Decision of 1999 proved to be a crucial turning point for 

Turkey’s fortunes. The clear improvement of the mix of conditions and incentives 

facing Turkey following its announcement as a candidate country has undoubtedly 

been instrumental in accelerating the process of economic and political reforms in 

Turkey during the recent era.33 

 

Özal and Menem as Neo-Populist Reformers: A Stylized Comparison 

 

A proper understanding of Özal and his economic legacy requires a comparative 

perspective. A number of scholars of political economy have drawn attention to the 

emergence of a new phenomenon in the developing world described as “neo-liberal 

populism”.34 Neo-liberal populism differs from traditional populism in the sense that 

it co-exists with neo-liberal policies aimed at improving economic efficiency and 

eliminating rent-seeking behavior associated with heavy protectionism and excessive 

state intervention of the import-substitution period.35 Hence, rather paradoxically neo-

liberalism which is supposed to be the anti-thesis of populism, replaced the populist 

political culture with a new kind of populism. Some of the most striking examples of 

this new breed of neo-liberal populism can be found in Latin America. The best-

known examples of neo-populist reformers include Carlos Menem in Argentina 
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(1989-1999), Carlos Salinas in Mexico (1988-1994) and Fernando Collor in Brazil 

(1990-1992). Alberto Fujimoro of Peru (1990-2001) is also often included in this 

group. 

 

The common denominator of neo-liberal populism is that reforms tend to be initiated 

in a top-down fashion, often launched by surprise and without the participation of 

organized political forces. Perhaps this is not surprising given that reforms involve 

significant social costs and a disproportionate number of losers are associated with 

this process. The style of policy implementation tends to be autocratic and this 

autocratic style of policy implementation tends to undermine representative 

institutions and to personalize politics. Active dialogue and consultation with the key 

interest groups is by definition excluded from this process. An all-powerful and 

charismatic leader plays a crucial role in this scenario in terms of implementing the 

reform package and legitimizing it in the eyes of the broad segments of the electorate. 

Hence, neo-liberal populism entails the co-existence of liberal economics with 

illiberal politics or a kind of shallow democracy.36 

 

The main features of Turgut Özal’s style of economic governance clearly fits into the 

broad framework identified above. Without attempting a full-blown comparative 

analysis, a number of interesting parallels may be identified between Özal and 

Menem with respect to the implementation of neo-liberal reforms in their respective 

countries that clearly highlight the general nature of this phenomenon classified as 

neo-liberal populism”. 
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Similarities between the two leaders begin with their respective backgrounds. Both 

were charismatic leaders with a traditional background who were on the periphery of 

their respective societies. Menem rose to national prominence from a rural province, 

basing his successful campaign on folkloric symbols, social justice themes and 

promises to revitalize the economy.37 Like Özal, he managed to transcend the 

traditional and the modern and by recourse to “wealth” and “anti-elitist” themes, at 

the same time, could manage to appeal to strikingly different segments of the 

Argentine society. The unusual backgrounds of both leaders coupled with their 

flamboyant life styles allowed them to be project an image of being reformist, modern 

and progressive as well as being loyal to tradition and cultural roots of their respective 

societies. Both enjoyed strong links to the economic and state elites in their countries 

whilst at the same managing to convey  a strongly anti-elitist discourse that clearly 

appealed to the middle and lower strata of their societies. Özal depended on his 

conservative, Islamist roots, and Menem effectively exploited his Peronist roots in 

order to capitalize on anti-elitist sentiments and to appeal to wide segments of their 

respective societies.38 

 

As neo-populist leaders, both were in office for roughly a decade. During this period 

they had considerable success in transforming their societies by implementing 

economic policies representing a move from protectionism and etatism to an open and 

outward-oriented culture. Argentina, under Menem’s Presidency, enjoyed its most 

successful phase of economic growth during the early and the mid-1990s.39 Similarly, 

Turkey, under Özal’s Premiership, enjoyed the best phase of its neo-liberal 

restructuring. Indeed, both countries were portrayed by key international 
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organizations as model cases for the rest of the developing world during the periods in 

question.  

 

Admittedly, the strong presidential powers that Menem enjoyed as well as the depth 

of the crisis and hyperinflation that Argentina had experienced in the previous era 

allowed Menem to implement neo-liberal restructuring in a far more radical and 

drastic fashion. A massive privatization program and the ability to bring inflation to 

single digit levels through rigid adherence to the convertibility plan based on a rigid 

relationship between Argentine peso and the dollar constituted the landmarks of the 

Argentine neo-liberalism under Menem. Özal’s neo-liberalism in contrast, was less 

radical and more of a gradualist program. Significant steps were taken in the direction 

of liberalizing the trade and capital account regime and transforming the Turkish 

economy from an inward-oriented to an export-oriented direction. Yet, privatization 

remained limited and chronic inflation continued to be a serious source of 

disequilibrium, though never reaching the kind of hyperinflationary proportions 

experienced in the 1980s. Arguably, unlike Menem, Özal did not pay sufficient 

attention to the problem of inflation per se. His engineering mind-set led him to 

conceive of inflation “as a cost of economic growth”- an approach that fails to see 

price stability as a necessary condition for achieving sustained economic growth.  

 

Both Özal and Menem saw laws and bureaucracy as impediments to swift decision-

making. Indeed, Özal very much wanted the kind of presidential regime that Menem 

enjoyed which was characterized by the pervasive absence of institutional checks and 

balances. Although Özal could not achieve this due to the strong parliamentary 

traditions embedded in the Turkish political system. Indeed, the circumvention of 
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legal rules helped to undermine his reputation just as it did for Menem.40 Both leaders 

were heavily criticized for the increase in corruption during the periods that they 

occupied office. Menem found himself in house arrest for six months on charges of 

organizing illegal sales of arms to Ecuador and Crotia. Özal did not face a similar fate 

during his periods of office. Nevertheless, the second half of the 1980s in Turkey has 

been characterized by widespread allegations of corruptions which also included 

members of Özal’s own family.41 Given the weak commitment to the rule of law 

evident in the case of both leaders, it was perhaps not surprising that both Argentina 

and Turkey experienced a substantial increase in corruption during the neo-liberal 

era.42 

 

Finally, both leaders experienced a dramatic fall in their electoral fortunes. This was 

perhaps not surprising in the sense that sustained improvement in economic 

performance could not be achieved in neither of the two cases. In spite of the early 

success of the neo-liberal experiment, Argentina found itself once again in the midst 

of a deep economic crisis in 2001. In the Turkish case, crises were temporarily 

postponed to the 1990s and Turkey found itself confronted with successive and 

increasingly more costly financial crises during the later phase of its neo-liberal 

experiment. ANAP, as indicated earlier, started to lose its early popularity from the 

municipal elections of March 1989 onwards. Inability to contain inflation, with its 

costly consequences for low and middle income groups in society, as well as growing 

allegations of corruption had a deep negative impact on  ANAP’s electoral fortunes 

by the of the 1980s. During the course of the 1990s, the party was increasingly 

marginalized losing the kind of broad-based appeal that it had enjoyed during the 

peak of its popularity in the mid-1980s. Under the leadership of Mesut Yılmaz, 
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ANAP was a pale shadow of its image in the 1980s. Following the departure of Özal 

the party increasingly lost its broad political support and could only appeal to a 

narrow group of urban bourgeoisie which was hardly sufficient for electoral success. 

The ANAP’s decline reached a dip in the elections of November 2002. The party 

failed to pass the national electoral threshold of ten percent and, for the first time 

since 1983, failed to send any representatives to the Parliament. Similarly, Carlos 

Menem tried to make a comeback during the recent presidential elections of 

Argentina in 2003. Yet, he decided to withdraw from the presidential race realizing 

that he had lost his previous popularity among the Argentine public by a drastic 

margin. 

 

These comparative observations suggest that “neo-liberal populism” inspired by 

charismatic leaders constitutes an asset in the process of implementing difficult and 

divisive reforms in its early stages. There is no doubt that both Argentina and Turkey 

have made significant strides in transforming their economies, having experienced 

deep crises in their import-substitution phase of development. Nevertheless, our brief 

comparison also highlights that the kind of neo-liberal reform experiment that 

essentially by-passes and undermines democratic institutions and norms can generate 

devastatingly unfavorable consequences from a longer-term perspective. The 

experiences of both Argentina and Turkey illustrate in a rather dramatic fashion the 

negative repercussions of trying to engineer reforms in a top-down fashion, 

circumventing democratic norms and the rule of law in the process.  

 

Turkey and Argentina are societies characterized by a high degree of income 

inequality. Both Özal and Menem hoped to deal with the problem of pervasive 
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inequality through sustained economic growth. They tended to reject the notion of 

extensive direct re-distribution as being inherently inconsistent with the neo-liberal 

logic.43 Yet, the kind of growth path that they helped to instigate was a highly fragile 

pattern of debt-led growth which was highly vulnerable to speculative attacks and 

financial crises. 

 

Concluding Observations 

 

Turgut Özal’s leadership had a decisive impact on the neo-liberal transformation of 

the Turkish economy. The early 1980s constituted the heyday of the “Washington 

Consensus”. Turkey, having lived through a major crisis in the late 1970s, was one of 

the first countries to encounter the new liberalization message from Washington. 

Özal’s unique qualities as an engineer and economic technocrat and his unique 

background that helped him to by-pass boundaries involving traditional and modern, 

elites and non-elites as well as national and transnational destined him to play a key 

leadership role first as a technocrat and then as a key political figure in the 

implementation of the reform process. Leadership per se cannot explain economic 

success. Nevertheless, there is no doubt that Özal’s leadership helped ensuring 

considerable continuity in the reform process. His vision and bold initiatives 

generated considerable optimism concerning the future direction of the Turkish 

economy. Indeed, by the mid-1980s, Turkey was frequently singled out as a case of 

successful adjustment by the IMF and the World Bank that others in line ought to 

emulate, although danger signs clearly existed notably on the fiscal front. The 

optimism that characterized the early Özal era has to a large extent been reversed in 

the subsequent decade and only very recently, with a substantial time-lag, following 
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the electoral victory of “the Justice and Development Party” (the AKP) can we see the 

beginnings of a new era of confidence in the future of the Turkish economy. 

 

A balanced consideration of Özal’s legacy, however, reveals a number of fundamental 

deficiencies that clearly left their mark on the subsequent underperformance of the 

Turkish economy. To a certain extent, the negative aspects of Özal’s legacy were 

synonymous with the weak spots in the Washington Consensus. For example, Turkey 

was not alone in being exposed to the vagaries of financial globalization through 

premature capital account liberalization. Yet, clearly the process could have been 

delayed in the Turkish case if Özal had not pushed so decisively for the move to full 

convertibility in August 1989. It is also fair to say that the significance of institutions 

had been underestimated in the early days of the Washington Consensus. The 

prevailing intellectual mood in the dominant academic and financial circles that Özal 

was confronted with in the early 1980s projected a rather optimistic image concerning 

the ability to create “free markets”, simply by reducing the weight of the state in the 

economy and releasing entrepreneurial energy in line with correct incentives. The 

importance of institutions and the rule of law as the necessary ingredients of an 

effectively functioning market economy were somehow underplayed or pushed aside 

in this context. Ultimately, the failure to pay sufficient attention to democracy, 

institutions and the rule of law, in spite of the advantages that it offered in the early 

stages, has been costly for the Turkish economy in the course of the subsequent 

decades of Turkish neo-liberalism. In this respect, one can diagnose an essential line 

of continuity between what appear to be quite separate phases of the Turkish neo-

liberal experiment. 
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Finally, a comparative approach is useful in contextualizing Özal’s economic legacy. 

Özal enjoyed certain unique attributes derived from the specific, contextual features 

of the Turkish experience. Yet, at the same time, his style of charismatic leadership 

was rather typical of the new wave of neo-liberal populism that was also evident in 

other parts of the developing world and notably in Latin America. A cursory 

comparison with the Argentine President Menem revealed a number of striking 

commonalities with the Özal case, clearly pointing towards the presence of certain 

general tendencies in the implementation of market- oriented reform with far-reaching 

social consequences in the tough political environments of emerging democracies. 

Neo-populist reformers like Özal and Menem placed their priority on rapid 

implementation of reforms, leaving the issue of democratic deepening into the distant 

future. What was ironic, however, that the decision to by-pass democratic institutions 

and legal norms for the sake of successful implementation of economic reforms have 

ultimately failed to bring about a sustained improvement in economic performance 

that such leaders had desired in the first place.  
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