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ABSTRACT 

POLITICS OF INSTITUTIONAL CHANGE IN STATE-BUSINESS RELATION: A CASE STUDY 

IN TURKISH ELECTRICITY SECTOR  

YƤƭƤœΣ aŜǎǳǘ 

M.A., Department of International Relations 

{ǳǇŜǊǾƛǎƻǊΥ !ǎǎǘΦ tǊƻŦΦ 5ǊΦ tƤƴŀǊ TǇŜƪ 

 

August 2018 

 

 

Since the early 2000s, the electricity sector in Turkey has witnessed an institutional 
change, with the enactment of Electricity Market Law (EML), 2001, and the 
declaration of the 2004 Energy Strategy Paper (ESP) published by the Higher 
Planning Council. Within this new institutional framework, the state has been giving 
up its monopoly in electricity production and distribution sectors and transferring 
its considerable amount of operations to private companies. Although one of the 
main reasons of this institutional change in the sector indicated ƛƴ 9{t ƛǎ άǎŜŎǳǊƛǘȅ ƻŦ 
ǎǳǇǇƭȅΣέ ¢ǳǊƪŜȅΩǎ ƛƴǘŜǊŘŜǇŜƴŘŜƴŎŜ ōŜǘǿŜŜƴ ƴŀǘǳǊŀƭ Ǝŀǎ ŀƴŘ ŜƭŜŎǘǊƛŎƛǘȅ ƳŀǊƪŜǘ Ƙŀǎ 
substantially increased. Therefore, this development in Turkish electricity sector 
requires further investigation of state-business relation in the context of politics of 
institutional change in electricity market. In order to understand and explain the 
politics of institutional change in Turkish electricity sector, the thesis employs three 
main theories namely rational choice, historical institutionalism, and constructivism. 
Having examined the institutional change process, the thesis concludes that despite 
the extent of exogenous factors, there is an endogenous process of path dependent 
institutional change within the historical trajectory of state-business relation in 
Turkey. The perceived understanding of stakeholders in the electricity market about 
their self-interested market activities seem to be inseparable from how they frame 
their actions through uncertainty and ideational forces. 

 

Keywords: Energy Sector in Turkey, Path-dependence, Politics of Institutional 
Change, Role of Ideas, State-business Relation  
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CHAPTER 1 

INTRODUCTION 

During the 1990s, Turkish privatization process was relatively unsuccessful in the 

electricity production sector. However, since the early 2000s, the sector has 

witnessed an institutional change, with the enactment of Electricity Market Law 

(EML), 2001, and the declaration of the Strategy Paper published by the Higher 

Planning Council published in 2004. Within this new institutional framework, the 

state has been giving up its monopoly in electricity production and distribution 

sectors and transferring some of these operations to private companies. There were 

several motivations for the observed institutional change. First, the state was 

technically incapable of meeting projected electricity demand of Turkey. Second, 

during the 1990s, Turkey experienced serious economic crises. The state was 

economically incapable of meeting the highly needed investment amount into 

energy sector so that it could keep its role in the sector. Third, the International 

Monetary Fund (IMF) and the European Union (EU) asked for privatization and 

liberalization process in the electricity sector through the conditionalities in stand 

ōȅ ŀƎǊŜŜƳŜƴǘǎ ŀƴŘ ¢ǳǊƪŜȅΩǎ ŀŎŎŜǎǎƛƻƴ ǇǊƻŎŜǎǎ ǘƻ ǘƘŜ 9¦Σ ǊŜǎǇŜŎǘƛǾŜƭȅΦ     

Accordingly, this thesis examines the following research question: 

Which factors are more plausible in understanding and explaining the politics of 

institutional change in state-business relation in the energy sector, specifically in 

electricity generation from natural gas?  
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I specifically focus on the electricity generation from natural gas because of the 

puzzle as follows: 

Although one of the main reasons of privatization in electricity sector, indicated in 

ǘƘŜ нллп 9ƴŜǊƎȅ {ǘǊŀǘŜƎȅ tŀǇŜǊ ό9{tύ ƛǎ ǎŜŎǳǊƛǘȅ ƻŦ ǎǳǇǇƭȅΣ ¢ǳǊƪŜȅΩǎ ƛƴǘŜǊŘŜǇŜƴŘŜƴŎŜ 

between natural gas and electricity markets has substantially increased.  

In 2004, the share of natural gas in generating electricity was 41.3 per cent. 

However, it peaked with 49.7 per cent in 2008 and slightly decreased to 47.9 per 

cent in 2014. Even today, the share of natural gas in generating electricity is more 

than 35 per cent, while it can exceed 45 per cent during high demand times in 

winter months.   

Thus, despite the new institutions introduced into the energy market after the 2001 

economic crisis, persistently high share of natural gas in electricity generation is 

puzzling and requires further investigation of state-business relation in the context 

of politics of institutional change in electricity market.  

My methodology is case study of Turkish electricity sector and particularly 

electricity generation from natural gas. This sector is important for understanding 

and explaining the politics of institutional change in state-business relation, because 

electricity generation from natural gas has the biggest share in energy mix in 

Turkey. I collected data from the official documents and conducted several 

interviews with private firm, business association representatives in the electricity 

sector, and officials in the Ministry of Energy and Natural Resources.   

In this study, L ŦƛǊǎǘƭȅ ŎƻƴǎƛŘŜǊ YƻƘƭƛΩǎ ǘȅǇƻƭƻƎȅ ŦƻǊ ǎǘŀǘŜǎΩ ǊƻƭŜ ƛƴ ŜŎƻƴƻƳƛŎ 

development. And, it can be argued that both cohesive-capitalist and multi-class 

ŦǊŀƎƳŜƴǘŜŘ ǎǘŀǘŜ ǘȅǇŜǎ ŀǊŜ ƻōǎŜǊǾŜŘ ŘǳǊƛƴƎ ŘƛŦŦŜǊŜƴǘ ǇŜǊƛƻŘǎ ƻŦ ¢ǳǊƪŜȅΩǎ ŜŎƻƴƻƳƛŎ 
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development. This means that Turkey should have been experiencing a number of 

institutional changes, associated with different political coalitions between state 

and business in economic development.  

I also consider three different theoretical perspectives, namely rational choice, 

historical institutionalism, and constructivism in understanding and explaining the 

politics of institutional change in state-business relationship in Turkey. Rational 

choice scholars think that the main drive of institutional change is self-interest. 

Human beings as individuals created organizations and institutions to purse their 

own self-interests. Thus, institutions are merely seen as instrumental creations of 

individuals. They make use of these institutions to enlarge their own personal 

utilities. Therefore, according to rational choice theories, institutional change only 

takes place when it bears more benefits for the actors. 

Historical institutionalists argue that a historically constructed set of institutional 

restrictions and opportunities affects the behavior of political actors and interest 

groups that engage in the policy process. They underscore path dependence and 

unintended consequences in institutional construction.  Moreover, current studies 

in historical institutionalism argue that institutional change is accountable as an 

ideationally path-dependent process in which agents construct their institutional 

future from a limited set of ideas. According to these studies, institutional change 

arises from endogenous sources of instability, and that endogenous mechanisms of 

ŎƘŀƴƎŜ ŀǊŜ ƳƻǊŜ ƛƴŦƭǳŜƴǘƛŀƭ ǘƘŀƴ ŜȄƻƎŜƴƻǳǎ ƻƴŜǎΣ ǊŜŦŜǊǊƛƴƎ ǘƻ άƎǊŀŘǳŀƭ ŎƘŀƴƎŜΦέ 

Gradual change more specifically has four different categories, namely 

άŘƛǎǇƭŀŎŜƳŜƴǘΣέ άƭŀȅŜǊƛƴƎΣέ άŘǊƛŦǘΣέ ŀƴŘ άŎƻƴǾŜǊǎƛƻƴΦέ 
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Constructivist scholars argue that it is necessary to develop a better understanding 

ǘƘŀƴ ǘƘŀǘ ƻŦ YŀǊƭ tƻƭŀƴȅƛΩǎ ŘƻǳōƭŜ ƳƻǾŜƳŜƴǘ ŎƻƴŎŜǇǘ in order to understand and 

explain politics of institutional change. Even though double movement is still 

significant today, it separates the market from society and supplants the institutions 

of social protection with more market-conforming institutions. Nevertheless, the 

political uses of economic ideas and politics of organized business can be employed 

to develop a better theoretical understanding. Ideas allow agents to decrease 

uncertainty, suggest a specific solution to a moment of crisis, and empower agents 

to resolve the crisis. Thus, new ideas are important components in constructing 

politics of institutional change. They briefly argue that social scientists need to 

reconsider the link between ideas and interests.  

Having conducted 15 interviews, and examined the official papers, and secondary 

resources, I argue that   

Despite the extent of exogenous factors, there is an endogenous process of 

path dependent institutional change within the historical trajectory of state-business 

relation in Turkey.  

The perceived understanding of stakeholders in the electricity market about 

their self-interested market activities seem to be inseparable from how they frame 

their actions through uncertainty and ideational forces. 

The thesis contains five chapters. Following the introduction chapter, the second 

chapter presents the theoretical framework to examine politics of institutional 

change in state-business relation and the hypotheses that I consider for my 

research question. The third chapter looks into the historical background in state-

business relation and an overview of the instituǘƛƻƴŀƭ ŎƘŀƴƎŜ ƛƴ ¢ǳǊƪŜȅΩǎ ŜƴŜǊƎȅ 
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sector. In light of the role of state in Turkish political economy and institutional 

changes in energy sector, the historical background is divided into five periods: 1st 

Period (1923-1930), 2nd Period (1930-1950), 3rd Period (1950-1960), 4th Period 

(1960-1980), and 5th Period (1980-2001), respectively. The fourth chapter 

demonstrates the main findings of the thesis. It concludes that there is an 

endogenous process of path dependent institutional change within the historical 

trajectory of state-business relation in Turkey. The perceived understanding of 

stakeholders in the electricity market about their self-interested market activities 

seem to be inseparable from how they frame their actions through uncertainty and 

ideational forces within the gradual institutional change.  
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CHAPTER 2 

THEORETICAL FRAMEWORK: STATE-BUSINESS RELATION AND 

POLITICS OF INSTITUTIONAL CHANGE 

 
2.1. StateΩǎ Role in Economic Development 

The state has always been at the heart of economic development, especially in 

developing states. This observation leads scholars to consider the state as the most 

significant economic actor in peripheral countries. Energy sector is no exception of 

this general rule, since the infra and superstructure of the sector has a high-risk in 

and high-cost of investment; and the role of private sector is expected to be limited 

in the initial stages of economic development. In fact, the state in late-industrialized 

developing countries has been particularly influential in energy sector given the lack 

of large capital accumulation in private sector or bourgeoisie, if any, in the early 

phases of their industrialization. 

Nevertheless, we can see changing role of state in energy sector through different 

periods of industrialization process and economic development in developing 

countries. In this regard, historical context of state-business relation in Turkey 

matters to understand and explain the contingent conditions for politics of 

institutional change in energy sector, and especially the case of electricity 

generation from natural gas. In this section, I look at the role of state to describe 

characteristics and various policy tools of different state types, which influence 

economic development, and specifically industrialization at different levels.  There 

ƛǎ Ǿŀǎǘ ƭƛǘŜǊŀǘǳǊŜ ƻƴ ǘƘŜ ǎǘŀǘŜΩǎ ǊƻƭŜ ƛƴ ŜŎƻƴƻƳƛŎ ŘŜǾŜƭƻǇƳŜƴǘΦ L ŦƻŎǳǎ ƻƴ YƻƘƭƛΩǎ 
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(2004) work since he has an inductive approach to examine different degree of 

industrialization among developing countries. He has in-depth case studies of 

Nigeria, Brazil, India, and South Korea. In light of YƻƘƭƛΩǎ state typology, I question 

ǘƘŜ ǎǘŀǘŜΩǎ ǊƻƭŜ ƛƴ TurkeyΩǎ ŜŎƻƴƻƳƛŎ Řevelopment and consider some of the 

described characteristics to identify how Turkish state has intervened into politics of 

institutional change in the case of electricity sector. 

Kohli asserts that in order to compare and analyze state types in development, one 

ƴŜŜŘ ǘƻ ŎƻƴǎƛŘŜǊ ŀ ƴǳƳōŜǊ ƻŦ ǎǇŜŎƛŦƛŎ ŎƘŀǊŀŎǘŜǊƛǎǘƛŎǎΣ ǿƘƛŎƘ ŀǊŜ άƭŜŀŘŜǊǎƘƛǇ ƎƻŀƭǎΣ 

degree of centralization of public authority, downward penetration of public 

authority, political organization of the mobilized political society, scope of state 

intervention in economy, and quality of the economic ōǳǊŜŀǳŎǊŀŎȅέ όYƻƘƭƛ нллпΣ ǇΦ 

12). According to Kohli, there are three historical patterns of how state authority is 

organized and used in the developing world: neopatrimonial states, cohesive-

capitalist states, and fragmented-multiclass states (Kohli 2004, p. 9). 

 

2.1.1. Neopatrimonial States 

All modern states have centralized authority and coercive control over a specific 

territory. They also have a well-established public arena that can be distinguished 

from private interests and their pursuits. This distinction between the public and 

private sphere of activities is quite weak in several developing country states. Thus, 

a number of states emerged with weakly centralized and legitimate authority 

structures, self-interested leaders not limited by institutions, and bureaucracies of 

poor quality. Kohli ƳŀǊƪǎ ǘƘŜǎŜ ǎǘŀǘŜǎ ŀǎ ƴŜƻǇŀǘǊƛƳƻƴƛŀƭΣ ŦƻǊ άŘŜǎǇƛǘŜ ǘƘŜ ŦŀœŀŘŜ of 
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modern state, public officeholders tend to treat public resources as their personal 

ǇŀǘǊƛƳƻƴȅέ (Kohli 2004, p. 9). As a result, these states are quasi-modern states - 

neither completely modern nor accurately rational-legal states.  

Under neopatrimonial state support, state-led development has frequently resulted 

in disaster to the extent that personal and/or narrow group interests have usually 

undermined state capacity and public goals. Kohli states that neopatrimonial states 

have come to exist in societies with weak private sectors. They, like cohesive-

capitalist and fragmented-multiclass states, have also intervened overwhelmingly in 

their economies but with destructive results. Instead of strengthening the private 

sector, however, these states have seized scarce economic resources, hindering 

efficient allocation of available resources towards productive investment (Kohli 

2004, p. 15). Therefore, inconsistent economic policies, failure to bolster domestic 

capitalists, poorly educated work force, and political instability have contributed to 

the substantial weakness of the national private sector.     

Neopatrimonial states have dealt with economic activities directly or invited foreign 

producers to overcome the deficiencies and to meet the public needs. However, 

importing goods or attracting foreign investments can be taken as supportive 

means only if the state has alternative sources (Kohli 2004, p. 15). These states 

depend on foreign resource and expertise as they lack of organizational skills, 

sufficient domestic capital, and political capacity (Kohli 2004, p. 11). The least 

succeeded countries in industrialization have been the states that have had no clear 

public goals and whose leaders reduced the state to a personal interest tool. These 

neopatrimonial states have composed of a remarkable part of the periphery. The 

main drive for state intervention has often been the need to build short-term 
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political support through patronage and/or by personal greed. As a result, Kohli 

ƛƴŘƛŎŀǘŜǎ ǘƘŀǘ άǘƘŜ ǊŜƭŀǘƛƻƴǎƘƛǇ ƻŦ ǘƘŜ ǎǘŀǘŜ ŀƴŘ ǘƘŜ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊ ƛƴ ǎǳŎƘ ŎƻƴǘŜȄǘǎ 

has just as often been mutually corrupt: political instability, inconsistent policies, 

and pilfering of public resources for personal and sectional gains have all hurt state-

led efforts to promote industry and growthέ όYƻƘƭƛ нллпΣ ǇΦ мрύΦ 

According to Kohli, in the contemporary developing world, cohesive-capitalist and 

fragmented-multiclass states are two of the other ideal-typical states (Kohli 2004, p. 

13). In the developing world, modern rational-legal states have become inclined to 

ǘǿƻ Ƴŀƛƴ ŘƛƳŜƴǎƛƻƴǎΥ άŎƻƘŜǎƛƻƴ ƻŦ ǎǘŀǘŜ ŀǳǘƘƻǊƛǘȅ ŀƴŘ ǘƘŜ ǎǘŀǘŜΩǎ class 

ŎƻƳƳƛǘƳŜƴǘǎέ (Kohli 2004, p. 13). The former is committed to working with 

capitalists, while the latter rests its power and goals on a more multi-class base. 

 

2.1.2. Cohesive-Capitalist States 

The cohesive-capitalist states can be called developmental states. In terms of the 

political effectiveness and durability, they are opposite to neopatrimonial states 

(Kohli 2004, p. 14). Kohli argues that in some way or other cohesive-capitalist states 

have demonstrated to be the most successful state-led industrialized states in 

developing countries (Kohli 2004, p. 11).       

The main characteristics of these states are cohesive politics ς centralized and 

purposive authority structures that often penetrate deep into the society. These 

states are inclined to put rapid economic growth and national security in the same 

equation. ¢ƘŜȅ ŦƻǊƎŜ ŀ ŎƭƻǎŜ ƭƛƴƪ ǿƛǘƘ ǎƻŎƛŜǘȅΩǎ ƳŀƧƻǊ ŜŎƻƴƻƳƛŎ ƎǊƻǳǇǎΣ ǇǊƻŘǳŎŜǊ ƻǊ 

capitalist groups with effective political instruments, like a competent bureaucracy. 
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In order to get acceptance from society, ruling authority often use ideological 

mobilization, such as nationalism and/or anti-communism. Cohesive-capitalist 

states in developing countries, according to Kohli, follow repressive and 

authoritarian policies, sharing some organizational and class features with fascist 

states of interwar Europe (Kohli 2004, p. 15).  

Cohesive-capitalist states have by and large turned their countries into state-guided 

corporations, being the fastest in terms of their economic growth rate among 

peripheral countries. They have been growth-oriented and devoted themselves to 

high growth by developing trade and industry with well-designed, stable, properly 

implemented interventionist policies. Kohli states in his book, titled State-directed 

Development that άspecific policy measures varied but were generally aimed at 

easing supply-and-demand constraints faced by private entrepreneursέ (Kohli 2004, 

p. 13). !ŎŎƻǊŘƛƴƎ ǘƻ YƻƘƭƛΩǎ ŦƛƴŘƛƴƎǎ, for example, on the supply side cohesive-

capitalist states help to facilitate the availability of capital, labor, technology, and 

even entrepreneurship. On the demand side, ǘƘŜ ŜȄŀƳǇƭŜǎ ŦƻǊ ŎƻƘŜǎƛǾŜ ǎǘŀǘŜΩǎ 

interventions include expansionist monetary and fiscal policies, and tariffs and 

exchange-rate policies.  If these measures are not sufficient, then the state adopts 

newer policies to shift the focus on export promotion or, more likely, production for 

both domestic and foreign consumption.   

Cohesive-capitalist states make considerable efforts and use an extensive set of 

policy tools to reach economic  growth targets, such as well-functioning  tax 

collection and public investment; allocation of  publicly controlled banks credit 

directly to selected  private firms and sectors;  shifting resources from agriculture 

and urban labor to private industrialists via inflation;   abundant supply of cheap, 
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flexible, and disciplined labor; public investment in education and research and 

development; ǎǘŀǘŜΩǎ bargaining power and incentives  to enable technology 

transfer by multinaǘƛƻƴŀƭ ŦƛǊƳǎΩ ŘƛǊŜŎǘ ƛƴǾŜǎǘƳŜƴǘΤ devaluated exchange rates, 

subsidized exports, and suppressed wages  ǘƻ ŎƻƴǘǊƛōǳǘŜ ǘƻ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊΩǎ ŎŀǇƛǘŀƭ 

accumulation following productivity gains (Kohli 2004, p. 13).  

In summary, the key features of cohesive-capitalist states are emphasized as: άǘƘŜ 

top leadership equating rapid economic growth with national security, a highly 

centralized and penetrating public authority, state-controlled political society 

(though in close alliance with capitalist groups), and a highly interventionist state, 

witƘ ŀ ƎƻƻŘ ǉǳŀƭƛǘȅ ŜŎƻƴƻƳƛŎ ōǳǊŜŀǳŎǊŀŎȅέ (Kohli 2004, p. 12).  Thus, in cohesive-

capitalist states we observe state-business relation institutionalized pragmatically 

for capitalist development rather than those relations that are institutionalized 

ideologically promarket (Kohli 2004, pp. 13-14). 

 

2.1.3. Fragmented-Multiclass States 

Fragmented-multiclass state represent the middle position in between the two 

extreme end of state typology, namely neopatrimonial and cohesive-capitalist 

states in terms of their political effectiveness. Kohli conceptualizes fragmented-

multiclass states as real modern states unlike the conceptualization of 

neopatrimonial states. The main difference of fragmented-multiclass state from 

cohesive capitalist state is that public authority is prone to be more fragmented and 

based on a broader class alliance. Hence, fragmented-ƳǳƭǘƛŎƭŀǎǎ ǎǘŀǘŜΩǎ ǇƻƭƛŎȅ goals 

are not narrowly focused or effectively defined as those in cohesive-capitalist states 
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(Kohli 2004, p. 11). The political leader should be more worried about political 

support than do leaders in other state types in developing countries. Accordingly, 

not only industrialization and economic growth but also agricultural development, 

economic redistribution, welfare provision, and maintaining national sovereignty 

are significant policy goals.  

Mixed political goals of fragmented-multiclass states have had several 

consequences for development policy design and implementation. First, ruling elites 

have been less focused on using state intervention strictly in terms of growth 

consequences. Instead, they spread goals that enable various groups and individuals 

to access state resources for consumption-oriented short-term benefits. Second, 

the relationship between state and business has been remarkably more complex 

than those in cohesive-capitalist states. The fragmented-multiclass states have been 

both cooperative and conflictual towards the private sector. Last, both policy 

making and implementation processes have been more politicized, weakening their 

unilateral effectiveness (Kohli 2004, p. 14). 

The main characteristics of fragmented multi-class states are the following: limited 

tax-collecting capacities, various public-spending priorities with numerous purposes 

other than growth promotion, efforts to direct credit turning into nepotism, 

inflation as a liability for political leaders concerned about their legitimacy, and 

monetary and fiscal policies for legitimacy (Kohli 2004, p. 14).  Further, fragmented-

multiclass states have been neither more nor less interventionist than cohesive-

capitalist ones. These statesΩ ŘŜǾŜƭƻǇƳŜƴǘ ǇƻƭƛŎȅ Ǝƻŀƭǎ aimed not only at promoting 

growth but also at increasing legitimacy and short-term welfare provision. They 
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have been, however, mostly less effective at easing the supply-and-demand 

limitations.   

TƘŜ ǎǘŀǘŜ ŜƭƛǘŜǎΩ ǇŜǊƛƻŘƛŎ ƘƻǎǘƛƭŜ ōŜƘŀǾƛƻǊ ǘƻǿŀǊŘǎ ǇǊƛǾŀǘŜ ƛƴǾŜǎǘƻǊǎ Ƙŀǎ ƳŀŘŜ ōƻǘƘ 

domestic and foreign investors reluctant to invest.   Moreover, because of tariff and 

exchange rate policies, which were adopted to protect national economy, the 

demand for domestic goods has increased. Thus, powerful domestic interest groups 

have often been created (Kohli 2004, pp. 14-15). In short, fragmented-multiclass 

and cohesive-capitalist states both promote industrialization; however, fragmented-

multiclass states do so less effectively because their goals were more plural and 

their political capacities less developed (Kohli 2004, p. 15). 

Within ǘƘŜ ŦǊŀƳŜǿƻǊƪ ƻŦ YƻƘƭƛΩǎ ǘȅǇƻƭƻƎȅ ŦƻǊ ǎǘŀǘŜǎΩ ǊƻƭŜ ƛƴ ŜŎƻƴƻƳƛŎ ŘŜǾŜƭƻǇƳŜƴǘΣ 

it can be argued that both cohesive-capitalist and multi-class fragmented state 

types are observed during different periods of TurkeyΩǎ economic development. 

This means that Turkey should have been experiencing a number of institutional 

changes, associated with different formal and informal rules, norms and political 

coalitions for the role of state in economic development.  Furthermore, according 

to Woo-Cumming (1999), state-led development involves a combination of political, 

bureaucratic, and monetary influences that form economic growth, development, 

and industrialization. The state employs different tools to intervene into selected 

sectors for economic development.  

In this study, I consider major sources of state intervention particularly into energy 

sector. Among different sources of state intervention, I focus on bureaucracy and 

state capacity that can be observed in the institutionalized relations between state 

and business (Woo-Cumming 1999, pp. 64, 98). Further, I argue that Turkey has 
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never been in the category of άbŜƻǇŀǘǊƛƳƻƴƛŀƭέ ǎǘŀǘŜ. Because states in this type 

are in constant need of foreign source and expertise as they lack of organizational 

skills, sufficient domestic capital, and political capacity. They do not have any clear 

public goals and intervene in private sector solely ŦƻǊ ǇƻƭƛǘƛŎƛŀƴǎΩ ǇŜǊǎƻƴŀƭ ƛƴǘŜǊŜǎǘǎΦ 

When I consider state-business relation as a process in the historical context of 

TurkeyΩǎ ŜŎonomic development, therefore, I exclude intervention tools of 

neopatrimonial states from this study.  

However, I argue that Turkey showed main characteristics of cohesive-capitalist and 

fragmented-multiclass states in different periods.  In order to understand whether 

and how Turkey employs cohesive-capitalist or fragmented-multiclass policy tools in 

the context of institutional change in the energy sector, I concentrate on these two 

ǎǘŀǘŜ ǘȅǇŜǎΩ intervention policy tools and bureaucracy and state capacity as major 

sources of state intervention. 

The main characteristics and policy tools of these state types can be seen in Table 1. 

I focus on tax collection and exemption capabilities, state incentives, regulations, 

privatization rates and techniques, public and private investment rates, and pricing 

mechanism tools. These selected policy tools would help to examine my 

hypotheses. In the light of available data from interviews, legislations, and official 

reports, I try to understand and explain how state type of Turkey has shaped state-

business relation by employing these policy tools in the context of institutional 

change in the energy sector.  

In the next section, I consider major theoretical approaches to understand and 

explain for the politics of institutional change between within the historical context 
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of state and business relations in energy sector, specifically in electricity generation 

from natural gas. The politics of institutional change is the theoretical background 

for my second and third hypotheses.  

Table 1: Main Characteristics and Policy tool comparison of Cohesive-capitalist & Fragmented-
multiclass states (Kohli 2004) 

The main characteristics and policy tools of 
Cohesive-capitalist & Fragmented-multiclass  

states 

The main characteristics 

Cohesive-capitalist state Fragmented-multiclass state 

¶ follow growth-oriented economic 
policies and strictly devoted themselves 
to high growth by developing trade and 
industry with well-designed, stable, 
properly implemented interventionist 
policies. 

¶ turn their countries into state-guided 
corporations, being the fastest in terms 
of their economic growth rate among 
peripheral countries.  

¶ put rapid economic growth and 
national security in the same equation. 

¶ establish ŀ ŎƭƻǎŜ ƭƛƴƪ ǿƛǘƘ ǎƻŎƛŜǘȅΩǎ 
major economic groups, producer or 
capitalist groups with effective political 
instruments. 

¶ follow repressive and authoritarian 
policies, sharing some organizational 
and class features with fascist states of 
interwar Europe. 

¶ emphasize on ideological mobilization, 
such as nationalism and/or anti-
communism.  
 

¶ follow not only industrialization and 
economic growth but also agricultural 
development, economic redistribution, 
and welfare provision. 

¶ less focused on using state intervention 
strictly in terms of growth 
consequences.  

¶ prone to be more fragmented and 
based on a broader class alliance. 

¶ enable various groups and individuals 
to access state resources for 
consumption-oriented short-term 
benefits.  

¶ both cooperative and conflictual 
towards the private sector. 

¶ more worried  about political support  

¶ policy making and implementation 
processes have been more politicized, 
weakening their unilateral 
effectiveness 

¶ maintain national sovereignty and 
significant policy goals.  
 

The main policy tools 

Cohesive-capitalist state Fragmented-multiclass state 

¶ well-functioning  tax collection and 
public investment 

¶ allocation of  publicly controlled banks 
credit directly to selected  private firms 
and sectors 

¶ shifting resources from agriculture and 
urban labor to private industrialists 

¶ ǎǘŀǘŜΩǎ ōŀǊƎŀƛƴƛƴƎ ǇƻǿŜǊ ŀƴŘ ƛƴŎŜƴǘƛǾŜǎ  
to enable technology transfer by 
Ƴǳƭǘƛƴŀǘƛƻƴŀƭ ŦƛǊƳǎΩ ŘƛǊŜŎǘ ƛƴǾŜǎǘƳŜƴǘ 

¶ subsidized exports 
¶ contribution ǘƻ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊΩǎ ŎŀǇƛǘŀƭ 

accumulation  

¶ limited tax-collecting capacities 
¶ various public-spending priorities with 

numerous purposes other than growth 
promotion 

¶ efforts to direct credit turning into 
nepotism 

¶ monetary and fiscal policies for 
legitimacy 
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2.2. Politics of Institutional Change 

I have divided this section into three main parts, articulating the theoretical 

background for competing explanations in the intuitional change literature. There 

are three main theories to understand and explain the politics of institutional 

change, namely rational choice, historical institutionalist, and constructivist 

theories.  

 

2.2.1. Rational Choice Arguments for Institutional Change 

Rationalist theories explaining institutional change are grounded in the basic 

ŀǎǎǳƳǇǘƛƻƴǎ ƻŦ ƳƛŎǊƻŜŎƻƴƻƳƛŎǎΦ {ƻΣ ǘƘŜȅ ŎƻƴǎƛŘŜǊ ŀƎŜƴǘǎΩ ǇǊŜŦŜǊŜƴŎŜǎ ŀǎ ǘƘŜ 

primitives. If ŀƎŜƴǘǎΩ ǇǊŜŦŜǊŜƴŎŜǎ ŀǊŜ taken as the reference point, then all social 

structures and institutions are degradable to individual utility units. Keynes states 

that the economy is separated from the wider social, political, and cultural context. 

The maximization of material self-interest is directly linked with individual behavior. 

In the capitalist economic system, the private property appears as the key factor. In 

this regard, Douglas North reduces the foundation of organizations and institutions, 

and therefore, the politics of institutional change to the individual level.  

According to North, first, organizations are comprised of political, economic, social, 

and educational bodies. And, they are groups of individuals having some common 

purpose to achieve objectives. Institutions are the rules of the game in a society, 

and are constraints that form human interaction. Both organizations and 

institutions are, thus, a creation of human beings. That is, they evolve and are 

altered by human beings; thus, the theory must begin with the individual (North 
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1990, pp. 3, 5). Hence, all social phenomena and outcomes must be intentional at 

the very basic level, and institutions can thereby merely be seen as instrumental 

products. Individuals use these products in order to maximize their personal 

utilities. Therefore, from rationalist theoǊƛŜǎΩ ǇŜǊǎǇŜŎǘƛǾŜΣ ƛƴǎǘƛǘǳǘƛƻƴǎ ŎƘŀƴƎŜ ƻƴƭȅ ƛƴ 

accordance with rapidly shifting contract curves, cost/benefit trade-offs, and the 

like (Blyth 2002, p. 19).  

The seminal works that include ideas in explaining are those of Douglass North 

(1987, 1990), and of Judith Goldstein and Robert O. Keohane (1993). North was 

dissatisfied with the incapability of classic economic theories explaining institutional 

change. He developed a theory of institutional supply based on the concepts of 

transactions, costs, uncertainǘȅΣ ŀƴŘ ƛŘŜƻƭƻƎȅΦ CǊƻƳ bƻǊǘƘΩǎ Ǉƻƛƴǘ ƻŦ ǾƛŜǿΣ 

rationalist theories mistreated three problems. The first one was explaining 

institutional supply from rationalist microfoundations. Essentially, making a rational 

choice for institutions from a number of possible alternatives was impossible. 

Hence, institutional design concepts of rationalist theories became questionable. 

Second one was the following. Even though institutions are a rational response to 

transacting problems, their generation is a collective action problem, which has no 

exogenous solution. The last one was the problem of commitment. In other words, 

it is not logical that rational egoists abide by institutions, considering that 

institutions are only self-enforced constraints (Blyth 2002, pp. 23-24). By 

incorporating ideas into a transaction cost theory of institutions, North tried to 

produce answers to the questions above. According to North, ideas enable us to 

explain how agents defeat collective action problems and produce institutions while 

still adhering to individualist micro foundations.  
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Building upon the work of North, Goldstein and Keohane develop the distinction 

between different types of ideas ς ƴŀƳŜƭȅΣ άǇǊƛƴŎƛǇƭŜŘ ōŜƭƛŜŦǎΣ Ŏŀǳǎŀƭ ōŜƭƛŜŦǎΣ ŀƴŘ 

ǿƻǊƭŘǾƛŜǿǎΦέ ¢ƘŜȅ ŀǊƎǳŜ ǘƘŀǘ ŜǾŜƴ ǘȅǇŜ ƻŦ ƛŘŜŀ is important in explaining 

institutional change (Blyth 2002, p. 24). Principled beliefs are considered as the 

normative bases and justifications for particular decisions. Causal beliefs include 

strategies for the achievement of goals, because of shared principles. Worldviews 

are the whole cognitive framework of an agent and/or cultural combination of 

entire groups and classes (Goldstein and Keohane 1993, pp. 63-65). Thus, ideational 

analysis of Goldstein and Keohane is more diversified than of North. 

Raymond Geuss argues that true interests can be assessed, and therefore acted 

upon, merely under optimal condition with perfect information (Geuss 1981, pp. 

45-55). The full range of alternatives and their relative costs become apparent to 

the agent only under such conditions. Moreover, the processing skills of agents are 

equivalent with perfect information. Hence, with perfect information, any of two 

different agents from the same class, sector, or position would make the same 

objective evolution and the same choice.  On the other hand, North argues that 

uncertainty is the outcome of the complexity of the problems deriving from 

incomplete information between agents (North 1987, p. 25). Therefore, the lack of 

information among agents is the fundamental reason to devise institutions. By 

doing so, uncertainty can be overcome. 

According to rational choice arguments, the impetus of institutional change is self-

interest. Organizations and institutions are a creation of human beings. Therefore, 

institutions can only be seen as instrumental creations of individuals. They use 

these institutions to maximize their own personal utilities. Hence, from the point of 
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view of rational choice theories, institutional change only occurs when it bears more 

benefits for the actors.  

Accordingly, the first hypothesis of the thesis is as follows:  

The self-interests of companies and politicians have a dominant role in shaping the 

politics of institutional change in electricity generation from natural gas in Turkey. 

 

2.2.2. Historical Institutionalism  

Historical institutionalism is based on the presumption that a historically 

constructed set of institutional limitations and opportunities influences the 

behavior of political actors and interest groups that engage in the policy process 

(Steinmo, Thelen, and Longstreth 1992; Pierson 1994). Contrary to sociological and 

rational choice institutionalisms, historical institutionalists concentrate on 

asymmetrical power relations and the effect of long-term institutional legacies on 

policymaking (Hall and Taylor 1996). 

Historical InstitutionaliǎƳΩǎ core argument ƛǎ ǘƘŀǘ ƛƴǎǘƛǘǳǘƛƻƴǎ ǎǘǊǳŎǘǳǊŜ ƛƴŘƛǾƛŘǳŀƭǎΩ 

preferences (Pierson 1994; Thelen 2002). Contrary to the rational choice argument 

that the preferences of individuals structure institutions, historical institutionalists 

concentrate on path dependence and the unintended consequences of institutional 

construction. Thus, they have a core concern with the way institutional processes 

unfold overtime (Pierson 2011, p. 33). 

Historical institutionalistǎ ƘŀǾŜ ōŜŜƴ ŎǊƛǘƛŎŀƭ ƛƴ ōǊƛƴƎƛƴƎ ƛŘŜŀǎ άōŀŎƪ ƛƴέ ŀƴŘ ƻǇŜƴƛƴƎ 

up the possibility that ideas are themselves transformative of institutions. The 

assumptions behind this body of theory, however, indicate that ideas tend to be 

seen, especially in earlier works (Bates 1988, pp. 389-390; Sikkink 1991, p. 3). Ideas 
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were considered to explain the anomaly of change within otherwise a static 

approach in the orthodox theories of historical institutionalism, which concentrate 

on path dependence and the unintended consequences of institutional construction 

(Steinmo, Thelen & Longstreth 1992; Hall and Taylor 1996, p. 943). According to this 

school, institutional change is explicable as an ideationally path-dependent process 

where agents build their institutional future from a limited set of ideas. Therefore, 

path dependence refers to the restrictions of newly established institutions, which 

stems from already established ones. Moreover, as institutions have multiple 

effects, actors have limited time horizons and information. Therefore, institutions 

may lead to unanticipated and unintended consequences (Clemens & Cook 1999; 

Pierson 2011, pp. 115-118). 

Historical institutionalists have generally no interest in institutional change 

(Clemens & Cook 1999). Their main focus has been on the concept of path 

dependence. However, historical institutionalism has recently begun to offer 

comprehensive theoretical accounts of ideas and institutional change, trying to 

explain and understand how institutions change over time (Thelen 2003, 2004; 

Streeck & Thelen 2005). Streeck and Thelen states that after analyzing several 

institutional changes, they decided to concentrate ƻƴ άƎǊŀŘǳŀƭ ŎƘŀƴƎŜ,έ which 

stems from endogenous sources of instability. Mainly they argue that endogenous 

mechanisms of change are more influential than exogenous ones. According to 

Streeck and Thelen, there are four different categories of gradual change: 

άŘƛǎǇƭŀŎŜƳŜƴǘΣέ άƭŀȅŜǊƛƴƎΣέ άŘǊƛŦǘΣέ ŀƴŘ άŎƻƴǾŜǊǎƛƻƴΦέ 5ƛǎǇƭŀŎŜƳŜƴǘ ƳŜŀƴǎ ǘƘŜ 

removal of old institutional rules and the replacement of the new ones. Layering 

refers to the introduction of new regulations without displacing the old ones. Drift 
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happens where there is no change in formal regulations but where the effect of 

existing regulations changes because of changes in the wider environment. 

Conversion appeals to situations where regulations stay the same but are 

interpreted and enacted in new ways (Streeck &Thelen 2005, pp. 22-26). 

Mahoney and Thelen developed this framework further in order to provide an 

explanation for why specific types of changes are prone to occurring in particular 

political contexts and in institutions with specific features (Mahoney & Thelen pp. 

16-21). They think that while both displacement and layering include the 

introduction of new formal regulations, it is the presence or absence of veto 

possibilities that determines which one happens. If there are actors in existing 

institutions having strong veto power, they are more likely to withstand 

displacement, leading to layering. The existence of strong veto probabilities via 

delegation to external agencies or via privatization proposes that layering could be a 

specifically common form of gradual change in the energy sector (Mahoney & 

Thelen 2010, pp. 23-25).  

For example, Kern and HowlettΩǎ study examines the cases of institutional change in 

the energy sector of the Netherlands.  Their findings demonstrate that the 

Netherlands has experienced to manage the energy sector in the existence of 

strong veto probabilities that shaped gradual change (Kern & Howlett 2009). The 

UK, on the other hand, has changed its institutions in energy sector through layering 

over the years starting from 2000s. The British experience implies displacement of 

one regime by another, and having layering characteristics for the support of 

decarbonization and energy security on top of a basic market approach (Helm 

2005).  
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Drift and conversion, on the contrary, include the neglect or reinterpretation of 

existing regulations rather than the introduction of new ones. In the energy sector, 

since there is high sensitivity level about national security, and many institutional 

regulations, which include commercial relationships, actors are prone to having a 

low level of discretion in the interpretation or enforcement of rules. So, drift and 

conversion as forms of change are less common (Lockwood et al. 2017).  

These studies, however, focus on highly industrialized countries that have early 

capitalist development. Thus, the case of state-business relation in electricity 

generation in Turkey is important given the contingent conditions of economic 

development in its historical context as a late industrializing developing country.  

According to historical institutionalism, a historically constructed set of institutional 

limitations and opportunities influences the behavior of political actors and interest 

groups that engage in the policy process. In contrast to the rational choice 

argument, actors are limited in exerting fully their self-interests because especially 

path-dependent institutional constrains influence their preferences. Historical 

institutionalists emphasize path dependence and the unintended consequences in 

institutional construction.  Further, new studies in historical institutionalism argue 

that institutional change is explicable as an ideationally path-dependent process in 

which agents build their institutional future from a limited set of ideas. These 

studies argue that institutional change stems from endogenous sources of 

instability, and that endogenous mechanisms of change are more influential than 

ŜȄƻƎŜƴƻǳǎ ƻƴŜǎΣ ǊŜŦŜǊǊƛƴƎ ǘƻ άƎǊŀŘǳŀƭ ŎƘŀƴƎŜΦέ Gradual change more specifically 

Ƙŀǎ ŦƻǳǊ ŘƛŦŦŜǊŜƴǘ ŎŀǘŜƎƻǊƛŜǎΣ ƴŀƳŜƭȅ άŘƛǎǇƭŀŎŜƳŜƴǘΣέ άƭŀȅŜǊƛƴƎΣέ άŘǊƛŦǘΣέ ŀƴŘ 

άŎƻƴǾŜǊǎƛƻƴΦέ  
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According to arguments of historical institutionalism for politics of institutional 

change, the second hypothesis of the thesis is as follows:  

Gradual change, which stems from endogenous sources of instability, shapes the 

politics of institutional change in electricity generation from natural gas, in Turkey. 

 

2.2.3. Constructivism and Institutional Change 

Blyth (2002) argues that PoƭŀƴȅƛΩǎ ŎƻƴŎŜǇǘ ƻŦ ǘƘŜ άŘƻǳōƭŜ ƳƻǾŜƳŜƴǘέ still has a 

great value in understanding and explaining institutional change (Blyth 2002, p. 3). 

In the face of rising power of capitalism and the commodification of labor, labor 

mobilized and demanded protection from the state against the market, which led to 

a large-scale institutional change (Blyth 2002, pp. 3-4). According to Blyth, Polanyi 

fell into a fallacy in his thought, because Polanyi is of the opinion that the 

countermovement demanding protection through an institutional change against 

the capitalists was the end of double movement. Instead, Blyth underlines that it 

would be reasonable to expect capitalists to organize another movement against 

those institutions.  

bŜǾŜǊǘƘŜƭŜǎǎΣ tƻƭŀƴȅƛΩǎ ŘƻǳōƭŜ ƳƻǾŜƳŜƴǘ ƛǎ still important today and the neoliberal 

economic institutions can be seen as the latest repetition of it. These institutions 

are attempting to separate the market from society and replace the institutions of 

social protection with more market-conforming institutions. Despite the fact that 

double movement as a theory of institutional change has some problems, it is still 

important and seems to have had another repetition or a reversal (Blyth 2002, p. 4).     

Blyth argues that having experienced the Great Depression, the state and labor 

reacted to the collapse of the classical liberal order during the 1930s and 1940s by 
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increasing the state intervention over economy. During the 1970s and 1980s 

business reacted against this increased intervention in economy. Blyth states that 

άƛƴ ǘƘƛǎ ŜŦŦƻǊǘΣ ōǳǎƛƴŜǎǎ ŀƴŘ ƛǘǎ ǇƻƭƛǘƛŎŀƭ ŀƭƭƛŜǎ ǿŜǊŜ ǉǳƛǘŜ ǎǳŎŎŜǎǎŦǳƭΣ ŀƴŘ ōȅ ǘƘŜ 

1990s a new neoliberal institutional order had been established in many advanced 

capitalist states with remarkable similarities to the regime discredited ƛƴ ǘƘŜ мфолǎέ 

(Blyth 2002, p. 6).  That is to say, high capital mobility, large private capital flows, 

market-conforming tools of macroeconomic management, a willingness to live 

through balance of payments, view of the rate of employment as dependent on the 

market-clearing price of labor have been the main features of both classical 

liberalism and neoliberalism. According to Blyth, in order to explain both sets of 

transformations, it is necessary to develop a better understanding than that of 

double movement.  

The political uses of economic ideas and politics of organized business can be 

employed to develop a better theoretical understanding. Thus, focusing on ideas, 

specifically economic ones are vitally important components of institutional 

construction and change. Therefore, for Blyth, ideas and interests together are key 

elements of institutional change (Blyth 2002, pp. 6-7).       

As economic structures are not presented with an instruction sheet, economic ideas 

make an institutional explanation by providing a diagnosis as to what a crisis 

actually is and when a given situation actually constitutes a crisis. Economic ideas 

analyze what went wrong and what is to be done. Thus, Blyth states ǘƘŀǘ άǘƘŜ 

nature of a crisis is not simply given by its effects, dislocations or casualties, nor are 

ǘƘŜ ŀŎǘƛƻƴǎ ƻŦ ŀƎŜƴǘǎ ǎƛƳǇƭȅ ƎƛǾŜƴ ōȅ ǘƘŜƛǊ ƎƛǾŜƴ ƛƴǘŜǊŜǎǘǎέ ό.ƭȅǘƘ нллнΣ ǇΦ млύΦ 

Instead, a particular set of ideas diagnoses a situation as a crisis. These ideas are 
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also taken as a construction that makes the uncertainty that agents perceive 

explicable, manageable, and actionable. Hence, key economic agents must use the 

economic ideas during economic crisis times (Blyth 2002, p. 10). Although Polanyi 

considered the double movement as a function of agents with structurally given 

interests, which react to self-ŀǇǇŀǊŜƴǘ ŎǊƛǎŜǎΣ tƻƭŀƴȅƛΩǎ ŀǊƎǳƳŜƴǘ ƻǘƘŜǊ ǎǘŀǘƛŎ 

versions of institutional change misses the importance of uncertainty and ideas in 

determining the form and content of institutional change (Blyth 2002, p. 10). 

Economic ideas account for the working of the economy by defining what economy 

ŎƻƴǎǘƛǘǳǘŜǎ ŀƴŘ ŀǊŜ άǇǊƻǇŜǊκƛƳǇǊƻǇŜǊέ ƛƴǘŜǊǊŜƭŀǘƛƻƴǎ ƛƴ ŜŎƻƴƻƳȅΦ ¢ƘŜǊŜŦƻǊŜΣ 

economic ideas let agents decrease uncertainty, propose a specific solution to a 

moment of crisis, and empower agents to resolve the crisis in question, by 

constructing new institutions in accordance with these new ideas (Blyth 2002, p. 

ммύΦ ²Ƙŀǘ tƻƭŀƴȅƛΩǎ ŘƻǳōƭŜ ƳƻǾŜƳŜƴǘ ŀƴŘ ƻǘƘer static versions also miss is a way of 

making institutional change dynamic, contingent, and political.  

According to Blyth, exogenous material changes may help explain why a particular 

institutional order becomes unstable; however, they do not explain how the new or 

modified order becomes existent. Theoretically, there is no exogenous factor 

ŎŀǇŀōƭŜ ƻŦ ŜȄǇƭŀƛƴƛƴƎ ǘƘŜ ǎǇŜŎƛŦƛŎ ŦƻǊƳǎ ǘƘŀǘ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ŎƘŀƴƎŜ ǘŀƪŜǎΦ ά²ƘƛƭŜ ǘƘŜ 

destabilization of existing institutions can be exogenously driven, moving from such 

a position to a new stable institutional order must be seen as an endogenous 

ǇǊƻŎŜǎǎέ ό.ƭȅǘƘ нллнΣ ǇΦ уύΦ Blyth raises important questions that need to be 

especially analyzed, such as how agents redesign and rebuild institutional orders, 

and the conditions under which these activities take place.  
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Moreover, Blyth argues that the works of rational scholars show how ideas are 

frequently employed to define disconfirming outcomes within existing frameworks 

rather than investigating what ideas do by themselves. For example, Blyth presents 

the paradox in NorthΩǎ ǎǘǳŘȅΦ On the one hand, North argues that ideas make 

collective action, and therefore institutional supply, possible. However, on the other 

hand, he asserts that άƛƴǎǘƛǘǳǘƛƻƴǎΣ ōȅ ǊŜŘǳŎƛƴƎ ǘƘŜ ǇǊƛŎŜ ǿŜ Ǉŀȅ ŦƻǊ ƻǳǊ Ŏƻƴvictions, 

ƳŀƪŜ ƛŘŜŀǎΣ ŘƻƎƳŀǎΣ ŀƴŘ ŦŀŘǎ ƛƳǇƻǊǘŀƴǘ ǎƻǳǊŎŜǎ ƻŦ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ŎƘŀƴƎŜέ όbƻǊǘƘ 

1987, pp. 85-86). As a result, then, ideas produce institutions by enabling agents to 

overcome collective action problems. Meanwhile, existing institutions make ideas 

ǇƻǿŜǊŦǳƭ ōȅ ǊŜŘǳŎƛƴƎ ǘƘŜ Ŏƻǎǘǎ ƻŦ ŀŎǘƛƻƴΦ ¢ƘŜǊŜŦƻǊŜΣ ŀ άŎƘƛŎƪŜƴ ŀƴŘ ŜƎƎέ ƻǊ άŀƎŜƴŎȅ 

ŀƴŘ ǎǘǊǳŎǘǳǊŜέ ǇŀǊŀŘƻȄ ŀǇǇŜŀǊǎΦ LŦ ƛƴǎǘƛǘǳǘƛƻƴǎ ŜƴŀōƭŜ ƛŘŜŀǎ ǘƻ ōŜ ŀŎǘƛƻƴŀōƭŜΣ ǘƘŜƴ 

no one can appeal to ideas to create institutions. Notwithstanding that if ideas 

create institutions, then no one can appeal to institutions to define ideational and 

thus institutional change (Blyth 2002, pp. 25-26). 

Blyth also claims that the work of Goldstein and Keohane is not capable of resolving 

problems of explaining supply and stability. Common ideas can be seen as 

substantial in promoting cooperation. However, traditional instruments like side 

payments can function to boost cooperation more effectively. Additionally, ideas 

can serve as focal points, but it does not mean that ideas are constitutive of focal 

points. It is not obvious why a particular idea is chosen as the focal point. Instead of 

relying upon institutions to cope with collective action problems, the theorist 

depends on ideas. Nevertheless, as institutions are themselves collective action 

problems, they offer no real solution to the problems. Therefore, calling upon ideas 

cannot solve the problems either. As a result, ideas can merely be significant when 
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they constitute auxiliary hypotheses designed to explain disconfirming outcomes. In 

addition, social scientists have to reconsider the nexus between ideas and interests. 

Just in doing so, one can develop a theory of institutional change that takes ideas as 

genuinely transformative (Blyth 2002, pp. 26-27). 

Regarding the rational choice argument about uncertainty, lack of information and 

therefore the need to design institutions, Blyth reminds us that informational 

asymmetries among agents may lead to situations of moral hazard and other 

agency problems. While Geuss (1981) ŀƴŘ bƻǊǘƘΩǎ (1987) arguments assume that 

agents are aware of what their interests are, Blyth takes our attention that they are 

not just so sure how to pursue them given the behavior of others. Accordingly, 

under conditions of uncertainty, information is not the problem. The main problem 

is that agents are not sure as to what their interests actually are at the very 

beginning (Blyth 2002, pp. 28-29). If interests are the representations of beliefs and 

desires, and if agents are muddled about their desires, tƘŜƴ ŀƎŜƴǘǎΩ ƛƴǘŜǊŜǎǘǎ ƘŀǾŜ 

to be unstable, too ς especially in situations of high uncertainty. In situations of 

institutional instability, the conceptualization of interests change strictly (Blyth 

2002, p. 30). 

According to Blyth, the role of economic ideas is the substantial piece of the puzzle. 

Ideas may or may not mirror the real world; however, they are constructions that 

ǇǊƻǾƛŘŜ άŀƎŜƴǘǎ ǿƛǘƘ ōƻǘƘ ŀ ΨǎŎƛŜƴǘƛŦƛŎΩ ŀƴŘ ŀ ΨƴƻǊƳŀǘƛǾŜΩ ŀŎŎƻǳƴǘ ƻŦ ǘƘŜ ŜȄƛǎǘƛƴƎ 

economy and polity, and a vision that specifies how these elements should be 

ŎƻƴǎǘǊǳŎǘŜŘέ όBlyth 2002, p. 11). Furthermore, assuming that economic change 
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often creates άYƴƛƎƘǘƛŀƴ ǳƴŎŜǊǘŀƛƴǘȅ1έ (Knight 1921).  When even an economic crisis 

occurs with uncertain origins, economic ideas become even more remarkable, 

because they serve as simplifying blueprints that dictate agents what to do and 

what future to anticipate. Some scholars like Jens Beckert think that uncertainty is 

the main feature of situations where agents cannot predict the result of a decision 

and cannot assign probabilities to the result (Beckert 1996, p. 804). Further, Frank 

H. Knight notes that uncertainty is much more a probability distribution problem 

(Knight 2012, p. 53). Uncertain situation is different from a situation of risk. In 

situations of risk, the distribution of outcome is known with monitoring previous 

instances. However, in situations of uncertainty, every single situation is 

unprecedented. That is, it is worthless to monitor previous instances ς even the 

ǿƻǊŘ ƻŦ άƛƴǎǘŀƴŎŜέ is irrelevant for situations of uncertainty, because it is impossible 

to form a group of instances. Agents cannot predict what possible outcomes are 

likely, and therefore what their actual interests are (Blyth 2002, pp. 31-32).  

Building upon these basic assumptions, Blyth establishes five particular sequences 

about how institutional change occurs. First, ideas decrease uncertainty in periods 

of economic crisis. Second, following the uncertainty reduction, ideas gather the 

actors around them and make collective action and coalition building possible. 

Third, after coalition building and collective action process, ideas are used as 

weapons to struggle over existing institutions. Fourth, following the delegitimation 

of existing institutions, new ideas act as institutional blueprints. Fifth, having built a 

                                                           
1
 άKnightian uncertaintyέ is a concept to distinguish true unknowns from more quantifiable risks. The concept 

recognizes a fundamental degree of ignorance, a limit to knowledge, and an essential unpredictability of future 
events. 
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new institutional construction, ideas make institutional stability possible (Blyth 

2002, pp. 34-36).    

Contrary to rational choice argumentΣ άƛƴŘƛǾƛŘǳŀƭǎ Řƻ ƴƻǘ ƛƴǘŜǊǾŜƴŜ ƛƴ ǘƘŜ ǿƻǊƭŘ ƻƴ 

the basis of ad hoc gŜƴŜǊŀƭƛȊŀǘƛƻƴǎ ŘƛǎǘƛƭƭŜŘ ŦǊƻƳ ǊŀƴŘƻƳƭȅ ƎŀǘƘŜǊŜŘ  ƛƴŦƻǊƳŀǘƛƻƴέ 

(Blyth 2002, p. 32). Rather, complex set of ideas enable agents to order and 

interfere in the world by aligning agentsΩ ōŜƭƛŜŦǎΣ ŘŜǎƛǊŜǎΣ ŀƴŘ ǇǳǊǇƻǎŜǎΦ .ȅ 

developing ideas, therefore, agents decrease uncertainty to a significant level, by 

shrinking possible interpretations of the crisis, and hence courses of action. 

Therefore, after accepting ideas as having different casual effects in different 

periods as part of a sequence of change, one can explain both stability and change 

(Blyth 2002, p. 35). 

Further, Blyth argues that historical institutionalists treat the institutions as 

άƻƴǘƻƭƻƎƛŎŀƭƭȅ ǇǊƛƻǊ ǘƻ ǘƘŜ ƛƴŘƛǾƛŘǳŀƭǎ ǿƘƻ ŎƻƴǎǘƛǘǳǘŜ ǘƘŜƳέ ό.ƭȅǘƘ нллнΣ ǇΦ мфύΦ LŦ 

ƛƴŘƛǾƛŘǳŀƭǎΩ ƛƴǘŜǊŜǎǘǎ ǿŜǊŜ ƛƴǎǘƛtutionally originated, Blyth underlines that it makes 

little sense to appeal to individuals as sources of institutional change (Blyth 2002, 

pp. 19-20). Although historical institutionalism does not neglect ideas, they pay 

insufficient attention to analyzing the independent effect of ideas on outcomes and 

institutions (Blyth 1997; Campbell 1998; Schmidt 2010).  

Correspondingly, Alexander Wendt argues that one needs to consider what is 

desired as a sociological construction rather than a material given, because our 

concentration to the schemas and representations via agents determines their 

interests and the roles that such schemas denote (Wendt 1999, p. 124). According 

ǘƻ ²ŜƴŘǘΣ άǿŜ ǿŀƴǘ ǿƘŀǘ ǿŜ ǿŀƴǘ ōŜŎŀǳǎŜ ƻŦ Ƙƻǿ ǿŜ ǘƘƛƴƪ ŀōƻǳǘ ƛǘΣ ŀƴŘ ƴƻǘ 

because of any inƴŀǘŜ ǇǊƻǇŜǊǘƛŜǎ ƻŦ ǘƘŜ ƻōƧŜŎǘ ŘŜǎƛǊŜŘέ ό²ŜƴŘǘ мфффΣ ǇΦ ммфύΦ 
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Therefore, although ideas are much more relevant components to gain insight into 

institutions, one needs to understand how people construct their ideas. Social 

context should be considered as one of the most significant elements to form ideas 

(Blyth 2002, p. 29). 

According to Hall, state-centric and state-structural theories are different from each 

ƻǘƘŜǊΦ ¢ƘŜ ŦƻǊƳŜǊ ǊŜŦŜǊǎ ǘƻ άǘƘŜ autonomy ƻŦ ǘƘŜ ǎǘŀǘŜ ŦǊƻƳ ǎƻŎƛŜǘŀƭ ǇǊŜǎǎǳǊŜΣέ ǘƘŀǘ 

is state officials are independent from the influence of interest groups and political 

ǇŀǊǘƛŜǎ όIŀƭƭ мффоΣ ǇΦ нтсύΦ ¢ƘŜ ƭŀǘǘŜǊ ǊŜŦŜǊǎ ǘƻ ǘƘŜ ƛƳǇƻǊǘŀƴǘ ǊƻƭŜ ƻŦ άƛƴǘŜǊŜǎǘ 

ƎǊƻǳǇǎΣ ǇƻƭƛǘƛŎŀƭ ǇŀǊǘƛŜǎΣ ŀƴŘ ƻǘƘŜǊ ŀŎǘƻǊǎ ƻǳǘǎƛŘŜ ǘƘŜ ǎǘŀǘŜΦέ ¢ƘŜǎŜ ǘƘŜƻǊƛŜǎ 

emphasize that the structure of past state activities generally influences the nature 

of the demands of these actors (Hall 1993, p. 276). Following the differentiation of 

the theories, he tries to understand the relationship between ideas and 

policymaking and to what extent ideas are important in policy changes. According 

to Hall, ideas are central to policymaking. Policy makers follow procedures within a 

framework of ideas and standards (Hall 1993, p. 279). Therefore, Hall states that 

policy makers act in accordance with policy paradigms. In this regard, he employs 

British financial system as an example, emphasizing how Keynesian ideas 

ŎƻƴǎǘǊǳŎǘŜŘ ǘƘŜ ǇǊƻŎŜŘǳǊŜǎ ƻŦ ǘƘŜ .ǊƛǘƛǎƘ ¢ǊŜŀǎǳǊȅΦ Iŀƭƭ ǘŀƪŜǎ ¢ƘƻƳŀǎ YǳƘƴΩǎ ƳƻŘŜƭ 

to locate the different sorts of policy change relative to one another.  

Hall (1993) conceptualizes three types of change, namely First, Second, and Third 

hǊŘŜǊΦ CƛǊǎǘ ŀƴŘ {ŜŎƻƴŘ ƻǊŘŜǊ ŎƘŀƴƎŜ ŀǊŜ ǎŜŜƴ ƛƴ ŎŀǎŜǎ ƻŦ άƴƻǊƳŀƭ ǇƻƭƛŎȅƳŀƪƛƴƎΣέ ŀ 

process which adjusts policy without challenging the overall terms of a given policy 

paradigm. Third order change, however, is keen on mirroring a very different 

process that leads to radical changes in the existing structure of policymaking, 
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ǿƘƛŎƘ ƛǎ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ ŀ άǇŀǊŀŘƛƎƳ ǎƘƛŦǘέ όIŀƭƭ мффоΣ ǇΦ нтфύΦ  Iŀƭƭ ǎǘŀǘŜǎ ǘƘŀǘ ŦƛǊǎǘ 

and second order changes do not necessarily lead to the third order change. It can 

occur quite differently (Hall 1993, p. 280).  

First order change is likely to happen in a gradual process. Second order change and 

the development of new policy tools may move faster in the direction of strategic 

action. The third order change, however, refers to a comprehensive alteration in 

the system, called paradigm shift. Hall states that if the existing paradigm is 

genuinely not be able to deal with unusual developments, it will end up with policy 

failures that step by step undermine the authority of the existing paradigm and its 

protagonists. Hence, the movement from one paradigm to another in third order 

ŎƘŀƴƎŜ ƛǎ άƭƛƪŜƭȅ ǘƻ ƛƴǾƻƭǾŜ ǘƘŜ ŀŎŎǳƳǳƭŀǘƛƻƴ ƻŦ ŀƴƻƳŀƭƛŜǎΣ ŜȄǇŜǊƛƳŜƴǘation with 

new forms of policy, and policy failures that precipitate a shift in the locus of 

ŀǳǘƘƻǊƛǘȅ ƻǾŜǊ ǇƻƭƛŎȅ ŀƴŘ ƛƴƛǘƛŀǘŜ ŀ ǿƛŘŜǊ ŎƻƴǘŜǎǘ ōŜǘǿŜŜƴ ŎƻƳǇŜǘƛƴƎ ǇŀǊŀŘƛƎƳǎέ 

(Hall 1993, p. 280) . The third order change will end only when the protagonists of a 

new paradigm secure their positions over existing policymaking and are capable of 

readjust the organization and standard operating procedures of the policy process 

so as to institutionalize the new paradigm (Hall 1993, p. 281). 

According to constructivist ǎŎƘƻƭŀǊǎΩ argument, in order to understand and explain 

politics of institutional change, it is necessary to develop a better understanding 

than that of double movement concept of Karl Polanyi. Although double movement 

is still important today, it separates the market from society and replaces the 

institutions of social protection with more market-conforming institutions. 

However, the political uses of economic ideas and politics of organized business can 

be employed to develop a better theoretical understanding. According to 
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constructivist scholars, ideas (world views, desires, and purposes) allow agents to 

decrease uncertainty, propose a specific solution to a moment of crisis, and 

empower agents to resolve the crisis in question. Therefore, new ideas matter in 

constructing politics of institutional change .They argue that social scientists have to 

reconsider the nexus between ideas and interests. Just in doing so, one can develop 

a theory of institutional change that takes ideas as genuinely transformative. When 

even an economic crisis occurs with uncertain origins, economic ideas become even 

more remarkable, because they serve as simplifying blueprints that dictate agents 

what to do and what to anticipate in the future.  

Thus, the third hypothesis of the thesis is as follows:  

Uncertainty, ideas, and paradigm shift in policymaking shape the politics of 

institutional change in electricity generation from natural gas, in Turkey. 

 

2.2.3.1. Ideational Forces and Material Interests in Double Movement: The Case of 

Energy Sector in Turkey 

!ŎŎƻǊŘƛƴƎ ǘƻ tƻƭŀƴȅƛΣ άǘƘŜ ŜŎƻƴƻƳȅ ƛǎΣ ŀǎ ŀ ǊǳƭŜΣ ŜƳōŜŘŘŜŘ ƛƴ ŀ ǎƻŎƛŜǘȅΦ Φ Φ CƻǊ ŀ 

century the dynamics of modern society was governed by a Ψdouble movement:Ω the 

market expanded continuously but this movement was met by a countermovement 

checking the expaƴǎƛƻƴ ƛƴ ŘŜŦƛƴƛǘŜ ŘƛǊŜŎǘƛƻƴǎέ όtƻƭŀƴȅƛ мфппΣ ǇΦ молύΦ ¢ƘŜ ƳŀǊƪŜǘ 

expansion peaked around 1914, penetrating all components of market, from 

individuals to corporations. In the face of this quick spreading first movement, 

namely market expansion, a countermovement was in process. This was a reaction 

against harmful effects of the conventional production on society or re-division of 
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labor, which was created by the market. According to Robert Owen, if market 

economy was left to evolve with its own laws, it would create great and permanent 

evils (Polanyi 1944, p. 130). Polanyi in his book titled "Great Transformation" 

explains how economy has been transformed "to protect the society from market 

forces' in the case of Britain. He criticizes "invisible hand" concept of Adam Smith 

ŀƴŘ ŜƭŀōƻǊŀǘŜǎ ǘƘŜ ƛƳǇƻǊǘŀƴŎŜ ƻŦ ǿƘŀǘ ƘŜ ŎƻƴŎŜǇǘǳŀƭƛȊŜŘ ŀǎ ϦŘƻǳōƭŜ ƳƻǾŜƳŜƴǘΦέ  

Since production is an interacting process between human being and nature, a self-

regulating mechanism of barter, exchange makes them subject to supply and 

demand, which means they under the name of labor, and land must be dealt with 

as commodities and goods produced for sale (Polanyi 1944, pp. 130-131). Polanyi 

ŘƛǎŀƎǊŜŜǎ ǿƛǘƘ YŀǊƭ aŀǊȄΩǎ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ Ŏƭŀǎǎ ƛƴǘŜǊŜǎǘǎ ƳŜǊŜƭȅ ŘŜǘŜǊƳƛƴŜŘ ōȅ 

material needs. In fact, he argues that interests of society as a whole influence 

social change. Therefore, the main component is social recognition, which refers to 

relation of a class to a society as a whole (Polanyi 1944, p. 153). The 

countermovement asserts that leaving human and land to the market would be the 

same with annihilating them. The main function of interventionism was the 

protection of natural and human resources in the market namely, the factors of 

production: labor and land (Polanyi 1944, p. 131). In this sense, the first movement 

was the principle of economic liberalism, aiming at the establishment of a self-

regulating market, relying on the support of the trading classes, and using largely 

laissez-faire and free trade as its methods. The other one was the principle of social 

protection aiming at the conservation of man and nature as well as productive 

organization, relying on the varying support of those most immediately affected by 

the harmful action of the market. The society was protected from harmful effects of 
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the market by protective legislation, restrictive associations, and other instruments 

of intervention.  

Thus, according to the Polanyi, two movements shaped the social history in the 

19th century in the Great Britain. The former was the establishment of organizing 

principles of economic liberalism, which assumes human being and natural sources 

as a part of material source in economic structure. The latter was a counter 

movement, trying to protect society against the negative effects of aggressive 

capitalism on society. However, the rising challenges in double movement could not 

be satisfied in the early 20th century leading the rise of alternative ideologies such 

as fascism and socialism (Polanyi 1944, p. 132).  As a result, one cannot avoid 

considering the social context of state-society relations evolving in the historical 

process and under contingent conditions for capitalist development, especially in 

late industrialized countries such as Turkey. 

.ǳƐǊŀ in her book titled ά{ǘŀǘŜ ŀƴŘ .ǳǎƛƴŜǎǎ ƛƴ aƻŘŜǊƴ Turkeyέ ƛƴŘƛŎŀǘŜǎ ǘƘŀǘ 

according to liberal and rational scholars, the economy is a system in which societal 

determinants in state-business relationship lose their importance, because the main 

ƳƻǘƛǾŜ ƻŦ ǘƘŜ ŜŎƻƴƻƳƛŎ ǎȅǎǘŜƳ ƛǎ άǘƘŜ ƳƻƴŜȅ-loving instincts of ƛƴŘƛǾƛŘǳŀƭǎέ ό.ǳƐǊŀ 

1994, p. 3). However, supporting Blyth, .ǳƐǊŀ ǎǘŀǘŜǎ ǘƘŀǘ ǘƘƛǎ ǎƻǊǘ ƻŦ Ǌŀǘƛƻƴŀƭƛǘȅ ƛǎ 

not reflected in the autobiographies of Turkish businesspeople. .ǳƐǊŀϥǎ ǊŜǎŜŀǊŎƘ 

findings on state-business relation in the case of Turkey present that Turkish 

businesspeople had no expectations about the capitalist development without a 

state intervention. Rather than reduced state intervention, they clearly emphasized 

their need on tighter relations with government authorities. Her research results 

highlight that there are divergences between Turkish and Western value systems 
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and institutional bases of business life. Turkish businesspeople apparently could not 

ƛƴǘŜǊƴŀƭƛȊŜ ǘƘŜ ōŀǎƛŎ ǾŀƭǳŜǎ ƻŦ ŎŀǇƛǘŀƭƛǎǘ ŘŜǾŜƭƻǇƳŜƴǘ ό.ǳƐǊŀ мффпΣ ǇǇΦ оΣ рύΦ  

Thus, state-business relation in Turkey are particularly important in understanding 

the politics of institutional change since 1990s in the light of re-occurring economic 

crisis and ongoing liberation process in the economy.  Polanyi states that it is the 

relation of a class to the society as a whole, which maps out its part in the capitalist 

development. Business class is seen as one of the societal actors in the capitalist 

development. However, it is a well-known fact that in all societies where private 

enterprise has significant role, businesspeople have a privileged position relative to 

ǘƘŜ ǎǘŀǘŜ ŀƴŘ ǘƘŜ ǇƻƭƛŎȅ ǇǊƻŎŜǎǎ ό.ǳƐǊŀ мффпΣ ǇΦ мрύΦ ¢ƘŜ ǇŀǊǘƛŎǳƭŀǊ ǘǊŀƧŜŎǘƻǊȅ ƻŦ 

institutional change in energy sector through six distinct eras, which are presented 

in the next chapter, is important for this thesis to question the role of ideational 

forces and material interests in understanding and explaining change in state-

business relation particularly after the 2004 Energy Strategy Paper.  

To sum up, within the framework of YƻƘƭƛΩǎ ǘȅǇƻƭƻƎȅ ŦƻǊ ǎǘŀǘŜǎΩ ǊƻƭŜ ƛƴ ŜŎƻƴƻƳƛŎ 

development, it can be argued that both cohesive-capitalist and multi-class 

fragmented state types are observed during different periods of TurkeyΩǎ economic 

development. This means that Turkey should have been experiencing a number of 

institutional changes, associated with different political coalitions between state 

and business in economic development. Rational choice scholars argue that the 

main drive of institutional change is self-interests of the actors in play. However, the 

actors are restricted in exerting their self-interests in full, because predominantly 

path-dependent institutional restrictions affect their preferences. Thus, it seems to 

me that not only historical institutionalist arguments of institutional change, but 
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also the role of uncertainty, paradigm shift, and ideational forces in gradual 

institutional change should be considered as plausible factors in understanding and 

explaining the politics of institutional change in state-business relation in the energy 

sector, specifically in electricity generation from natural gas. Accordingly, one 

should understand the social context that constitutes ideational forces in state-

business relation and how they have shaped the trajectory of institutional change in 

the energy sector. In the next chapter, I present the historical background in state-

business relation and specifically those in electricity generation sector in Turkey. 

 

2.3. Methodology  

In general, case studies are used by social constructivists to test material and 

ideational variables. However, both rational choice theorists and realists rely upon 

case study methods to advance their theoretical arguments. Interpretive 

researchers also employ case studies to emphasize upon the power of discourse or 

to bold the use of narratives. Indeed, case studies frequently are used to find out 

social processes that make us understand and explain IPE/IR in detail. Furthermore, 

case studies provide not only in-depth description but also promote to our 

understanding of the world around us (Lamont 2015, pp. 125-126). According to 

DŜƻǊƎŜ ŀƴŘ .ŜƴƴŜǘǘΣ άǘƘŜ ŘŜǘŀƛƭŜŘ ŜȄŀƳƛƴŀǘƛƻƴ ƻŦ ŀƴ ŀǎǇŜŎǘ ƻŦ ŀ ƘƛǎǘƻǊƛŎŀƭ ŜǇƛǎƻŘŜ 

to develop or test historical explanations that may be generalizable to oǘƘŜǊ ŜǾŜƴǘǎέ 

(George & Bennett 2005, p. 5). That is to say, an intensive study of a single case may 

lead to understand and explain a large class of cases. Therefore, thanks to case 

studies, one can achieve the bigger universe of cases with an assumption. 
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Moreover, case studies are helpful for creating new hypotheses. Once one conducts 

interviews, s/he frequently faces with new primary data that s/he does not expect. 

This may result in proposing alternative causal explanations (Lamont 2015, pp. 129-

130). 

There are five common case selection criteria: most-similar case comparison, least-

similar case comparison, combining cross case and over-time comparison, deviant 

cases, and least-likely. In most-similar case comparisons, one should find cases as 

similar as possible. However, one independent variable differs in their outcomes. So 

that, s/he can show the difference in independent variable that explains the 

difference in outcomes. In least-similar case comparisons, one should find cases 

that are different in all except one independent variable and one shared dependent 

variable. Therefore, s/he can display shared independent variable explains shared 

outcomes. In combining cross case and over-time comparisons, one should find a 

combination of cross case and compare ǘƘŜƳ ŀǎ άōŜŦƻǊŜ ŀƴŘ ŀŦǘŜǊΣέ ǿƘƛŎƘ ŀƭƭƻǿǎ 

for greater comparison across fewer cases. In deviant cases, one should find 

disconformatory cases. These cases do not fit in theoretical expectations. So that, 

s/he can generate new hypotheses and uncover new variables (Lamont 2015, pp. 

132-135). In the thesis, however, I select least-likely case study, which is the most 

common strategy for case selection in case study research. Least-likely case study is 

useful when one faces with a theoretical claim that seems to have explanatory 

power (Lamont 2015, p. 132). In my thesis, since I question the three different views 

hypotheses (rational choice, historical institutionalism, and constructivism) in 

understanding and explaining the plausible factors of the politics of institutional 

change in state-business relation. The least-likely case study design helps me to 
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explore further the influence of ideational and material forces in electricity 

generation sector in Turkey, in which we might claim rationalist account for politics 

of institutional change given the importance of self-interested market actors (firms) 

and high volume of investment required. Also, I employed a single case study 

(relationship between the state and the electricity generation sector in Turkey), 

since it provides in-depth thick description of process for the given research 

question (George & Bennett 2005, p. 9).   

     

2.3.1. Data collection and Sample  

I conducted 15 interviews with senior officials to collect primary data from nine 

firms in electricity generation sector, four related public institutions (PIs), and two 

non-governmental organizations (NGOs).  

In order to identify my sample of interviewees first I compiled a list of firms in the 

electricity production sector, which was my population of firms in the electricity 

production sector (See Appendix A). Then, I classified the companies according to 

energy resource for electricity generation ς generating electricity from natural gas, 

hydro, and renewables. I also divided these companies into two groups: (i) those 

entered into the sector before 2001, and (ii) those entered after 2001 because the 

2001 Electricity Market Law is an important benchmark for liberalization of the 

energy market and accompanied institutional changes in the electricity sector (see 

Table 2 in Appendix B). Such classification and grouping allows me to trace the 

process in politics of institutional change before and after the major structural 

changes introduced with this law in light of the previous distinct eras in the 
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historical trajectory of state-business relation (see Chapter 3). Moreover, I consider 

ten firms, which were identified as άǊƻŀǊƛƴƎ ǘŜƴ ŜƴǘǊŜǇǊŜƴŜǳǊǎ ŘǳǊƛƴƎ ǘƘŜ WǳǎǘƛŎŜ 

ŀƴŘ 5ŜǾŜƭƻǇƳŜƴǘ tŀǊǘȅ ǊǳƭŜέ ό.ǳƐǊŀ нлмпΣ ǇΦ мпоύ. I included these firms specifically 

because all these companies operated in energy market in addition to their business 

activities in other sectors.  

According to the above criteria for classification of firms, there are 15 firms, four 

official public institutions, and two NGOs in my sample list (see Table 2 below2). I 

was able to interview one senior manager in related divisions or departments from 

nine companies, one senior representative of two NGOs, and one senior officials of 

three public institutions that accounts for a total of 15 interviews for my primary 

data collection.  

Within the framework of the theoretical background presented in this chapter and 

my competing hypothesis, I prepared interview questions to understand and 

explain the politics of institutional change in electricity sector in the historical 

context of state-business relation (see Appendix C).  

 

 

 

 

 

 

 

 

                                                           
2
 Interview dates can be seen in Table 4 in Appendix B. 
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  Table 2_ Sample List of Interviews  

  * The companies generating electricity from other resources than natural gas (hydro & renewables) 

The Firms that 
entered into the 
sector BEFORE 

2001 

The Firms that 
entered into the 

sector AFTER 
2001 

Four of 
.ǳƐǊŀΩǎ ǘŜƴ 
companies 

Public Institutions (PIs) Non-governmental 
Organizations 

(NGOs) 

Firm 1*  Firm 7 Firm 12*  Ministry of Energy and Natural 
Resources (MENR) 

Electricity 
Generators 

!ǎǎƻŎƛŀǘƛƻƴ ό9«5ύ 

Firm 2 Firm 8 Firm 13 Energy Market Regulatory 
Authority (EMRA) 

Electricity 
Distributors 

Association (ELDER) 

Firm 3 Firm 9 Firm 14 General Directorate of 
Renewable Energy (YEGEM) 

Energy Traders 
Association (ETD) 

Firm 4 Firm 10 Firm 15 Turkish Electricity Trade And 
Contracting Corporation 

ό¢9¢! ύ 

Petform 

Firm 5 Firm 11  Turkish Electricity 
Transmission Corporation 

ό¢9T! ύ 

Union of Chambers 
of Turkish Engineers 

and Architects 
(TMMOB) 

Firm 6   Turkish Electricity Distribution 
/ƻǊǇƻǊŀǘƛƻƴ ό¢95! ύ 

 

   Energy Exchange Istanbul 
(EXIST) 

 

  



41 
 

CHAPTER 3 

HISTORICAL BACKGROUND IN STATE-BUSINESS RELATION AND 

INSTITUTIONAL CHANGE IN TURKEYΩ{ ENERGY SECTOR 

 

Understanding of the economy and the role of the state in economic development 

during the foundation of the Turkish Republic was not essentially different from 

those of Unionist predecessors in the late Ottoman Empire (Toprak 2003, p. 35). 

Their shared principles in economic development emphasized the creation of a 

national bourgeoisie that would be complementary to the leading role of state in 

economic development of the country. The 1913 Law, in this regard, was 

introduced to encourage industrialization. Besides, nationalist characteristics were 

prominent, such as the termination of the concessions given to foreign groups (the 

Capitulations3) and the nationalization of foreign enterprises. At the early stage of 

the Republic, economic development of the country was the main objective, which 

would shape the nation-building efforts. The principles, that would lead both 

economic development and nation building process, were adopted during the TȊƳƛǊ 

Economic Congress on February 17, 1923. More than one thousand delegates of 

merchants, industrialists, farmers, and workers came together ό.ǳƐǊŀ мффпΣ ǇǇΦ фу-

99). The delegates in this national economic congress declared their commitment to 

the establishment of a private enterprise economy. These principles demonstrate 

                                                           
3
 Capitulation is defined as the privileges given to foreign nations in disadvantage of the ŎƻǳƴǘǊȅΩǎ ŎƛǘƛȊŜƴǎΦ 

Starting from 16
th
 century, the Ottoman Empire granted a series of commercial privileges to Western Powers. 

In 1569, 1581, 1597, 1614, 1673, 1718 and 1740 the capitulations were renovated and with 1740, capitulation 
the French privileges were highly extended and in Istanbul even foreign post offices were opened (Angell 
1901). With the Sevres treaty, to Greece and Armenia some capitulations were given. Moreover, it was 
accepted that, all the foreign ships were equal to the Turkish ones. The capitulations were abolished with the 
Lausanne Treaty. 
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that the new Turkish state was capitalist in its form since it recognized private 

property rights όYƻœ нллл, p. 146).  

The first electric power production in Turkey began with a 2kw-water mill in Tarsus, 

a province located in the South part of Turkey, in 1902. The power generation was 

from hydroelectric plant, which belonged to a Swiss and Italian corporate group 

ό«ƭǘŀƴƤǊ мффуύΦ In Tǎǘŀƴōǳƭ, electricity was available for the first time in 1910. The 

Unionists targeted not only creation of a national bourgeoisie, but also the need for 

power generation in industrial and economic development prior to the Republic. 

The first license to generate electricity in Tǎǘŀƴōǳƭ was given to a Hungarian 

comǇŀƴȅΣ ƴŀƳŜƭȅ άDŀƴȊέ ό«ƭǘŀƴƤǊ мффуύΦ Therefore, TurkeyΩǎ ŜƭŜŎǘǊƛŎƛǘȅ production 

had already begun under the control of foreign enterprises. However, the economic 

ideas of the Unionists favored the termination of the concessions given to foreign 

interests and the nationalization of foreign enterprises. The first period in electricity 

market of Turkey began through this tension, between the foreign enterprises and 

the economic ideas of the Unionists. One can analyze the changes and 

developments in electricity market according to five distinct periods in the historical 

trajectory of state-business relation in Turkey. 

 

3.1. 1st Period (1923-1930)  

In order to promote national economic development, a number of principles 

including tariff protection of domestic industry and tariff exemptions for imported 

inputs were adopted during the TȊƳƛǊ National Economic Congress gathered in 

February 1923. However, the trade regime of the Ottoman era had to continue with 
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no changes in tariff levels until the end of the decade because of the trade-related 

provisions of the Lausanne Treaty signed in July 19234.  

Hence, in the 1920s, one of the most important policy tool for trade and for state 

revenues ς tariff protection ς could not be facilitated. The government was in need 

of finding new sources of public revenue. The 1927 Law about industry was 

implemented in this period. The law was a new version of the 1913 Law about 

industry. The 1927 Law was providing several tax exemptions, free allocation of land 

and buildings for industrial establishments, credit facilities, and provisions for 

domestic purchases. Meanwhile, state monopolies were the major source of public 

revenue in these years. But the inherited foreign debt from the Ottoman Empire 

was producing a significant pressure on the budget. Under these circumstances, the 

expiration of the limiting clauses of the Lausanne Treaty in 1929, the date 

determined in the treaty, were vital for policymaking. After 1929, the government 

was able to relieve the pressure on the public budget and balance of payments 

ό.ǳƐǊŀ мффпΣ ǇǇΦ фф-100). 

Throughout the 1923-1929 period, the government followed liberal economic 

policies that would support private enterprise development. However, financial 

resources of private enterprises and private capital accumulation were not enough 

to build capital-intensive sectors in which state monopolies were dominant. Due to 

the lack of know-how and specific provisions of Lausanne about foreign enterprises, 

the early Republican government maintained the existing model, which allowed 

both foreign and domestic companies in electricity generation. The state granted 

                                                           
4
 According to Economic Clauses-Article 64, foreign enterprises were under the protection of allied powers: 
άǇƘȅǎƛŎŀƭ ǇŜǊǎƻƴǎΣ ŎƻƳǇŀƴƛŜǎ ŀƴŘ ŀǎǎƻŎƛŀǘƛƻƴǎ ƻŦ ǘƘŜ /ƻƴǘǊŀŎǘƛƴƎ tƻǿŜǊǎ ƻǘƘŜǊ ǘƘŀƴ ǘƘƻǎŜ ƻf Turkey, or of a 
{ǘŀǘŜ ƻǊ ǘŜǊǊƛǘƻǊȅ ǳƴŘŜǊ ǘƘŜ ǇǊƻǘŜŎǘƛƻƴ ƻŦ ƻƴŜ ƻŦ ǘƘŜ ǎŀƛŘ ώŀƭƭƛŜŘϐ tƻǿŜǊǎέ ό[ŀǳǎŀƴƴŜ ¢ǊŜŀǘȅΣ мфноύΦ 
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privileges to German MAN and AEG, Italian Marelli, Hungarian Ganz, some French 

and Belgium corporations until 1930 ό«ƭǘŀƴƤǊ мффуύΦ In this period, domestic private 

capital also entered into the sector ς Kayseri and its vicinity Turkish Electricity 

Corporation was founded with a concession agreement that was signed on October 

11, 1926.  

The major goal in energy policy was to meet energy need from domestic resources, 

specifically from hard coal. Nevertheless, electric power plants built by foreign 

capital used diesel fuel because of its convenience to get loans, to transport, and to 

set into operation. The electrification in Turkey was provided with small local plants 

and their distribution network. Gross power across the country became 78 MW in 

1930 ς that was 33 MW in 1923 ό«ƭǘŀƴƤǊ мффуύΦ  

 

3.2. 2nd Period (1930-1950)  

The 1929 Great Depression created an economic recession not only in the US and 

Europe, but also in Turkey. A certain change in economic policy was expected 

because of the expiration of specific clauses about trade in the Lausanne Treaty. In 

fact, the end of the decade was marked by two developments that radically 

modified the policy environment and state-business relation. One of these 

developments was the world economic crisis. What is maybe more important than 

the direct effect of the Great Depression on TurkeyΩǎ ŜŎƻƴƻƳȅ ǿŀǎ rising doubts 

about neoclassical principles of liberal market economy such as the ability of self-

regulating markets, and the optimal allocation of resources ό.ǳƐǊŀ мффпΣ Ǉp. 98-

100). Moreover, the Second World War erupted in 1939, and took six years until 

1945. In this politically and economically challenging era, Turkey implemented the 
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1942 Wealth Levy that caused a crisis of confidence between the state and the 

business. During the 1930s and 40s, the government followed an economic policy 

that the economic activity would not be totally left to the market system.  State-

business relation have been developing in such an environment. No one was 

questioning the necessity of a substantial degree of state interventionism ό.ǳƐǊŀ 

1994, p. 100).   

Accordingly, the central role of state in economy was also observed in the electricity 

market. The authority of power plant installation and operation as well as electric 

power generation and distribution was given to the municipalities, with a municipal 

law in 1933. In the same year, the Province Bank (TƭƭŜǊ .ŀƴƪŀǎƤ) was established to 

provide financial support for investments, including all sorts of investments to 

supply electricity. All foreign-capital and privileged partnerships in power plant 

were nationalized between the years of 1938 and 1944, while Kayseri and its vicinity 

Turkish Electricity Corporation remained in the ownership of domestic business 

ό«ƭǘŀƴƤǊ мффуύΦ  

Thus, this era indicates that although statist policies were in place, the state was not 

completely against the private capital. In order to develop energy resources of the 

country, the following public administrations were established in 1935: Mineral 

Research and Exploration Institute (to explore coal and oil resources); Etibank (to 

set up and operate mining, and to generate energy); Electrical Power Resources 

Survey and Development Administration (to search for water resources and electric 

generation possibilities). The first 5-year Industry Plan (1933-1937) was brought into 

force, but it could not be implemented until 1963. Gross power across the country 

became 407 MW in this term ό«ƭǘŀƴƤǊ мффуύΦ At the end of the period, Turkey 
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shifted to the multi-party democracy. Democrat Party (DP) won the elections in 

1950, being successor to the wŜǇǳōƭƛŎŀƴ tŜƻǇƭŜΩǎ tŀǊǘȅΩǎ όwttύ ƎƻǾŜǊƴƳŜƴǘΣ ǿƘƛŎƘ 

was in power for 24 years. Subsequent to change in the government, the economic 

policy changed rapidly.   

 

3.3. 3rd Period (1950-1960)  

In terms of state-business relation, the 1950s began with a friendly atmosphere. In 

July 1950, the ƴŜǿƭȅ ŜǎǘŀōƭƛǎƘŜŘ ƎƻǾŜǊƴƳŜƴǘΩǎ Minister of Commerce and Economy 

met with a delegation of leading businesspersons in order to show that all major 

economic decisions would be taken in collaboration with the business community. 

The key conclusion of the meeting emphasized that any economic law hindering the 

development of private enterprise could be modified, changed, or abolished. This 

was beyond the expectations of the business people in Turkey. The government 

seemed quite decisive about the encouragement of the private sector, but at the 

same time, there should have been a strict budget policy and monetary restraint to 

provide economic stability. However, the government did not put this conditionality 

into practice. Even though the successive DP governments seemed committed to 

liberal market policy, their efforts did not reflect this. They increased state 

intervention into economy to consolidate their power. Some scholars called this 

άǘƘŜ ǇŀǊŀŘƻȄ ƻŦ ¢ǳǊƪƛǎƘ ƭƛōŜǊŀƭƛǎƳέ ό.ǳƐǊŀ мффпΣ ǇΦ мнлύΦ 

In this semi-liberal economic environment, privileged foreign corporations were 

allowed to get into the electricity market, while domestic private corporations were 

also encouraged to operate in this market. World Bank (WB) suggested privileged 

partnerships in electricity sector. Nevertheless, the new corporations, which were 
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founded for electric generation, had no foreign-capital involvement throughout this 

ǘŜǊƳ ό«ƭǘŀƴƤǊΣ мффуύ. These new corporations were Northwest Anatolia 

Electrification Inc. (1952), 4ǳƪǳǊƻǾŀ 9ƭŜŎǘǊƛŎ LƴŎΦ ό49! Σ мфроύΣ !ŜƎŜŀƴ 9ƭŜŎǘǊƛŎ LƴŎΦ 

(1955), and Kepez Electric Inc. (1956).5 

In 1953, significant decisions were taken in the First Energy Consultative Congress. 

The most substantial ones were the following: 

1) Leading decision on building more powerful coal-fired power plants and 

hydroelectric plants, instead of small local diesel-fired power plants. 

2) Leading decision on providing electrification with nationwide interconnected 

regional power plants, instead of unconnected citywide power plants.  

3) Leading decision on establishing Turkish Electricity Administration (TEK), which 

would gather all the authority on electrification. 

4) In 1954, Turkish Petroleum Inc. was founded through the new Oil Law. Mineral 

Research and Exploration Institute transferred its petroleum operation to this state-

owned enterprise. The Mining Law, the law no 6309, in the same year, was brought 

into force. These new legislations were based on liberal market principles that 

treated private and state owned economic enterprises (SEEs) in energy sector 

equally in order to develop energy generation. For the same purpose, the state 

continued the establishment of institutions and organizations, such as Directorate 

DŜƴŜǊŀƭ ŦƻǊ {ǘŀǘŜ IȅŘǊŀǳƭƛŎ ²ƻǊƪǎ ό5{TύΣ and ¢ǳǊƪƛǎƘ /ƻŀƭ 9ƴǘŜǊǇǊƛǎŜ ό¢YTύ (Kankal, 

2014).  

½ƻƴƎǳƭŘŀƪ 4ŀǘŀƭŀƐȊƤ Fossil Fuel Plant was also established and connected to 

Tǎǘŀƴōǳƭ with a 154kV-energy transmission line in this period, which was the 

                                                           
5
 Northwest Anatolia Electrification Inc. and Aegean Electric Inc. was out of market in 1971. The state seized 
49!  and Kepez Electric Inc. in 2003. 



48 
 

beginning of interconnected system. 4ǳƪǳǊƻǾŀ and Kepez Hydroelectric Power 

Plants; {ŜȅƘŀƴΣ {ŀǊƤȅŀǊΣ IƛǊŦŀƴƭƤ dams  and their hydroelectric power plants, and 

¢ǳƴœōƛƭŜƪ Fossil Fuel Plant were some of power plants that were established in this 

period (Kankal, 2014). Gross power across the country became 1272 MW in this 

term. 

Despite the new regulations providing an equal level of play for both private 

enterprises and SEEs in the energy sector, the state's significant role was not 

diminished. The share of public investments in electricity sector augmented from 38 

to 50 % towards the end of this term, and the state increased the level of its control 

and surveillance on private enterprises. In 1958, the country experienced a severe 

economic crisis; and large number of small and medium sized enterprises (SMEs) 

went bankrupt. In response to the deepening political and economic crisis, the 

government accepted to implement International Monetary Fund (IMF) stabilization 

program and signed the first stand-by agreement of Turkey. However, the 

agreement was never implemented and ongoing political crisis ended with the 1960 

military coup.   

   

3.4. 4th Period (1960-1980) 

Throughout the DP led government years, the government changed direction in 

economic policy frequently, resulting from the absence of a basic economic 

ǇƘƛƭƻǎƻǇƘȅ ό.ǳƐǊŀ мффпΣ ǇΦ мнфύΦ Lƴ aŀȅ мфслΣ ¢ǳǊƪƛǎƘ bŀǘƛƻƴŀƭ !ǊƳŜŘ CƻǊŎŜǎ ǘƻƻƪ 

over the authority from the DP. In the next two decades between 1960 and 1980, 

there were three military interventions, two failed military coup attempts, two 

reform cabinets, eight very short-lived coalition governments, several ministerial 
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crisis, and escalating terror and violence, especially in the second half of the 1970s. 

Furthermore, during these two decades, Turkish economy experienced an economic 

restructuring through the adaptation of import-substituting-industrialization (ISI) 

strategy. ISI confronted serious economic shortcomings, namely, balance of 

payments deficits, severe foreign exchange shortages, low growth rates, inflation 

unemployment, overcapitalization, and an inefficient industrial structure. But it was 

not enough to cope with all these problems (Barkey 1990, pp. 30-31). ISI is seen as 

nationally planned economic development strategy through which the state civil 

and military expenditures were used to maintain capital accumulation. So, the 

strategic economic interests of national capitalists were secured. However, ISI was 

not successful in a lot of countries across the world, except a couple of Latin 

American states (Clarke 1991, pp. 3-5). In Turkey, the end of Import Substitution 

Industrialization (ISI) years, private firms had a significant presence in industrial 

sectors, and the big private enterprises had achieved a highly sophisticated 

organizational structure ό.ǳƐǊŀ мффпΣ ǇΦ молύ.  

The social position of big business was being formed in this era. There were two 

developments. First, the cleavage between big business and the rest of the business 

community, consisting of SMEs, was becoming increasingly clear. Big 

businesspeople seemed to give increasing importance to the long-term economic 

strategy, as opposed to short-run developments affecting their immediate interests. 

They were also increasingly voicing their demands to influence in the formation of 

public policy. Second, big businesspeople were separating themselves from firms 

and other business groups in the overall business community, starting with the early 

1960s. Indeed, prominent businesspeople began individual visits to government 
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authorities to articulate their demands. They did this by passing the Chambers. 

!ŎŎƻǊŘƛƴƎ ǘƻ .ǳƐǊŀΣ άǘhe foundation of the Turkish Industrialists' and Business 

ǇŜƻǇƭŜΩǎ !ǎǎƻŎƛŀǘƛƻƴ ό¢«{T!5ύ ƛƴ мфтм ǿŀǎ ƭŀǊƎŜƭȅ ǘƘŜ ǊŜǎǳƭǘ ƻŦ ǘƘŜǎŜ ŘŜǾŜƭƻǇƳŜƴǘǎ 

whereby big businesspeople have dissociated themselves from the rest of the 

community in an attempt to assume a quasi-public function in determining the 

economic and social orientation of the countryέ ό.ǳƐǊŀ мффпΣ ǇΦ монύΦ  

One of the most substantial features of this term was the shift to a planned 

economic development model. The State Planning Institution was established in 

September 1960. The state led economic development process by 5-year 

development plans in a mixed economy.  Thus, the state for the first time assessed 

the energy needs and developed models for predicting future energy demand in 

Turkey. Ministry of Energy and Natural Resources (MENR) and TEK was established 

in 1963 & 1970, respectively under the scope of first and second 5-year 

development plan. The dominant share of SEEs in electricity production in the 

electricity market continued6. TEK became the privileged monopoly to generate, 

transmit, distribute, and market electricity ό«ƭǘŀƴƤǊ мффуύΦ  

In the aftermath of the ISI strategy and the TEK Law, the role of state became more 

assertive in shaping the investments in the energy sector, including electricity 

generation and distribution. Nevertheless, the privileged partnerships that were 

ŜǎǘŀōƭƛǎƘŜŘ ŜŀǊƭƛŜǊ ȅŜŀǊǎ ŎƻƴǘƛƴǳŜŘ ǘƘŜƛǊ ŜȄƛǎǘŜƴŎŜ ό«ƭǘŀƴƤǊΣ мффуύΦ Moreover, 1973 

OPEC Oil Crisis and 1979 Oil Shock deeply affected Turkish economy. The excessive 

increase in TurkeyΩǎ ŜȄǘŜǊƴŀƭ ŘŜōǘ ōǳǊŘŜƴ demonstrated the vulnerability of the 

economy in balancing its chronic trade deficit. In an attempt to increase domestic 

                                                           
6
 The TEK law, Law no. 1312_11.09.1982 
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energy supply resources and to decrease share of imported fossil fuels in power 

generation, the country shifted to low-cost open cast mining to generate electricity. 

In 1973, the state built !Ŧǒƛƴ 9ƭōƛǎǘŀƴ Fossil Fuel Power Plant, which had 4x344 MW 

power generation capacity.  Similarly, the state increased its investment also in 

hydro-power based electricity generation capacity. For example, the first four-

turbine of 1330-MW Keban Dam on Euphrates river and its hydroelectric power 

plant was established7 (Kankal, 2014).    

The state-led planned economic development policy was abolished by the economic 

stability program in 1980, which is known as ά24 January Decisions.έ After two years 

of military rule and interim government between 1980 and 1983, the Motherland 

Party won the elections in 1983; and liberalization of economy has started under 

Turgut mzal led government.  

 

3.5. 5th Period (1980-2001) 

TurkeyΩǎ economic integration process with international markets accelerated 

through unfolding institutional changes in the aftermath of άнп WŀƴǳŀǊȅ 5ŜŎƛǎƛƻƴǎέ 

and ǘƘŜ мфул aƛƭƛǘŀǊȅ /ƻǳǇ ό.ǳƐǊŀ нлмпΣ ǇΦ урύΦ From 1980 onwards, the 

governments started to follow liberal policies in public investments, including 

electricity sector (̧ ƤƭƳŀȊ ϧ ¦ǎƭǳ нллтΣ ǇΦ нрфύΦ Different governments initiated some 

legal arrangements to aǘǘǊŀŎǘ ǘƘŜ ǇǊƛǾŀǘŜ ƛƴǾŜǎǘƻǊǎ ǘƻ ǘƘŜ ŜŎƻƴƻƳȅ όmȊƪƤǾǊŀƪ нллрΣ 

p. 1345). Despite TurkeyΩǎ achieved economic growth rates, trade deficits, high 

external debts and balance of payments crises became chronic. In order to cope 

                                                           
7
 The second four-turbine was opened in 1981. 
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with these problems, the government commenced a comprehensive stabilization 

and liberalization program in January 1980 (mƴƛǒ мффуΣ ǇΦ пфу).  

The program was not merely a short-term stabilization but also a new economic 

development model. There were four main goals of the 1980 program: (i) reducing 

the state role in the economy and allowing operation of the free-market rules; (ii) 

opening the economy to international competition, i.e., trade and financial 

liberalization and then reducing the balance of payments deficits by encouraging 

exports and foreign direct investments8; (iii) realizing economic growth with export-

led development model; and (iv) decreasing inflation by following tight monetary 

and fiscal policies όYŜǇŜƴŜƪ ϧ ¸ŜƴǘǸǊƪ нлммΤ .ǳƐǊŀ нлмп). 

The program proposed that export-led model could bring about economic growth, 

but there were no measures to improve industrial cost structure and to generate 

domestic production increases to export. Rather, the program suggested that tight 

monetary and fiscal policies could reduce domestic demand and therefore could 

achieve supply surplus to export. In addition, several measures like tax exemptions 

and credit with low interest were introduced in order to increase exports. 

Therefore, the expectation was reduction in the balance of payments deficits by 

increasing exports, which would also boost economic growth. In order to succeed 

in, the government took the following measures starting from January 24, 1980 

decision: cutbacks on public expenditures, improving tax system, tight control of 

money supply and credit, removing most subsidies and price controls on state 

enterprises, limiting wage increases, removing restrictions on interest rates, 

                                                           
8
 The trade liberalization was realized in the beginning of 1980s and then the capital account was liberalized in 

1989. 
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devaluation of the Turkish lira and flexible exchange rates9, privatization of state 

enterprises όmȊƪƤǾǊŀƪ нллрΣ ǇΦ 1345). 

The 1980 program was designed in line with monetary approach; and mostly 

focused on the demand-side measures. The program did not take effective 

measures to improve productivity of public expenditures and efficiency of tax 

system. Hence, there was no sufficient decrease in public expenditures and increase 

in tax revenues. Budget deficits, external debts, inflation and unemployment 

reached high level, while economic growth rates decreased significantly in late 

1980s. Thus, Turkey encountered a series of financial and economic crises in 1994, 

1999, 2000 and 2001 successively (mƴƛǒ мффуΣ ǇΦ рлоΤ YŜǇŜƴŜƪ ϧ ¸ŜƴǘǸǊƪ нлммύ.  

In the 1980s, public sector investments decreased, and the share of imported 

resources in meeting energy demand increased. The hard coal production was 

ǘŀƪŜƴ ŦǊƻƳ ¢9YΩǎ ŎƘŀǊƎŜΦ Lƴ мфуоΣ ƴŜǿ ΨΨtŜǘǊƻƭŜǳƳ [ŀǿΩΩ ǿŀǎ ŜƴŀŎǘŜŘ ƛƴ ƻǊŘŜǊ ǘƻ 

encourage the petroleum exploration.  In 1984, the monopoly of Turkish Electricity 

Administration came to an end by a law  and the privatization in electricity sector as 

ǿŜƭƭ ŀǎ ƛƴ ƻǘƘŜǊ ǎŜŎǘƻǊǎ ǎǘŀǊǘŜŘ ǿƛǘƘ ŀƴƻǘƘŜǊ ƭŀǿ  ƛƴ мфус όmȊƪƤǾǊŀƪ нллрΣ ǇΦ мопуύΦ 

Natural gas became prominent in TurkeyΩǎ ŜƴŜǊƎȅ ƳƛȄ ŀǎ ǿŜƭƭ ŀǎ ƛn the world 

demand for energy. In fact, by 2008 the natural gas share accounted for 49.7 % of 

the electricity generation, which was the highest rate ever observed in Turkey (see 

Figure 1). 

Meanwhile, energy generation led by public investments continued in 1980s. Until 

1993, TEK dominated all generation, transmission and distribution part of Turkish 

electricity sector before unbundled two separate state institutions in accordance 

                                                           
9
 In 1981, managed floating exchange rate system replaced with fixed system and in 1989, the government 

liberalized the capital account and made domestic currency convertible. 
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with deregulation and liberalization policies. In 1993, upon the decision of Council 

of Ministers Turkish National Assembly10 enacted a law proposing TEK privatization 

that divided TEK into two public companies namely Turkish Electricity Generation 

ŀƴŘ ¢ǊŀƴǎƳƛǎǎƛƻƴ /ƻƳǇŀƴȅ ό¢95! ύ ŀƴŘ ¢ǳǊƪƛǎƘ 9ƭŜŎǘǊƛŎƛǘȅ 5ƛǎǘǊƛōǳǘƛƻƴ /ƻƳǇŀƴȅ 

ό¢9! ύΦ Lƴ ǘƘŜ ǎŀƳŜ ȅŜŀǊΣ ǘǿƻ ŘƛŦŦŜǊŜƴǘ ƭŀǿǎ ǿŜǊŜ ŀƭǎƻ enacted to consolidate the 

liberation and privatization of the electricity market. In 1997, the Build Operate (BO) 

model to facilitate further involvement of private sector in electricity generation has 

introduced by a new law. However, the Constitutional Court and 5ŀƴƤǒǘŀȅ took 

several decisions, in 1994 and 1995, which made privatization in the energy sector 

ǾŜǊȅ ŀǊŘǳƻǳǎ ό9ǊŘƻƐŘǳ нллтΣ ǇΦ фурΤ mȊƪƤǾǊŀƪ нллр ǇΦ мопрύΦ  

Under the scope of new economic model, existing public enterprises and power 

plants were transferred to private sector by employing distinct methods, such as 

ΨΨ¢ǊŀƴǎŦŜǊ ƻŦ hǇŜǊŀǘƛƻƴ wƛƎƘǘǎ (TOOR),ΩΩ ά.ǳƛƭŘ hǇŜǊŀǘŜ ¢ǊŀƴǎŦŜǊ ό.h¢ύΣέ ά.ǳƛƭŘ 

hǇŜǊŀǘŜ ό.hύΣέ and άSale of PropertyΩΩ ό4Ŝǘƛƴ нлмлΣ ǇΦ олнΤ mȊƪƤǾǊŀƪ нллрΣ ǇΦ мопс). 

However, although there were typical TOOR, BOT, and BO contracts between the 

ǇǊƛǾŀǘŜ ƛƴƛǘƛŀǘƛǾŜǎ ŀƴŘ ¢9!  ŀǘ ƭŜŀǎǘ ŦƻǊ 15-39 years, these contracts failed to 

guarantee a structure for the aimed competition in the market (Atilyas & Dutz 2005, 

p. 191). Indeed, even though the newly established private sector in energy market 

eventually gained power, state-owned enterprises remained to have a substantial 

portion of assets in electric power sector in Turkey. Because of the increasing 

energy need and consumption rates, the government had to bring in foreign 

investments with BO and BOT ƳƻŘŜƭǎ ό¸ƤƭƳŀȊ ϧ ¦ǎƭǳ нллтΣ ǇΦ нслύΦ  

                                                           
10

 The Cabinet Decree No. 93/4789_15.09.1993 
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FIGURE 1: Electricity Generation and Shares by Energy Resources (2018), Turkey.  

Source: Turkish Statistical Institute (TETC, Electricity Generation - Transmission Statistics of Turkey)  
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3.6. The puzzle for my research question 

In light of the developments in the fifth era (1980-2001), the institutional changes 

after the 2001 economic crisis account for a puzzle that induced my research 

further. Although one of the main reasons of privatization in electricity sector, 

indicated in the 2004 Energy Strategy Paper (ESP) is security of supply, TurkeyΩǎ 

interdependence between natural gas and electricity markets has substantially 

increased. In 2004, the share of natural gas in generating electricity was 41.3 per 

cent. However, it peaked with 49.7 per cent in 2008 and slightly decreased to 47.9 

per cent in 2014. Even today, the share of natural gas in generating electricity is 

more than 35 per cent (see Figure 1), while it can exceed 45 per cent during high 

demand times in winter months.   

!ŎŎƻǊŘƛƴƎ ǘƻ 4Ŝǘƛƴ and hƐǳȊΣ ǎǳŎƘ ŀ high dependency on natural gas for electricity 

generation may trigger a substantial electricity crisis similar to the one happened in 

California in late 1990s11 ό4Ŝǘƛƴ ϧ hƐǳȊ нллтΣ ǇΦ оусрύ. Californian electricity 

generation, transmission and distribution operations were organized as three 

privaǘŜ ƳƻƴƻǇƻƭƛŜǎΦ ¢ƘŜǎŜ ŎƻƳǇŀƴƛŜǎΩ12 prices, costs, and service obligations were 

mainly regulated by the California Public Utilities Commission (CPUC), which is an 

independent state regulatory agency. Since early 1990s, energy prices were 50 

percent higher in California than anywhere else in the country. That is why, in order 

to decrease the prices, the sectors in need of high rate of electricity proposed 

reforms and transition arrangement in electricity generation, transmission, and 

distribution sectors in California. After several years of discussions, the CPUC 

                                                           
11

 In 1999, almost half of electricity generation had been provided from natural gas in California and a sharp increase in natural gas 
prices resulted in higher electricity prices. 
12

 Pasific Gas and Electricity (PG&E), Southern California Edison (SCE), and San Diego Gas & Electric Company (SDG&E) 
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enacted AB 1890, a restructuring law. The law basically opened the electricity 

industry to competition, and deregulated the sector. At the very beginning of the 

deregulation in California, the system worked well. However, after for a while, first, 

in order to keep the electricity prices high, the sector companies became reluctant 

to build new power plants in spite of the high demand projections. Second, a severe 

drought cut the amount of hydropower generation. Third, the power suppliers 

outside were not able to supply sufficient power to the state. Last, the almost 60 

per cent electricity generation of California was dependent on natural gas. Because 

of all the reasons above, natural gas and therefore electricity market prices 

skyrocketed (Joskow 2001, pp. 365-366; 372-375).  

While there are significant differences between Turkey and California in terms of 

political structure of the market, the dependence on a major energy supply source, 

which has the highest share in electricity production, ŎǊŜŀǘŜǎ ŀƴ ΨǳƴƴŜŎŜǎǎŀǊȅΩ Ǌƛǎƪ 

and uncertainty of supply. Moreover, the Turkish electricity market is exposed to 

the irregularity in natural gas supply. As observed in early 2006, an interruption in 

gas supply is a real possibility. In such a case, the government would cut the gas of 

industrial users, co-generators and power plants. In the case of a more serious 

ǎƘƻǊǘŀƎŜΣ ŀƴ ŜƭŜŎǘǊƛŎƛǘȅ ŎǊƛǎƛǎ ƛǎ ƛƴŜǾƛǘŀōƭŜ ό4Ŝǘƛƴ ϧ hƐǳȊ нллт, p. 3865). Therefore, 

such a dependency exposes considerable risk and uncertainty of supply for TurkeyΩǎ 

energy security (Ipek 2017, p. 406). Moreover, TurkeyΩǎ relatively high dependence 

on imported natural gas supply could result in cuts for unforeseen reasons; and the 

electricity market may encounter possible crisis similar to those experienced in 

нллс ŀƴŘ нллт ό4Ŝǘƛƴ ϧ hƐǳȊ 2007, p. 3856).  Thus, despite the new institutions 

introduced into the energy market after the 2001 economic crisis, persistently high 
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share of natural gas in electricity generation is puzzling and requires further 

investigation of state-business relation in the context of politics of institutional 

change in electricity market.  

During the period 1980ς2017, electricity production reached 73,665 MW and 

installed capacity reached 78.246 MW. Natural gas consumption has been the 

fastest growing primary energy source in Turkey. ¢ƘŜ ŎƻǳƴǘǊȅΩǎ natural gas 

consumption has started with 0.5 bcm (billion cubic meters) in 1987 and rapidly 

reached 16 bcm, an increase of 310 per cent between 1987 and 2001. Gas 

consumption is expected to reach 82 bcm in 2020. Turkey has several projects 

ŀōƻǳǘ ƴŀǘǳǊŀƭ Ǝŀǎ ǳǎŀƎŜΣ ŀƴŘ ƛǘǎ ǘǊŀƴǎǇƻǊǘ ǘƻ 9ǳǊƻǇŜ όYƤƭƤœ нллсΣ ǇΦ мфонύΦ  

The distinct eras between 1923 and 2001 presented in this chapter highlight that 

energy policies of Turkey have changed many times and showed contradictions 

from time to time. In the early years hard coal as a national resource had a major 

role in energy production, then petroleum, an imported resource, came to the fore. 

Petroleum crises experienced between 1973 and 1979 brought about the 

perception of the importance of national energy sources. Therefore, lignite (the 

largest reserve in TurkeyΩǎ ŘƻƳŜǎǘƛŎ Ŧƻǎǎƛƭ ŜƴŜǊƎȅ ǊŜǎƻǳǊŎŜǎύ became a primary 

resource. After 1990s, Turkey relied on imported energy resources again and since 

then natural gas has had increasing proportion in energy production. 

Natural gas (NG) is an extremely important source of energy to mitigate climate 

change problems as it reduces greenhouse gas (GHG) emissions, thus, has a great 

advantage over the use of other fossil fuels. In the 1970s and 1980s, the choices for 

most electricity generators were large coal or nuclear power plants. Due to 

environmental, economical, and technological changes, NG has become the fuel of 
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choice for electricity generation. While coal remains the dominant fuel for power 

plants around the world, in recent years, natural gas use has been increasing in 

power generation in many countries despite fluctuating costs.  

NG fired electricity generation is expected to increase dramatically over the next 25 

years. Gas-fired generation was 38 per cent in 2015, but it is expected that this 

value will be slightly over 40 per cent in 2035 (NGSA 2018). Global electricity 

generation also consists of coal (7 %), nuclear (17 %), and renewable and hydro (38 

%) as of 2015 (see Figure 2). The data show that NG has a key role in balancing 

among nuclear, coal and renewable energy. In other words, NG is considered as 

important in the transition of energy sector from fossil dependency and high CO2 

emission to cleaner electricity production.  

 

 FIGURE 2: Global Electricity Generation and Shares by Energy Resources (2015) ϧ ¢ǳǊƪŜȅΩǎ 9ƭŜŎǘǊƛŎƛǘȅ DŜƴŜǊŀǘƛƻƴ ŀƴŘ {ƘŀǊŜǎ ōȅ            

 Energy Resources (2017) 

 Source: International Energy Agency, 2015 & MENR Electricity, 2017 
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wƻǳƎƘƭȅ пм ҈ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ proved natural gas reserves are located in the Middle 

9ŀǎǘ ŀƴŘ 9ǳǊŀǎƛŀΦ wǳǎǎƛŀΣ LǊŀƴΣ ŀƴŘ vŀǘŀǊ ƘŀǾŜ ŀōƻǳǘ пу ҈ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ bD 

reserves. Russia is the largest exporter of NG in the world and Qatar has become 

ǘƘŜ ǿƻǊƭŘΩǎ ƭŜŀŘƛƴƎ [bD ŜȄǇƻǊǘŜǊ ƛƴ нлмт όsee Table 3 below). Thus, diversification 

of gas resources for gas importing countries, particularly for those who have 

relatively higher share of gas in electricity production, remains to be a challenge. 

Turkey is especially dependent on one country, Russia, for importing natural gas, 

ǿƘƛŎƘ Ƙŀǎ ŎŀǳǎŜŘ ¢ǳǊƪŜȅ ǘƻ ōŜ ŀǘ Ǌƛǎƪ ƛƴ ǘŜǊƳǎ ƻŦ ŜƴŜǊƎȅ ŀƴŘ ƴŀǘƛƻƴŀƭ ǎŜŎǳǊƛǘȅ ό ŜǾƛƪ 

2015, pp. 573-575; Ipek 2017 p. 175). In short, such a vital sector for not only 

development but also national security requires further investigation of state-

business relation and politics of institutional change in electricity production. 

 

Table 3: Producers, net exporters, and net importers of natural gas, 2016  
Source: IEA Key World Energy Statistics 2017 (2016 Provisional Data_Net exports and net 
imports include    pipeline gas and LNG) 
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CHAPTER 4  

THE ROLE OF UNCERTAINTY, IDEAS, AND PARADIGM SHIFT IN 

POLITICS OF INSTITUTIONAL CHANGE IN ELECTRICITY PRODUCTION  

(2001-2017)  

 

4.1. Major Institutional Changes and Structural Constraints in Domestic Electricity 

Market:   

4.1.1. The 2001 Law on Electricity Market (The Law No. 4628) and The 2004 

Strategy Paper (Reform in Electricity Sector and Privatization Strategy Paper) 

In 2001, one of the most significant efforts to liberalize Turkish electricity market 

was made when Electricity Market Law (EML) came into force13. The law divided the 

Turkish Electricity GeneǊŀǘƛƻƴ ¢ǊŀƴǎƳƛǎǎƛƻƴ /ƻƳǇŀƴȅΩǎ ό¢9! ύ ƛƴǘƻ ǘƘǊŜŜ ǇŀǊǘǎ ŀǎ 

9«!  όƎŜƴŜǊŀǘƛƻƴύΣ ¢9¢!  όǿƘƻƭŜǎŀƭŜ ǘǊŀŘƛƴƎ ŀƴŘ ŎƻƴǘǊŀŎǘƛƴƎύΣ ŀƴŘ ¢9T!  

(transmission and market operator). The government also established a new 

άindependentέ energy market regulating authority (EMRA) in 2001 (TOG 2001).  

Until the early 2000s, Turkish privatization process was relatively unsuccessful. 

However, privatization process speeded up following the related legislative changes 

that the privatization revenues ǎƪȅǊƻŎƪŜǘŜŘ ŀŦǘŜǊ нллп ό.ǳƐǊŀ нлмпΣ ǇΦ молύΦ Lƴ 

March 2004, the Higher Planning Council published the Strategy Paper concerning 

Electricity Market Reform and Privatization.14 The paper concentrated on the 

significance of domestic capital investments in the electricity sector; and gave 

authority over investment issues to MENR and the State Planning Organization 

                                                           
13

 The Law No. 4628_ law on Electricity Market_20.02.2001 
14

 The Higher Planning Council Decision No. 2004/3_17.3.2004 
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(Higher Planning Council 2004). The electricity market was divided into 21 regions 

where private companies would operate with increasing share, and the government 

ƪŜǇǘ ¢9T!  ŀǎ a state enterprise. ¢ƘŜ IƛƎƘŜǊ tƭŀƴƴƛƴƎ /ƻǳƴŎƛƭΩǎ нллп {ǘǊŀǘŜƎȅ tŀǇŜǊΣ 

therefore, was one of the most significant decisions for electricity sector in Turkey. 

The title of the paper is άwŜŦƻǊƳ ƛƴ 9ƭŜŎǘǊƛŎƛǘȅ {ŜŎǘƻǊ ŀƴŘ tǊƛǾŀǘƛȊŀǘƛƻƴ {ǘǊŀǘŜƎȅ 

PaperΦέ As the titl e suggested, the HigƘŜǊ tƭŀƴƴƛƴƎ /ƻǳƴŎƛƭΩǎ ŘŜŎƛǎƛƻƴ set a reformist 

framework for electricity sector and introduced a new privatization strategy. 

According to the paper, the main purpose was to provide enough, qualified, 

sustained, and affordable electricity to the consumer. In order to achieve such 

policy goals Turkey would continue liberalization of the energy sector under the 

scope of TurkeyΩǎ ŀŎŎŜǎǎƛƻƴ ǇǊƻŎŜǎǎ ǘƻ ǘƘŜ EU membership.   

After the release of the 2004 Strategy Paper, the private sector ownership swiftly 

replaced the public assets in electricity generation (See Figure 3 below). Thus, state 

electricity generation and distribution assets were privatized in the next few years. 

The main expected benefits of the reform were (i) decreasing electricity generation 

and distribution costs with using the related assets efficiently, (ii) providing security 

of supply, (iii) preventing technical losses and electricity leakages in distribution 

network, (iv) laying renewal and development burden only on private sector, and 

(v) gaining favor for the consumer, with providing a fair competition between the 

companies in the sector (Higher Planning Council 2004). 
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FIGURE 3: Distribution of Electricity Generation by Public & Private Sectors (2018), Turkey  

Source: MENR (Document for Energy & Natural Resources Look of World & Turkey_Department of Strategy Development)   
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Accordingly, the privatization of electricity generation assets would be realized after 

the privatization of most of the distribution assets and starting up the Market 

Management System (MMS). Also, all public institutions including the State 

IȅŘǊŀǳƭƛŎ ²ƻǊƪǎ ό5{Tύ ǿŜǊŜ ǘƻ ǘǊŀƴǎŦŜǊ ǘƘŜƛǊ ƘȅŘǊŀǳƭƛŎ ǇƻǿŜǊ Ǉƭŀƴǘǎ ǘƻ 9ƭŜŎǘǊƛŎƛǘȅ 

DŜƴŜǊŀǘƛƻƴ /ƻƳǇŀƴȅ ό9«! ύΣ ǘƘŜ ǎǘŀǘŜ-owned economic enterprise in electricity 

generation. A free market was to be created, which would depend on bilateral 

agreements between vendors and consumers and would be integrated by a 

stabilization and reconciliation mechanism15 (The 2004 Strategy Paper). Hence, the 

paper was a cornerstone for restructuring Turkish electricity sector. It was a 

complementary act for the privatization and liberalization process that started with 

BOT, BO, TOOR contracts in the mid-1990s.  The paper was explaining the shift, step 

by step, towards creation of a liberal market structure in electricity generation and 

distribution. 

In 2005, TurkeyΩǎ ƴǳƳōŜǊ ƻƴŜ ƛƴŘǳǎǘǊƛŀƭ ŦƛǊƳ ŀƴŘ ƛǘǎ ƭŀǊƎŜǎǘ ǇŜǘǊƻƭŜǳƳ ǊŜŦƛƴƛƴƎ 

ŎƻƳǇŀƴȅΣ ¢«tw! Σ ǿŀǎ ǇǊƛǾŀǘƛȊŜŘΦ Lƴ нллу ŀƴŘ нлмоΣ ǘƘŜ privatization of electricity 

distribution networks and electricity production began, respectively. The stateΩǎ 

share in power generation capacity decreased from almost 47 to 37 per cent from 

2004 to 2017, while the private sector share in electricity production increased from 

nearly 58 to 83 per cent in the same period (See Figure 3). Moreover, all the 21 

distribution companies in the electricity sector were privatized in 2013, which 

ƛƴŎǊŜŀǎŜŘ ǘƘŜ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊ ǎƘŀǊŜ ƛƴ ŜƭŜŎǘǊƛŎƛǘȅ ŘƛǎǘǊƛōǳǘƛƻƴ ǘƻ млл ǇŜǊ ŎŜƴǘ ό4Ŝǘƛƴ 

2010, pp. 304-олрΣ .ǳƐǊŀ нлмпΣ ǇΦ монύΦ 
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 In order to reach this goal, The Market Financial Settlement Center (PMUM) was established. TOG No. 
25632_03.11.2004 
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4.1.2. RestrucǘǳǊƛƴƎ ƻŦ ¢ǳǊƪŜȅΩǎ 9ŎƻƴƻƳȅΥ The Conditionality of IMF Loans and 

¢ǳǊƪŜȅΩǎ Accession Process to the EU 

Turkey was struggling with successive financial and economic crises in 1990s and 

early 2000s (1994, 1999, 2000 and 2001 crises). One of the key solutions considered 

was to ǊŜŘǳŎŜ ǎǘŀǘŜΩǎ direct intervention and to use state apparatus merely as a 

regulatory power under the influence of emerging neo-liberal ideas in international 

and domestic policy circles (Onis & Senses 2009, p. 8). Therefore, the bureaucrats 

and technocrats of ministries in Turkey were working on privatization and 

liberalization processes. Electricity sector was no exception. Thus, the 2001 crisis 

merely accelerated the process in which bureaucratic agencies had been discussing 

liberalization in energy sector already by then. In 2001, Turkey had to apply to 

lender of last resort, the IMF, to get a loan in order to balance its payments. IMF 

accepted ǘƘŜ ¢ǳǊƪƛǎƘ ƎƻǾŜǊƴƳŜƴǘΩǎ demand and lent a loan in the amount of 23.7 

billion dollars in return for some policy changes, which are known as conditionality 

of structural adjustment programs of the IMF (Ersel 2009, p. 37). The 

conditionalities of the loan program included privatization and liberalization in 

electricity sector.  

Turkey also became a member of Custom Union in December 1995 and the 

European Union (EU) accepted Turkish official candidacy in Helsinki summit in 1999. 

Therefore, Turkey already accepted the EU membership accession process. 

According to the Energy Chapter16 included in TurkeyΩǎ ƴŜƎƻǘƛŀǘƛƻƴǎ ǘƻ ŀŘƻǇǘ ǘƘŜ 9¦ 

acquis for accession, Turkey had to establish the internal energy market by 

                                                           
16

 /ƘŀǇǘŜǊ мрΣ ά9¦ ŜƴŜǊƎȅ Ǉolicy objectives include the improvement of competitiveness, security of energy supplies and 
the protection of the environment. The energy acquis consists of rules and policies, notably regarding competition and 
state aids (including in the coal sector), the internal energy market (opening up of the electricity and gas markets, 
promotion of renewable energy sources), energy efficiency, nuclear energy and nuclear safety and radiation protection.έ 
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άƻǇŜƴƛƴƎ ǳǇ ƻŦ ǘƘŜ ŜƭŜŎǘǊƛŎƛǘȅ ŀƴŘ Ǝŀǎ ƳŀǊƪŜǘǎΣ ǇǊƻƳƻǘƛƻƴ ƻŦ ǊŜƴŜǿŀōƭŜ ŜƴŜǊƎȅ 

ǎƻǳǊŎŜǎέ ό/ƘŀǇǘŜǊǎ ƻŦ ǘƘŜ ŀǉǳƛǎύΦ ¢ǳǊƪƛǎƘ ƎƻǾŜǊƴƳŜƴt decided to build an internal 

electricity market within the framework of ¢ǳǊƪŜȅΩǎ ŀŘƻǇǘƛƻƴ ǘƻ ǘƘŜ 9¦Ωǎ acquis.  

 

4.1.оΦ ¢ǳǊƪŜȅΩǎ LƴŎǊŜŀǎƛƴƎ 9ƴŜǊƎȅ 5ŜƳŀƴŘ ŀƴŘ 9ƴŜǊƎȅ LƳǇƻǊǘǎ 

In the meantime, TurkeyΩǎ ƻƛƭ ŀƴŘ Ǝŀǎ ƛƳǇƻǊǘǎ ǿŜǊŜ ƛƴŎǊŜŀǎƛƴƎΦ ¢ƘŜ ƴŜǿ Ǝŀǎ 

legislation built up the legal grounds for privatization, and split up vertically 

ƛƴǘŜƎǊŀǘŜŘ .h¢! , the state controlled gas pipeline and gas distribution company. 

.h¢! Ωǎ ƳƻƴƻǇƻƭȅ Ƙŀǎ ƴƻǘ ƭƛƳƛǘŜŘ ǇǊƛǾŀǘŜ ŎƻƳǇŀƴƛŜǎ ŦǊƻƳ ŘƛǎǘǊƛōǳǘƛƴƎ Ǝŀǎ ƛƴ ǘƘŜ 

cities, but ǘƘŜ ŎƻƳǇŀƴƛŜǎ ƘŀŘ ǘƻ ōǳȅ ǘƘŜƛǊ Ǝŀǎ ŦǊƻƳ .h¢! Φ ¢ƘŜ ŀǳǘƘƻǊƛǘȅ ƻƴ Ǝŀǎ 

imports became substantially crucial for TurkeyΩǎ ŜƴŜǊƎȅ ǎŜŎǳǊƛǘȅ ōŜŎŀǳǎŜ ƻŦ Ǌƛǎƪǎ ƛƴ 

electricity disruption. The share of gas supplies in electricity production was 

considerably high, which was increasing steadily and reaching 47, 9 per cent in 2014 

(see Figure 1). In 2017, according to the MENR official website, the share of natural 

gas in electricity generation mix was more than 25 per cent while coal 23, 

renewables & hydro 43, and other resources 6 per cent (see Figure 3).    

 

 4.2. Politics of Institutional Change in Electricity Market in the Context of State-

Business Relation: 

4.2.1 Self Interests of Actors and Gradual Change in Politics of Institutional Change 

The self-interests of private sector in electricity generation and new enthusiastic 

entrepreneurs willing to enter to the energy market is one factor to question in line 

with the rational choice theories to explain institutional change after the 2001 
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economic crisis. The companies having BOT, BO, TOOR, and autoproducer17 

contracts and the companies who intended to invest in the sector asked to the 

government to shift to a new institutional structure. For example, Firm #218 stated 

that άǇǊƛǾŀǘŜ ǎŜŎǘƻǊ ŎƻƳǇŀƴƛŜǎ ŘƛŘ ƴƻǘ Ǉǳǘ ǇǊŜǎǎǳǊŜ ƻƴ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ŀōƻǳǘ ǘƘŜ 

rules of the new structure, but they definitely met with related officials to support 

ŀƴŘ ŀŎŎŜƭŜǊŀǘŜ ǘƘŜ ǇǊƻŎŜǎǎΦέ Firm #419, #520, and #821 also specified that at that time 

private company executives set personal meetings with government authorities to 

speed up the electricity market liberalization process. NGO #122 and #223 indicate 

that the private companies in the sector had a considerable effect on the 

government and they supported the liberalization process. PI #424 confirmed that 

άǘƘŜ ǇǊƛǾŀǘŜ ŎƻƳǇŀƴƛŜǎ ƎŜƴŜǊŀǘƛƴƎ ŜƭŜŎǘǊƛŎƛǘȅ ǳƴŘŜǊ ǘƘŜ ǎŎƻǇŜ ƻŦ .h¢Σ .hΣ ¢hhwΣ 

and autoproducer contracts supported the process, because they had already 

ƭŜŀǊƴŜŘ ǘƘŜ ōǳǎƛƴŜǎǎΣ ŀƴŘ ƘŀŘ ǎŜŜƴ Ƙƻǿ ǇǊƻŦƛǘŀōƭŜ ǘƘŜ ōǳǎƛƴŜǎǎ ƛǎΦέ  

All PIs, Firms, and NGOs agree that although the private sector supported the 

process, they could not exert full influence during the legislative changes. They 

were not the main impetus of privatization and liberalization processes in electricity 

market after 2001 and 2004.  When I consider the historical background of state-

business relation in TurkeyΩǎ ǇƻƭƛǘƛŎŀƭ ŜŎƻƴƻƳȅ, Turkey can be defined with the 

characteristics of a cohesive-capitalist state given its pragmatic capitalist 

ŘŜǾŜƭƻǇƳŜƴǘ ǎǘǊŀǘŜƎȅ ǘƻ ŎƻƴǘǊƛōǳǘŜ ǘƻ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊΩǎ ŎŀǇƛǘŀƭ accumulation. The 

                                                           
17

 Some companies gained the right to generate its own electricity need with autoproducer contracts in the mid-1990s. 
¢ƘŜǎŜ ŎƻƳǇŀƴƛŜǎ ŀǊŜ ŎŀƭƭŜŘ άŀǳǘƻǇǊƻŘǳŎŜǊǎ.έ 
18

 Firm #2, a senior manager interviewed on July 12, 2018, in Ankara 
19

 Firm #4, a senior manager interviewed on July 13, 2018, in Ankara 
20

 Firm #5, a senior manager interviewed on July 16, 2018, in Ankara 
21

 Firm #8, a senior manager interviewed on July 27, 2018, in Ankara 
22

 NGO #1, a senior representative interviewed on July 12, 2018, in Ankara 
23

 NGO #2, a senior representative interviewed on July 13, 2018, in Ankara 
24

 PI #4, a senior officer interviewed on July 16, 2018, in Ankara 
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2004 Strategy Paper described the policy actions to be taken so that the state can 

transfer its rights in electricity production and distribution to the private sector. The 

main goals in the 2004 Strategy Paper are laying renewal and development burden 

only on private sector, providing security of supply, and providing a fair competition 

between the companies in the sector.  Therefore, the state desired to maintain its 

economic and therefore national sovereignty.  Furthermore, in the paper, the state 

articulated its overall goal to continue to liberalize the sector under the scope of the 

EU accession process.  

The other goals of the paper were decreasing electricity generation and distribution 

costs by efficient use of related assets and preventing technical losses and 

electricity leakages in distribution network.  The state aimed at decreasing the 

electricity costs to legitimize the institutional shift from public management to 

ǇǊƛǾŀǘŜ ǎŜŎǘƻǊΩǎ ƛƴǾƻƭǾŜƳŜƴǘ ƛƴ ǘƘŜ ŜƭŜŎǘǊƛŎƛǘȅ ǇǊƻŘǳŎǘƛƻƴΣ ǿƘƛŎƘ Ƙŀǎ started to be 

perceived as a private good with strong public good characteristics. In other words, 

gaining political support from the public has always been a concern in politics of 

institutional change in TurkeyΩǎ ŜŎƻƴƻƳƛŎ development, which is one of the main 

characteristics of multi-class fragmented states. In fact, some PI officials, firm 

managers, and one NGO representative (PI #125, #226, #4; Firm #127, #328; NGO #229) 

highlighted that the state by itself cannot meet all needs in all sectors, including 

education, health, social security, and energy. Therefore, it needs to ally with 

private companies. In this regard, energy sector by nature provides proper 

conditions for this alliance. In Turkey, public authority seems to be based on a 
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 PI #1, a senior officer interviewed on July 9, 2018, in Ankara 
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 PI #2, a senior officer interviewed on July 10, 2018, in Ankara 
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 Firm #1, a senior manager interviewed on July 11, 2018, in Ankara 
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 Firm #3, a senior manager interviewed on July 12, 2018, in Ankara 
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 NGO #2, a senior representative interviewed on July 13, 2018, in Ankara 
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broader class alliance as evinced in the liberalization process of the electricity 

market. Thus, Turkey can be considered more as a fragmented-multiclass state 

since the economic development goals are not narrowly focused or effectively 

defined as those in cohesive-capitalist states (Kohli 2004, p. 11).  

According to rational choice arguments, the institutional change is a process that 

depends mostly on the self-interests of actors. However, the institutional change 

process, in the early 2000s in Turkey, cannot be solely explained by the self-

interests of companies and politicians. First of all, it is hard to detect the self-

interests of politicians from the data I collected. Furthermore, although private 

sector supported fully the process, they were not the main driving force behind the 

privatization and liberalization processes in the sector after 2001 and 2004. Turkey 

had been struggling with successive financial and economic crises in 1990s and early 

2000s. The overwhelming balance of payment problems and economic recession 

urged Turkey to get IMF loan. The conditionalities in the agreed IMF program 

required a series of policy reforms, including privatization and liberalization in 

electricity production and distribution sectors. This was also one of the conditions in 

adopting the EU acquis for TurkeyΩǎ ŀŎŎŜǎǎƛƻƴ ǘƻ ǘƘŜ 9¦Φ Therefore, exogenous 

factors were quite important in the institutional changes by transferring electricity 

production and distribution ownership to private sector. Thus, I argue that the 

rational choice explanation is insufficient to understand and explain the politics of 

institutional change in the energy sector.  

Within this frameworkΣ άƎǊŀŘǳŀƭ ŎƘŀƴƎŜέ ŀǊƛǎing from endogenous sources of 

instability argued in the historical institutionalism literature is important. Briefly, 

they argue that endogenous mechanisms of change are more influential than 
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exogenous ones. This argument seems to explain the institutional change process in 

electricity sector in Turkey. Although the exogenous shock of the 2001 crisis had 

contributed to the restructuring taken under the influence of the IMF program and 

the EU accession process, privatization and liberalization in electricity production 

and distribution sectors had already started as an endogenous process. The 

governments and public institutions had been debating and working on reforming 

the economy and the public sector. Neo-liberal ideas have been promoted in 

different policy circles to remove the state intervention and to use state apparatus 

as a regulatory power.  For example, PIs #130, #231, and #4 and Firm #432 stated that 

the bureaucrats and technocrats of the related ministries were already working on 

privatization and liberalization process before the economic crisis and the 

consequent restructuring program. The bureaucrats and the politicians were quite 

aware of technical incapability to meet the projected demand in electricity sector at 

that time. 

According to historical institutionalists, there are four different categories of 

ƎǊŀŘǳŀƭ ŎƘŀƴƎŜΥ άŘƛǎǇƭŀŎŜƳŜƴǘΣέ άƭŀȅŜǊƛƴƎΣέ άŘǊƛŦǘΣέ ŀƴŘ άŎƻƴǾŜǊǎƛƻƴΦέ (see Chapter 

2.2.2 Historical Institutionalism, p. 25)  Displacement means the removal of old 

institutional rules and the replacement of the new ones. Layering refers to the 

introduction of new regulations without displacing the old ones. The 2001 Electricity 

Market Law replaced the old institutional rules with new ones and removed the 

stateΩǎ monopoly in electricity sector. This development was a clear displacement. 

However, the 2004 Higher Planning Council Decision, the establishment of Market 

Financial Settlement Center in 2004 , the 2011 Decree Law 649, the 2012 Law 6353 
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 PI #1, a senior officer interviewed on July 9, 2018, in Ankara 
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 PI #2, a senior officer interviewed on July 10, 2018, in Ankara 
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 Firm #4, a senior manager interviewed on July 13, 2018, in Ankara 
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Related to Making Amendments, and the 2018 Regulation for Electricity Market 

Capacity Mechanism demonstrates that the state introduced new regulations 

without displacing the old ones in these specific legislative domains of the electricity 

sector. Therefore, these findings evince that displacement type in gradual change of 

institutions has been replaced with layering type starting from 2004.  

Historical institutionalist scholars introduced the gradual change argument to 

provide an explanation for why specific types of changes are prone to occurring in 

particular political contexts and in institutions with specific features (See Chapter 

2.2.2 Historical Institutionalism, pp. 24-25). They argue that while both 

displacement and layering include the introduction of new formal regulations, it is 

the presence or absence of veto possibilities that determines which one happens. 

Accordingly, if there are actors in existing institutions having strong veto power, 

they are more likely to withstand displacement, leading to layering. In the case of 

Turkey, veto players were the Constitutional Court and Council of State (5ŀƴƤǒǘŀȅ), 

which took several decisions against the privatization and liberalization electricity 

sector in the mid-1990s (Erdogdu 2007). However, the state neutralized the 

involvement of Constitutional Court and 5ŀƴƤǒǘŀȅ, with the legislative changes 

issued in the 2001 Electricity Market Law, which was a displacement in the gradual 

change of institutions in the electricity market. Hence, in the absence of veto 

powers in the sector, the state has moved through gradual institutional change with 

layering since 2004. 
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4.2.2. Constructivism and Politics of Institutional Change:  

4.2.2.1 Uncertainty, Ideas, and Paradigm Shift in Electricity Sector in Turkey  

According to constructivist scholars, exogenous material changes, such as the 2001 

economic crisis and subsequent restructuring programs in Turkish economy can 

help explaining why a particular institutional order becomes unstable. But they do 

not explain how the new or modified order becomes existent. Like historical 

institutionalists, they argue that άǿhile the destabilization of existing institutions 

may be exogenously driven, moving from such a position to a new stable 

institutional order must be seen as an ŜƴŘƻƎŜƴƻǳǎ ǇǊƻŎŜǎǎέ (Blyth 2002, p. 8). 

Constructivism argues that ideas are the key element in institutional change.  

Ideas produce institutions by enabling agents to overcome collective action 

problems. Also, economic ideas let agents decrease uncertainty, propose a specific 

solution to a moment of crisis, and empower agents to resolve the crisis in question, 

by constructing new institutions in accordance with these new ideas (Blyth 2002, p. 

11). Complex set of ideas enable agents to order and interfere in the world by 

ŀƭƛƎƴƛƴƎ ŀƎŜƴǘǎΩ ōŜƭƛŜŦǎΣ ŘŜǎƛǊŜǎΣ ŀƴŘ ǇǳǊǇƻǎŜǎΦ .ȅ ŘŜǾŜƭƻǇƛƴƎ ƛŘŜŀǎΣ ǘƘŜǊŜŦƻǊŜΣ 

agents decrease uncertainty to a significant level, by reducing the number of 

possible interpretations of the crisis, and hence courses of action.  

According to constructivist scholars, we have to reconsider the nexus between ideas 

and interests. When an economic crisis occurs with uncertain origins, economic 

ideas become even more remarkable. Because ideas serve as simplifying blueprints 

that tell agents what to do and what future to anticipate. Thus, Blyth (2002) argues 

that only after accepting ideas as having different casual effects in different periods 

as part of a sequence of change, one can explain both stability and change. Blyth 
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(2002) establishes five particular sequences about how institutional change occurs. 

First, ideas decrease uncertainty in periods of economic crisis. Second, following the 

uncertainty reduction, ideas gather the actors around them and make collective 

action and coalition building possible. Third, after coalition building and collective 

action process, ideas are used as weapons to struggle over existing institutions. 

Fourth, following the delegitimation of existing institutions, new ideas act as 

institutional blueprints. Fifth, having built a new institutional construction, ideas 

make institutional stability possible (Blyth 2002, pp. 34-36).  

Hall also argues that ideas are central to policymaking. Policy makers follow 

procedures within a framework of ideas and standards, which is defined as policy 

paradigm (Hall 1993, p. 279). Therefore, policy makers act in accordance with the 

policy paradigm. Further Hall describes three different types of change (see Chapter 

2.2.3 Constructivism and Institutional Change, pp. 33-35).  During άƴƻǊƳŀƭ 

ǇƻƭƛŎȅƳŀƪƛƴƎΣέ ŀ ǇǊƻŎŜǎǎ that adjusts policy without challenging the overall terms of 

the given policy goals and means to achieve them, we would not expect any 

substantial institutional change. The other type of change conceptualized as the 

Third order change, however, is a very different process that leads to radical 

changes in the existing structure of policymaking, which is  called as a άǇŀǊŀŘƛƎƳ 

ǎƘƛŦǘέ όIŀƭƭ мффоΣ ǇΦ нтфύΦ   

In this study, I observe that despite the extent of exogenous factors, such as the 

нллм ŜŎƻƴƻƳƛŎ ŎǊƛǎƛǎ ŀƴŘ ǘƘŜ LaCΩǎ ŎƻƴŘƛǘƛƻƴŀƭƛǘȅ ƛƴŦƭǳŜƴŎƛƴƎ institutional change in 

electricity sector, I argue that the politics of institutional change in this sector is 

mainly an endogenous process. The state-led planned economic development 

policy was abolished by the economic stability program in 1980, which is known as 
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άнп WŀƴǳŀǊȅ 5ŜŎƛǎƛƻƴǎΦέ ²ƘŜƴ ǘƘŜ aƻǘƘŜǊƭŀƴŘ tŀǊǘȅ ǿƻƴ ǘƘŜ ŜƭŜŎǘƛƻƴǎ ƛƴ мфуоΣ 

liberalization of economy began under ¢ǳǊƎǳǘ mȊŀƭ led government. TurkeyΩs 

economic integration into international markets have been accelerated after the 

institutional changes in economy in the 1980s. From 1980 onwards, different 

governments were committed to follow liberalization process in the economy, 

including electricity sector. Therefore, policymaking and economic thinking had 

shifted to dominance of liberal economic ideas (Onis & Senses 2009, p. 11). 

Interestingly, TurkeyΩǎ ŜȄǇŜǊƛŜƴŎŜ ƛn following the paradigm shift to neo-liberal 

ideas was a common trend in politics of institutional change among other 

developing countries (Babb 2013, pp. 289-291; mƴƛǒ нллпΣ ǇǇΦ мнф-130). 

In 1990s, under the scope of these new neo-liberal economic ideas, existing public 

enterprises and power plants were transferred to private sector by employing 

distinct methods, such as TOOR, BOT, BO, and Sale of Property.ΩΩ ¢ƘǳǎΣ ǘƘŜ нллм 

Electricity Market Law and the 2004 Strategy Paper were the continuation of an 

endogenous process led by a new economic model based on ideas. PIs #133, #234, 

and #435 and Firm #436 underlined the importance of new ideas by indicating that 

the bureaucrats and technocrats of ministries were already working on privatization 

and liberalization processes before the 2001 economic crisis. Senior officials from 

Public Institutions (PIs) #1, #2, and #4 emphasized that their institutions before the 

2001 Law on Electricity Market were working on how to liberalize electricity 

production and distribution. In fact, Firm #4 states that  
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άL ǊŜƳŜƳōŜr, in 1998-99, officials at the MENR were talking about a free 

ƳŀǊƪŜǘ ǎȅǎǘŜƳ ƛƴ ŜƭŜŎǘǊƛŎƛǘȅ ǎŜŎǘƻǊΦ !ǎ ǘƘŜȅ ǿŜǊŜ ǾŜǊȅ ǿŜƭƭ ŀǿŀǊŜ ƻŦ ǘƘŀǘ ¢9!  ŀƴŘ 

¢95!  ǿŜǊŜ ƴƻǘ ŜŦŦƛŎƛŜƴǘ ŀƴŘ Ŧŀǎǘ ŜƴƻǳƎƘ ǘƻ ƳŜŜǘ ǇǊƻƧŜŎǘŜŘ ŜƭŜŎǘǊƛŎƛǘȅ ŘŜƳŀƴŘ ŀǘ 

that time. Private sector shoǳƭŘ ƘŀǾŜ ǘŀƪŜƴ ŀ ƭŜŀŘƛƴƎ ǊƻƭŜΦέ 

Within this framework, .ƭȅǘƘΩǎ ŦƛǾŜ ǎŜǉǳŜƴŎŜs about how institutional change 

occurs is important to examine. In the first step, according to Blyth, ideas decrease 

uncertainty in periods of economic crisis. Since the early 1990s, Turkey has been 

experiencing successive economic crises. Most of the interviewees expressed that 

there were more uncertainties than risks in the early 2000s. No one did not know 

what would happen next in electricity sector at that time. However, after the 

enactment of the 2001 Electricity Market Law and the declaration of 2004 Strategy 

Paper, Turkey started to proceed towards specific policy goals, which decreased the 

uncertainty level. According to Blyth, following the uncertainty reduction, ideas 

gather the actors around them and make collective action and coalition building 

possible. In fact, in the aftermath of the 2004 Strategy Paper, state institutions and 

private enterprises aligned together in the new privatization and liberalization 

process in the energy market (Ipek 2015, p. 173). The state institutions and private 

sector acted in concert to reach a common purpose, which is a new free market in 

electricity production and distribution.  

Nevertheless, I argue that we do not observe  the other sequences described in 

BlythΩǎ ǎǘǳŘȅ όнллнύ because of path dependence in the historical trajectory of 

state-business relation in ¢ǳǊƪŜȅΩǎ ǇƻƭƛǘƛŎŀƭ ŜŎƻƴƻƳȅ ό.ǳƐǊŀ 1994). According to 

.ƭȅǘƘΩǎ ǎŜǉǳŜƴŎŜǎ ƻŦ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ŎƘŀƴƎŜ, after coalition building and collective 

action process, ideas are used as weapons to struggle over existing institutions. And 
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then, following the delegitimation of existing institutions, new ideas act as 

institutional blueprints. Therefore, after the new institutional construction, ideas 

make institutional stability possible.  

The liberalization process in the electricity market between 2001 and 2004 I 

ŘŜǎŎǊƛōŜŘ Ŧƛǘǎ ƛƴǘƻ tŜǘŜǊ IŀƭƭΩǎ όмффоύ ŘŜŦƛƴƛǘƛƻƴ ƻŦ ǇŀǊŀŘƛƎƳ shift that refers to a 

comprehensive alteration in the system. In other words, the 2001 Electricity Market 

Law and the 2004 Strategy Paper indicate a paradigm shift. Hall (1993) also states 

that if the existing paradigm is genuinely not able to deal with anomalous 

developments, it will end up with policy failures and gradually undermine the 

authority of the existing paradigm and its supporters. Hence, the movement from 

ƻƴŜ ǇŀǊŀŘƛƎƳ ǘƻ ŀƴƻǘƘŜǊ ƛƴ ǘƘƛǊŘ ƻǊŘŜǊ ŎƘŀƴƎŜ ƛǎ άƭƛƪŜƭȅ ǘƻ ƛƴǾƻƭǾŜ ǘƘŜ ŀŎŎǳƳǳƭŀǘƛƻƴ 

of anomalies, experimentation with new forms of policy, and policy failures that 

precipitate a shift in the locus of authority over policy and initiate a wider contest 

ōŜǘǿŜŜƴ ŎƻƳǇŜǘƛƴƎ ǇŀǊŀŘƛƎƳǎέ όIŀƭƭ мффоΣ ǇΦ нулύ Φ ¢ƘŜ ǘƘƛǊŘ ƻǊŘŜǊ ŎƘŀƴƎŜ ǿƛƭƭ ŜƴŘ 

only when the protagonists of a new paradigm secure their positions over existing 

policymaking and are capable of readjust the organization and standard operating 

procedures of the policy process so as to institutionalize the new paradigm.  

In the case of Turkey, the 2004 Strategy Paper set a policy goal that aimed to finish 

the market liberalization process in electricity sector until 2010. But this did not 

happen. The process was very slow and contested by time by the ruling political 

elite. For example, the government reduced ǘƘŜ 9aw!Ωǎ ŀǳǘƘƻǊƛǘȅ ƭŜǾŜƭ ŘǳǊƛƴƎ ǘƘŜ 

process. One of the most significant efforts to liberalize Turkish electricity market 

was made when EML came into force in 2001. The leading motive behind the 

introduction of the law was to satisfy the increasing electricity demand, which could 
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not be supplied with the existing public ownership of assets in electricity production 

and distribution. Therefore, a liberal market environment in which local and 

international entrepreneurs can compete with each other to meet the required 

electricity need was a new idea to bring in the necessary institutional changes. In 

order to guarantee competition in the market among both local and international 

firms, ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ŜǎǘŀōƭƛǎƘŜŘ ŀ ƴŜǿ άƛƴŘŜǇŜƴŘŜƴǘέ regulatory agency, EMRA 

in 2001 (TOG 2001).  

At the first draft of the law, the suggestion was that the board of governors of 

EMRA was to be formed by the candidates nominated by the Minister of Energy and 

Natural Resources (2 members); by the Council of State (5ŀƴƤǒǘŀȅ), the Competition 

Authority, and the Union of Chambers and Commodity Exchanges of Turkey (TOBB) 

(3 members); and the Board itself (2 members). However, the formation of the 

board was completely amended by the Committee of Planning and Budget in 

Turkish National Assembly in 2001. With the 2001 EML, the authority to appoint all 

board members was given to the Council of Ministers. Also, with the law 5018, 

Public Finance Management and Control Law, financial audit authority of EMRA was 

given to the Supreme Auditing Board of Prime Ministry, as well as Turkish Court of 

Accounts ({ŀȅƤǒǘŀȅ), in 2003. Moreover, with the decree law 649, all ministries 

gained power to audit the activities of relevant regulatory agencies in 2011. So, the 

MENR had gained a right to supervise all activities of EMRA in 2011. And, with the 

article 22 in law 6353 of 2012, EMRA transferred all the audit rights of electricity 

distribution companies to the MENR. In short, the authorities and responsibilities of 

the EMRA designed to guarantee competition in the market was undermined during 

this process.  
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In fact, the importance of institutional change and the current status regarding the 

role of the EMRA as a regulatory agency guiding state-business relation in the 

energy market was clearly highlighted during the interviews. For example, Firm #237 

ǎǘŀǘŜǎ ǘƘŀǘ άThe EMRA is one of the most important shareholders in electricity 

production and distribution, but it can only move according to the framework 

determined by the a9bwΦέ CƛǊƳ #538 stated ǘƘŀǘ άThe MENR defines strategy and 

audits the EMRA and the sector. The MENR has a lot of policy tools to control the 

sector and the EMRA is nothing more than implementing ǘƘŜǎŜ ǇƻƭƛŎȅ ǘƻƻƭǎΦέ  CƛǊƳ 

#2, #839 and #940 confirmed that the EMRA cannot make independent decisions. 

According to Firm #441 and #642, the EMRA has lost its authority during the process. 

All Public Institutions (PIs #143, #244,#345, and #4) and NGOs (NGO #146 and #247) 

agreed that today the EMRA is merely a policy tool of the MENR. According to NGO 

#2, the most significant problem in the electricity production and distribution sector 

is the lack of a healthy governance mechanism. The private sector should be 

represented in the policy-making process. For example, a private sector 

representative should be in the EMRA board of governance. According to NGO #2 

representative, this is the only possible way to build a more secure investment 

environment. 
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In its current status the EMRA cannot make any amendments in related regulations 

without consulting to the MENR. The MENR may veto proposed changes, and the 

EMRA has to follow whatever the MENR dictates. The main policy framework is 

determined by the MENR, and the EMRA has to function in this politically 

determined policy framework. Thus, the state can easily intervene in the electricity 

market, either production or distribution sector.  

  

4.2.2.2. The Paradox of Liberalism as an Endogenous Process of Path Dependent 

Institutional Change with in the Historical Trajectory of State-Business Relation in 

Turkey 

In light of the uncertainty and ideas that influenced the paradigm shift in TurkeyΩǎ 

electricity sector, which is presented in previous section, L ŀǊƎǳŜ ǘƘŀǘ άǘƘŜ ǇŀǊŀŘƻȄ 

ƻŦ ƭƛōŜǊŀƭƛǎƳέ ƛƴ Turkey continues. The role of state did not get smaller during the 

2000s, which can be considered as a path dependent process in the historical 

trajectory of state business relations in TǳǊƪŜȅ ό.ǳƐǊŀ 1994; 2014). According to 

historical institutionalists, path dependence refers to the restrictions of newly 

established institutions, which stems from already established ones. Also, according 

to the same school, as institutions have multiple effects, and actors have limited 

time horizons and information, institutions may lead to unanticipated and 

unintended consequences. During the process, the state undermined the authority 

of the EMRA with layering, leading to unanticipated consequences in the politics of 

institutional change in the electricity market. Although the main purpose has been 

to create a competitive electricity market, today the market is beyond being liberal 

nor competitive.  
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The liberalization programs in the 1990s was designed in line with monetary 

approach; and mostly focused on the demand-side measures. However, the 

programs did not take effective measures to improve productivity of public 

expenditures and efficiency of tax system. Hence, there was no sufficient decrease 

in public expenditures and increase in tax revenues. Budget deficits, external debts, 

inflation and unemployment reached high level, while economic growth rates 

decreased significantly in late 1980s. Thus, Turkey encountered a series of financial 

and economic crises in 1994, 1999, 2000 and 2001 successively. Especially, starting 

from 1990s, the state decided to shift to a new liberal structure with BOT, BO, 

TOOR, and autoproducer contracts, transferring its monopoly rights in electricity 

production to private sector. Although 5ŀƴƤǒǘŀy slowed down the process by using 

their veto powers (Erdogdu 2007), later the government neutralized the 

involvement of the Constitutional Court and 5ŀƴƤǒǘŀȅ into the electricity market, 

with the legislative changes issued in the 2001 Electricity Market Law. In this regard, 

the Court and 5ŀƴƤǒǘŀȅ can be seen as one another component of path 

dependence. The state was taking first steps of privatization process in Turkish 

electricity sector, while the Court and 5ŀƴƤǒǘŀȅ were gearing down the process.      

BǳƐǊŀ (2014) presents that starting from 2000s, the Justice and Development Party 

(JDP) supported ten family companies and groups. These business groups began to 

increase their ŜŎƻƴƻƳƛŎ ǇƻǿŜǊ ǊŀǇƛŘƭȅΣ ǿƘƛŎƘ ŀǊŜ 4ŀƭƤƪ IƻƭŘƛƴƎΣ T4 IƻƭŘƛƴƎΣ /ŜƴƎƛȊ 

Group, Ethem Sancak, Fettah Tamince, Kiler Group, Kalyon Group, Kuzu Family, 

/ƛƘŀƴ YŀƳŜǊΣ ŀƴŘ !ƪƤƴ TǇŜƪΦ ¢ƘŜǎŜ ŎƻƳǇŀƴƛŜǎ ƛƴǾŜǎǘŜŘ ƛƴ ŘƛŦŦŜǊŜƴǘ ǎŜŎǘƻǊǎ ŦǊƻƳ 

tourism to construction. However, one common feature of these holdings was that 

they all have business activities in the energy sector. All ten holdings invested in 
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energy production and distribution sectors. .ǳƐra argues that privatization, public 

tenders, and public-private partnerships played a key role in their rapid growth 

ό.ǳƐǊŀ нлмпΣ ǇǇΦ мпо-144).  

Meanwhile, there were two remarkable developments in the context of state-

business relation in electricity sector. First, the attempt to build the Market 

Management System (and the establishment of the EMRA) in electricity sector was 

a groundbreaking action. Second, a number of new business groups supported by 

the government were increasing their power and share in selected sectors. 

!ŎŎƻǊŘƛƴƎ ǘƻ tƻƭŀƴȅƛΣ άǘƘŜ ŜŎƻƴƻƳȅ ƛǎΣ ŀǎ ŀ ǊǳƭŜΣ ŜƳōŜŘŘŜŘ ƛƴ ŀ ǎƻŎƛŜǘȅΦ Φ Φ For a 

century the dynamics of modern society was governed by a double movement: the 

market expanded continuously but this movement was met by a countermovement 

ŎƘŜŎƪƛƴƎ ǘƘŜ ŜȄǇŀƴǎƛƻƴ ƛƴ ŘŜŦƛƴƛǘŜ ŘƛǊŜŎǘƛƻƴǎέ όtƻƭŀƴȅƛ мфппΣ ǇΦ молύΦ .ǳƐǊŀ ƛƴ ƘŜǊ 

book titled ά{ǘŀǘŜ ŀƴŘ .ǳǎƛƴŜǎǎ ƛƴ aƻŘŜǊƴ Turkeyέ ƛƴŘƛŎŀǘŜǎ ǘƘŀǘ ŀŎŎƻǊŘƛƴƎ ǘƻ 

liberal and rational scholars, the economy is a system in which societal 

determinants in state-business relationship lose their importance, because the main 

motive of the economic system is άǘƘŜ ƳƻƴŜȅ-ƭƻǾƛƴƎ ƛƴǎǘƛƴŎǘǎ ƻŦ ƛƴŘƛǾƛŘǳŀƭǎέ ό.ǳƐǊŀ 

мффпΣ ǇΦ оύΦ IƻǿŜǾŜǊΣ ǎǳǇǇƻǊǘƛƴƎ .ƭȅǘƘΩǎ ǎǘǳŘȅ όнллнύΣ .ǳƐǊŀ ǎǘŀǘŜǎ ǘƘŀǘ ǘƘƛǎ ǎƻǊǘ ƻŦ 

Ǌŀǘƛƻƴŀƭƛǘȅ ƛǎ ƴƻǘ ǊŜŦƭŜŎǘŜŘ ƛƴ ǘƘŜ ŀǳǘƻōƛƻƎǊŀǇƘƛŜǎ ƻŦ ¢ǳǊƪƛǎƘ ōǳǎƛƴŜǎǎǇŜƻǇƭŜΦ .ǳƐǊŀϥǎ 

research findings on state-business relation in the case of Turkey present that 

Turkish businesspeople had no expectations about the capitalist development 

without a state intervention. Rather than reduced state intervention, they clearly 

emphasized their need on tighter relations with government authorities. Her 

research results highlight that there are divergences between Turkish and Western 

value systems and institutional bases of business life. Turkish businesspeople 
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apparently could not internalize the basic values of capitalist deveƭƻǇƳŜƴǘ ό.ǳƐǊŀ 

1994, pp. 3, 5). Accordingly, cultural values also play an important role in state-

ōǳǎƛƴŜǎǎ ǊŜƭŀǘƛƻƴǎƘƛǇΣ ŀǎ ǿŜƭƭ ŀǎ ŜŎƻƴƻƳƛŎ ƛƴǘŜǊŜǎǘǎ ό.ǳƐǊŀ нлмпΣ ǇǇΦ нрн-253). 

Regarding specifically energy sector, in fact, Sever (2015) argues that the formation 

of the 9aw! ŘƛŦŦŜǊǎ ŦǊƻƳ Ƴŀƴȅ ƻǘƘŜǊ ǎǘŀǘŜǎΩ ǊŜƎǳƭŀǘƻǊȅ ŀǳǘƘƻǊƛǘƛŜǎ because of the 

Turkish administrative and political culture. The EMRA and other regulatory 

authorities should ideally be independent from the central authority and its audit. 

However, in the case of Turkey, the EMRA seems to be one of the law enforcement 

agencies of the governments (Sever 2015, p. 203). 

Accordingly, I conducted several interviews with the sector players in order to 

understand and explain further the politics of institutional change in electricity 

sector as path-dependent endogenous process within the historical trajectory of 

state-business relation in Turkey48. First, I questioned the degree of institutionalized 

communication channels during the policy making process between the state and 

business including related business associations.  PI #149 stated that  

άWe do not make any amendments in regulations without taking opinions of all 

stakeholders. In fact, we even take the opinion of ordinary citizens. Whenever we 

decide to make new regulations, we publish the draft version on our official website 

for one month. So that, everyone can express its opinion about the draft and we 

ǘŀƪŜ ŀƭƭ ǘƘŜ ƻǇƛƴƛƻƴǎ ǎŜǊƛƻǳǎƭȅΦέ  

Similarly, PI #250 described the same process and adds that the private company 

representatives come by any time to their offices explaining what they want and 

telling their problems face to face to the related bureaucrats. Firm representative 
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 The interview questions can be seen in Appendix C. 
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 PI #1, a senior officer interviewed on July 9, 2018, in Ankara 
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 PI #2, a senior officer interviewed on July 10, 2018, in Ankara 



83 
 

and business associations send their workshop reports sometimes that according to 

PI #251 the public officials take all these visits by private firms, their meetings, and 

such workshop reports seriously. PI #352 indicated that private companies make 

every effort to communicate with their departments, such as via face-to-face 

communication, official letter, workshop reports, and NGOs. PI #3 also confirmed 

that bureaucrats take ōǳǎƛƴŜǎǎ ǇŜƻǇƭŜΩǎ demands seriously. However, PI #453 

pointed out that the bureaucrats of related public offices within the ministry 

prepare the draft version. But it is not easy to amend the draft once it is approved 

by the Minister; and they do not want to annoy the Minister by suggesting some 

changes in the regulation in question.  

Firm #154, #555, and #656 indicated that although they have communicated with 

related public institutions several times through different ways, no one has taken 

their demands and suggestions seriously. These business managers argue that their 

demands and suggestions were not reflected to the regulations. According to Firm 

#357, the effectiveness of NGOs has decreased considerably. Now, without having 

contact with the Minister and/or the President the companies cannot find any 

solution to their problems. Firm #458 stated that  

άǿŜ arrange face to face meetings with the Minister, the Prime Minister or the 

President to convey our problems. Otherwise, we would not be able to solve them. 

Of course, we also use NGOs, but NGOs are not effective tools to solve our 

ǇǊƻōƭŜƳǎΦέ  
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According to NGO #159, official letters or workshop reports do not have an effect on 

solving any problem. So, the NGO representatives underline that they frequently 

visit the MENR and the EMRA in order to find a solution for the problems of their 

members and in the electricity sector through face-to-face communication. Firm 

#760, #861 and #962 also pointed out that the only way to solve their problems is to 

communicate with senior bureaucrats in the MENR and/or the EMRA or even the 

Minister; otherwise, they would not be able to overcome their problems. Firm 

representatives give the Regulation for Electricity Market Capacity Mechanism as an 

example for such a method. They say that after several meetings with senior 

officials they could persuade the MENR on this regulation. Furthermore, NGO #263 

stated that  

άǘƘŜ Ƴƻǎǘ ŜŦŦŜŎǘƛǾŜ ǿŀȅ ǘƻ Ǉǳǘ ȅƻǳǊ ǾƛŜǿ ŀŎǊƻǎǎ ƛǎ ǘƻ ŎƻƴǘŀŎǘ ŘƛǊŜŎǘƭȅ ǿƛǘƘ ǘƘŜ 

Minister or the President. Otherwise, it is quite hard to get a positive outcome. 

However, I cannot say that official letters and workshop reports are completely 

useless. Almost for two years, we have been trying to convince the officials about 

the Electricity Market Capacity Mechanism, and eventually in January, the 

mechanism passed into law and came into effect in April. However, at the last 

minute the government included a line to the regulation, indicating that the 

companies generating electricity from domestic resources will be privileged. That is 

why, two third of the capacity mechanism budget goes to the domestic coal fired 

power plants. The natural gas fired power plants can only get one third of the 

budget.έ  
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According to Firm #664, the capacity mechanism passed into law thanks to some 

foresighted senior bureaucrats. Firm #765 conversely said that  

άƻŦ ŎƻǳǊǎŜ ǿŜ Ŏŀƴƴƻǘ ǘŀƪŜ ŜǾŜǊȅǘƘƛƴƎ ǘƘŀǘ ǿŜ ŘŜǎƛǊŜΣ ōǳǘ ǿƘŜƴ ǿŜ ŎƻƴǘŀŎǘ ǿƛǘƘ 

the MENR or the EMRA, the officials and board members take our problems 

ǎŜǊƛƻǳǎƭȅ ŀƴŘ ǿŜ ƻŦǘŜƴ ŦƛƴŘ ŀ ŎƻƳǇǊƻƳƛǎŜΦέ 

Therefore, according to my findings (the amendments in 2003, 2011, and 2012; and 

interviews above), the extent of institutionalized communication between the state 

and business have improved compared to the findings of .ǳƐǊŀ ό1994). NGOs played 

an important role in transferring business demands to public institutions in the early 

2000s. However, although sector NGOs played a substantial role until the mid-

2000s, they have lost their effectiveness with the changing institutional framework 

during the process. Furthermore, political elite such as the Minister and the 

President have increased the influence in politics of institutional change, which 

undermined the active role of NGOs in the sector.       

Second, I tried to understand the risk and uncertainty perceptions and future 

expectations of the sector players regarding the electricity market developments 

and their relation with the state. According to NGO #266, one of the main risks 

and/or uncertainties for the sector arises from the state intervention to the system. 

Firm #7 states that  

άǿƘŀǘ ǿŜ want is no more change in regulations, because you make a future 

plan and accordingly keep working. However, when sudden a change happens in 

regulations, it might turn your plans upside-ŘƻǿƴΦέ  
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NGO #167 pointed out that frequent regulation changes have worn out the sector. 

Firm #668 confirms by stating that άŎƻƴǘƛƴǳƻǳǎƭȅ ŎƘŀƴƎƛƴƎ ǊŜƎǳƭŀǘƛƻƴǎ ŘŜŎǊŜŀǎŜǎ ǘƘŜ 

ǘǊǳǎǘ ƭŜǾŜƭ ƻŦ ƛƴǾŜǎǘƻǊǎ ŀƴŘ ƘŀǊƳǎ ŜȄƛǎǘƛƴƎ ŜƴŜǊƎȅ ǇǊƻŘǳŎŜǊǎΦέ bDh #269 also 

emphasized that  

ά9ntrepreneurs anticipating that the sector would reach the supply and 

demand equilibrium invested in the sector. And, the state would merely play a 

regulatory and control mechanism role in the system. However, a perfect 

competition did not happen. Thus, lack of perfect competition and lack of a proper 

pricing mechanism in the market diminishes the appetite of both existing and future 

entrepreneurs. Because of this, investments have come to a stopping point. 

Furthermore, electricity demand of Turkey will continue to increase. Today, the 

country has a supply surplus in electricity, but the system is not sustainable. So, we 

can encounter a supply deficit risk within a five-year period.έ 

Firm #6 underlined ǘƘŀǘ 9«!  ǎǘƛƭƭ ƪŜŜǇǎ ŀ ŎƻƴǎƛŘŜǊŀōƭŜ ŀƳƻǳƴǘ ƻŦ ŜƭŜŎǘǊƛŎƛǘȅ 

production and states that  

άIt seems that today the sector has a supply surplus, but it will change in the 

future. If the existing conditions go on, the companies generating electricity from 

natural gas will have to liquidate or shut down their power plants. Then, we will 

face with electricity deficit risk. 

The MENR does not want to lose this power όǊŜŦŜǊǊƛƴƎ ǘƻ ǘƘŜ 9«! Ωǎ ǇǊƻŘǳŎǘƛƻƴύ, 

because if the investment costs are reflected to the market price, there will be a rise 

in both household and industrial electricity prices, which may lead to loss of votes. 
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That is why, the government does not want to run the risk of political 

consequences.έ  

NGO #270 also stated that  

άmost ƻŦ 9«!  Ƙŀǎ ōŜŜƴ ǇǊƛǾŀǘƛȊŜŘΣ ōǳǘ ǎǘƛƭƭ ǘƘŜ ǎƘŀǊŜ ƻŦ 9«!  όŀƭƳƻǎǘ нл ҈ ƻŦ 

ǘƘŜ ƳŀǊƪŜǘύ ƛǎ ǎǘǊƻƴƎ ŜƴƻǳƎƘ ǘƻ ŘƻƳƛƴŀǘŜ ǘƘŜ ƳŀǊƪŜǘ ǇǊƛŎŜΦ !ǎ 9«!  Ƙŀǎ ƴƻ 

investment cost, it can generate and sell electricity in low prices. So that, it is still a 

huge barrier to a cost-base electricity price formation in the market. Therefore, 

even if the natural gas fired plants can afford the operating costs, they are not 

capable of covering the investment costs.έ 

According to Firm #771 and #972, the state keeps big hydro power plants in its hand ς 

Ǿƛŀ 9«!  ŀƴŘ ¢9¢!  ό{ǘŀǘŜ 9ŎƻƴƻƳƛŎ 9ƴǘŜǊǇǊƛǎŜǎύΦ ¢ƘŜǎŜ Ǉƭŀƴǘǎ ŎƻƴǎǘǊǳŎǘŜŘ ƭƻƴƎ 

time ago and they have almost no depreciation expenses. Therefore, they are able 

to generate and provide electricity with low prices. In order to sell their products, 

the private companies have to cut the prices. However, in this manner, the business 

is beyond being profitable. NGO #173 confirmed that  

άǘoday the state seriously intervenes in the market price. That is why, there are 

no new investors and existing entrepreneurs are on the edge of bankruptcy. If 

Turkish industry continues to develop, I think we will have a security of supply 

problem within 3-р ȅŜŀǊǎΦέ   
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According to PI #474, supply security is the key component defining state-business 

relationship in electricity sector. PI #175 also pointed out that natural gas is a vital 

item that may put supply security of Turkey in at risk and says that  

άƛŦ the proportion of natural gas in your energy mix is high, and if you import 

almost all of it, your supply security is definitely at risk. In fact, when Turkey shot 

the Russian aircraft in 2015, we worried that Russian Federation would cut the 

natural gas valves of TurkeyΦ ¢Ƙƛǎ ǿƻǳƭŘ ƘŀǇǇŜƴΦέ  

According to PI #276, even if the proportion of natural gas in electricity generation is 

at the level of 35 % annually, in some seasons it rises up to 60 % or so. When we 

consider high import rates of natural gas from Russia and Iran, this is a remarkable 

risk for Turkish energy supply. PI #4 raises similar concerns and states that  

άLf Turkey has an important international problem with Russia, it means that 

Turkey is in trouble. In order not to get into trouble, Turkey has to diversify not only 

the resources themselves, but also its supplier and pipeline routes. It has to support 

renewables, to build LNG (Liquefied Natural Gas) facilities, and to develop new 

pipeline projects like TANAP (Trans Anatolian Natural Gas PipeƭƛƴŜύΦέ  

According to Firm #177, the only vulnerability of Turkey in energy supply is the high 

rate of natural gas in energy mix and states that  

άǿƘŜƴ ǘƘŜ ǿƛƴǘŜǊ ƛǎ ǘƻƻ ŎƻƭŘΣ ǘƘŜ ¦ƪǊŀƛƴŜ ŜȄǘǊŀŎǘǎ ƳƻǊŜ Ǝŀǎ ŦǊƻƳ ǘƘŜ ǇƛǇŜƭƛƴŜΣ 

leading to decrease the pipeline pressure. As natural gas power plants do not work 

in low pressure, Turkey cannot take enough gas from the pipeline at times. The 

citizens do not feel it, because the government decreases the production of iron 
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and steel up to 20 %, and transfers required electricity to households. I cannot even 

ǘƘƛƴƪ ƻŦ ǿƘŀǘ ǿƻǳƭŘ ƘŀǇǇŜƴ ƛŦ wǳǎǎƛŀ ŘŜŎƛŘŜŘ ǘƻ Ŏǳǘ ƻŦŦ ŀƭƭ ƴŀǘǳǊŀƭ Ǝŀǎ ǎǳǇǇƭȅΦέ  

Conversely, according to Firm #378, #579, #680, #881, #982 and NGO #183, #284, the 35 

%-share of natural gas in energy mix is necessary for supply security. Indeed, if the 

share of natural gas decreases, Turkey then gets into trouble about supply security. 

Firm #3 stated that Russia sells almost 30 % of its natural gas to Turkey (the second 

biggest customer of Russia in natural gas); therefore, if Russia stops selling natural 

gas to Turkey, its economy cannot afford it. Furthermore, Firm #3 stated that 

άif such a thing happens, Turkey can build two or three LNG fired marine 

electricity terminal within six months to provide electricity to the country. After 

that, Turkey does not need natural gas anymore. So, cutting natural gas of Turkey is 

out of question.έ  

Firm #5 and NGO #1 emphasized that there has never been a big problem about 

natural gas sale between Russia and Turkey for more than 30 years; and there is a 

slight chance of having difficulty in natural gas sale with Russia. According to them 

the natural gas sale between Russia and Turkey is bound by an international 

contract, thus, Russia cannot cut natural gas overnight. Firm #685 stated that  

άȅƻǳ can switch on natural gas power plants and provide electricity in an 

instant, while hydro, solar, and wind power plants depend on seasonal conditions. 

Therefore, having natural gas plants are better than to pray for rain, sun and wind. 

But it is better to ŘƛǾŜǊǎƛŦȅ ǎǳǇǇƭƛŜǊǎ ŀƴŘ ǘƘŜ ǊƻǳǘŜǎ ƻŦ ǇƛǇŜƭƛƴŜǎΦέ  
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Further, NGO #286 indicated that 

άTurkey has to have at least 20-25 % of natural gas in its energy mix. Today, the 

subsidy system in Turkey is not fair to the companies generating electricity from 

natural gas. Promotions are only for the companies generating electricity from 

renewables and local coal.έ  

According to Firm #387, the more renewables you have, the higher risk in security of 

supply you shoulder, while it stated that  

άŀǎ ǊŜƴŜǿŀōƭŜ ǊŜǎƻǳǊŎŜǎ ŘŜǇŜƴŘ ƻƴ ǎŜŀǎƻƴŀƭ ŎƻƴŘƛǘƛƻƴǎΣ ŎƻǳƴǘǊȅ ǎƘƻǳƭŘ ƪŜŜǇ ŀ 

fair amount of natural gas and coal fired power plants in its hand. Even though, 

today, it seems that Turkey has enough natural gas fired power plants, in the near 

future, considering the rise in Turkish industry, they will not be able to meet 

electricity demand in case of seasonal disconformity. First of all, there has been no 

investment in natural gas fired power plants for almost five years. What is more, 

international companies generating electricity from natural gas started to abandon 

Turkish electricity market. For example, Australian OMV firm sold its natural gas 

fired power plant to a domestic firm.  

We are generating electricity from natural gas and we want to have former 

subsidies again. Subsidies, today, are only for renewables and domestic coal. There 

has not been a natural gas fired power plant investment and project for almost five 

years. The existing power plants have financial difficulties. If they switch off its 

plants, then we will start talking about supply security.έ   

According to Firm #3, pricing policy is a substantial part of supply security. However, 

if states intervene in pricing mechanism, they put supply security at risk. The cost of 
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electricity production has continuously been going up. For instance, when the 

privatization process began, companies took loans in dollar. The dollar/TL exchange 

rate was 1.8, but today it is 4.8. Hence, in order to enable these companiesΩ to pay 

for their debt, they have to gain at least three times more than before. But there is 

no such an increase in the companiesΩ revenues. By using the 9«!  ŀƴŘ the ¢9¢! Σ 

the government intervenes in the pricing mechanism, so electricity price is 

determined at a very low level. The government does not want an increase in 

electricity prices, because it will return as loss of votes. However, natural gas fired 

power plants seem to be suffering severely under these market conditions.  

Firm #188 also confirmed that one of the most significant risks and uncertainties in 

the sector is low and uncertain prices and ǎǘŀǘŜǎ ǘƘŀǘ άǘƘŜ ŦƭǳŎǘǳŀǘƛƻƴǎ ƛƴ ŘƻƭƭŀǊκ¢[ 

ǇŀǊƛǘȅ ŜȄŀŎŜǊōŀǘŜ ǘƘŜ ǳƴŎŜǊǘŀƛƴǘȅΦέ !ŎŎƻǊŘƛƴƎ ǘƻ CƛǊƳ #489, unanticipated rise in 

dollar is a considerable risk for the sector that the entrepreneurs, who expected a 

competitive and free electricity market, are about to abandon the market because 

of the state intervention. Firm #690 underlined that the system does not work in 

accordance with supply and demand mechanism. That is why, the companies in the 

sector are not able to pay their debts to the banks. Today, the energy companies 

are generally restructuring their debts. According to NGO #291, the biggest energy 

companies might be owned by the banks in the future given further information 

about the sector in highly debt below: 

άThere is 70 billion worth investment in electricity production sector. And, 40 

billion of this is funded by Turkish banking sector. So, this situation is not only risk 
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for electricity producers, but also risk for Turkish banking sector. Today, the annual 

profit of electricity producers in Turkey is 500 million dollar. However, their annual 

bank loan payment is 2.9 billion dollar. This 2.4 billion dollar deficit is not 

ǎǳǎǘŀƛƴŀōƭŜΦέ  

In sum, according to my findings we can list the risk and uncertainty perceptions of 

the stakeholders namely the public officials, private firm managers and NGO 

representatives as follows: 

Risks in the electricity sector in Turkey: 

¶ Supply of Security & The Collapse of Existing System 

o Direct intervention of MENR to pricing meŎƘŀƴƛǎƳ ǘƘǊƻǳƎƘ 9«!  ŀƴŘ ¢9¢!  

o High proportion of natural gas in energy mix 

o High import rate of natural gas 

¶ Financial Crisis 

o The gap between profits and costs of the sector may brought about the inadequacy 

of the sector companies in paying their loans to Turkish banks. 

The sources of uncertainty in the electricity sector in Turkey: 

¶ Decrease in EMRA power 

¶ Increasing influence of policy elites in the sector 

¶ Continuously changing regulations 

¶ Lack of subsidies for the electricity generation from natural gas 

¶ Fluctuations in dollar/TL parity 

¶ Unsteady climate conditions 

¶ Potential international frictions with the main natural gas exporter states 
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Third, I tried to assess the embedded ideational forces between the state and 

business in electricity sector in the aftermath of the institutional changes since 

2001. I questioned whether the senior officers in private sector perceive their 

business activities strictly in the sense of profit maximization or other motivations, 

values that may exist.  L ŀǎƪŜŘ ŘƛǊŜŎǘƭȅ άIs the business in this sector lucrative for 

ȅƻǳǊ ŎƻƳǇŀƴȅΚ LŦ άbhΣέ ǿƘŀǘ ǿƛƭƭ ƘŀǇǇŜƴ ƴŜȄǘΚ ²Ƙŀǘ ƛǎ ȅƻǳǊ ŎƻƳǇŀƴȅΩǎ ŦǳǘǳǊŜ 

plan?έ ¢ƘŜ ŀƴǎǿŜǊǎ were quite surprising. Except firm #492, all firms declared their 

loyalty to the government, to the President, and the future goals of Turkey, 

referring to the 2023, 2053, and 2071 visions. For example, the firm #893 states that  

άǿŜ ŀǊŜ ŀ ōƛƎ ƎǊƻǳǇΣ ŀƴŘ ǿŜ ƘŀǾŜ ŀ ƴǳƳōŜǊ ƻŦ ŜƴǘŜǊǇǊƛǎŜǎ ƛƴ ŘƛŦŦŜǊent sectors. 

Even if the electricity production sector is not profitable today, we are able to 

ŎƻƳǇŜƴǎŀǘŜ ǘƘŜ ƭƻǎǎŜǎ ǿƛǘƘ ƻǳǊ ƻǘƘŜǊ ŜƴǘŜǊǇǊƛǎŜǎΩ ǇǊƻŦƛǘǎΦ bƻ ƳŀǘǘŜǊ ǿƘŀǘ ǿƛƭƭ 

ƘŀǇǇŜƴ ƛƴ ǘƘŜ ŦǳǘǳǊŜΣ ǿŜ ǿƛƭƭ Ŧƻƭƭƻǿ άReis94Φέ  

 Further, Firm #995 explicitly stated that  

άǿŜ ŀǎ ŀ ǿƘƻƭŜ ƻŦ ¢ǳǊƪƛǎƘ ǎƻŎƛŜǘȅ ƘŀǾŜ ŎƻƳƳƻƴ ƎƻŀƭǎΣ ƭƛƪŜ ǘƘŜ нлно and 2071 

goals. Therefore, we will play our role to reach these goals. Therefore, gaining profit 

is not ǘƘŜ ŦƛǊǎǘ ŀƛƳ ŦƻǊ ƻǳǊ ŎƻƳǇŀƴȅΦέ  

On the other hand, Firm #396, #597, #698, and #799 indicated that they are in the 

business to make money. However, even if the sector is not lucrative any more, 

they expressed that they will continue their activities even under the severe 
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conditions for the sake of TurkeyΩǎ vital interest. Thus, they described explicitly the 

survival of the energy sector and their beloved country as strategically and 

ideationally important value beyond purely self-interested profit maximizing 

interest.  

Even though all firms, PIs, and NGOs indicate, openly or between the lines, that the 

state should decrease its intervention level in the electricity sector, they also 

articulate that the state should remain to intervene in the sector up to a point. 

Moreover, all the companies state that they are hopeful for the future of the sector 

because according to them in one way or another, the President will find a solution 

to overcome the problems in the sector. According to Firm #2100, there is no risk 

that may affect the existing market conditions negatively. NGO #2101 also stated 

that  

άƴƻǿ .ŜǊŀǘ !ƭōŀȅǊŀƪ όǘƘŜ ǎƻƴ-in-law of the President, and the former Energy 

and Natural Resources Minister) is the Treasury and Finance Minister. And, he is 

very well aware of the problems in the sector. Therefore, I am hopeful that he will 

ǊŜǎƻƭǾŜ ŀƭƭ ǇǊƻōƭŜƳǎ ƛƴ ǘƘŜ ǎŜŎǘƻǊΦέ  

In short, my findings suggest that there is an endogenous process of path 

dependent institutional change within the historical trajectory of state-business 

relation in Turkey. The perceived understanding of stakeholders in the electricity 

market about their self-interested market activities seem to be inseparable from 

how they frame their actions through uncertainty and ideational forces. In other 

words, my findings seem to confirm .ǳƐǊŀΩǎ ŀǊgument (1994, 2014) about the 

divergence between Turkish, and Western value systems, and institutional bases of 
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business life. Turkish business people apparently could not internalize the basic 

values of capitalist development. Therefore, cultural values and economic interests 

seem to continue to play an important role in the historical trajectory of state-

business relationship in the case of politics of institutional change in electricity 

market.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



96 
 

CHAPTER 5  

CONCLUSION 

 
Turkey has showed both cohesive-capitalist and multi-Ŏƭŀǎǎ ŦǊŀƎƳŜƴǘŜŘ ǎǘŀǘŜ ǘȅǇŜǎΩ 

characteristics during different periods of Turkish economic development. That is to 

say, Turkey has been experiencing a number of institutional changes, associated 

with different political coalitions between state and business in economic 

ŘŜǾŜƭƻǇƳŜƴǘ ǿƛǘƘƛƴ ǘƘŜ ŦǊŀƳŜǿƻǊƪ ƻŦ YƻƘƭƛΩǎ ǘȅǇƻƭƻƎȅ ŦƻǊ ǎǘŀǘŜǎΩ ǊƻƭŜ ƛƴ ŜŎƻƴƻƳƛŎ 

development. During the institutional change process (2001-2017), Turkey can be 

considered more as a fragmented-multiclass state since the economic development 

goals are not narrowly focused or effectively defined as those in cohesive-capitalist 

states. 

Rational choice scholars argue that the main drive of institutional change is self-

interests of the actors in play. Institutions can only be seen as instrumental 

creations of individuals. They use these institutions to maximize their own personal 

ǳǘƛƭƛǘƛŜǎΦ !ƭǘƘƻǳƎƘ ŀŎǘƻǊǎΩ ǎŜƭŦ-interests may influence the politics of institutional 

change in Turkish electricity sector, it cannot be merely taken as the main source of 

this change. First, to measure the impact of self-ƛƴǘŜǊŜǎǘǎ ƻƴ ŀŎǘƻǊǎΩ ōŜƘŀǾƛƻǊ ƛǎ ƴƻǘ 

feasible in my research. Moreover, although private sector supported fully the 

process, they were not the main driver behind the privatization and liberalization 

processes in the sector after 2001 and 2004. Turkey had been struggling with 

successive financial and economic crises in 1990s and early 2000s. The 

overwhelming balance of payment problems and economic recession urged Turkey 

to get IMF loan. The conditionalities in the agreed IMF program required a series of 

policy reforms, including privatization and liberalization in electricity production and 
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distribution sectors. This was also one of the conditions in adopting the EU acquis 

ŦƻǊ ¢ǳǊƪŜȅΩǎ ŀŎŎŜǎǎƛƻƴ ǘƻ ǘƘŜ 9¦Φ ¢ƘŜǊŜŦƻǊŜΣ ŜȄƻƎŜƴƻǳǎ ŦŀŎǘƻǊǎ ǿŜǊŜ ǉǳƛǘŜ 

important in the institutional changes by transferring electricity production and 

distribution ownership to private sector. Thus, rational choice explanation is not 

adequate to understand and explain the politics of institutional change in the 

energy sector. 

²ƛǘƘƛƴ ǘƘƛǎ ŦǊŀƳŜǿƻǊƪΣ άƎǊŀŘǳŀƭ ŎƘŀƴƎŜέ ŀǊƛǎƛƴƎ ŦǊƻƳ ŜƴŘƻƎŜƴƻǳǎ ǎƻǳǊŎŜǎ ƻŦ 

instability argued in the historical institutionalism literature is important. Briefly, 

they argue that endogenous mechanisms of change are more influential than 

exogenous ones. Although the exogenous shock of the 2001 crisis had contributed 

to the restructuring taken under the influence of the IMF program and the EU 

accession process, privatization and liberalization in electricity production and 

distribution sectors had already started as an endogenous process. The 

governments and public institutions had been debating and working on reforming 

the economy and the public sector. Neo-liberal ideas have been promoted in 

different policy circles to remove the state intervention and to use state apparatus 

as a regulatory power.  For example, PIs #1102, #2103, and #4104 and Firm #4105 stated 

that the bureaucrats and technocrats of the related ministries were already working 

on privatization and liberalization process before the economic crisis and the 

consequent restructuring program. The bureaucrats and the politicians were quite 

aware of technical incapability to meet the projected demand in electricity sector at 

that time. 
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Historical institutionalist scholars also introduced the gradual change argument to 

provide an explanation for why specific types of changes are prone to occurring in 

particular political contexts and in institutions with specific features (See Chapter 

2.2.2 Historical Institutionalism, pp. 24-25). However, conversely to their argument, 

the state neutralized the involvement of Constitutional Court and 5ŀƴƤǒǘŀȅ, with the 

legislative changes issued in the 2001 Electricity Market Law, which was a 

displacement in the gradual change of institutions in the electricity market. Hence, 

in the absence of veto powers in the sector, the state has moved through gradual 

institutional change with layering since 2004. 

According to constructivist scholars, exogenous material changes, such as the 2001 

economic crisis and subsequent restructuring programs in Turkish economy can 

help explain why a particular institutional order becomes unstable. But they do not 

explain how the new or modified order becomes existent. In Turkey, during the 

institutional change process, despite the extent of exogenous factors, such as the 

нллм ŜŎƻƴƻƳƛŎ ŎǊƛǎƛǎ ŀƴŘ ǘƘŜ LaCΩǎ ŎƻƴŘƛǘƛƻƴŀƭƛǘȅ ƛƴŦƭǳŜƴŎƛƴƎ ƛƴǎǘƛǘǳǘional change in 

electricity sector, the politics of institutional change in this sector is mainly an 

endogenous process. They also argue that we have to reconsider the nexus 

between ideas and interests.  

Constructivist scholars state that when an economic crisis occurs with uncertain 

origins, economic ideas become even more remarkable. Because ideas serve as 

simplifying blueprints that tell agents what to do and what future to anticipate. In 

ǘƘƛǎ ǊŜƎŀǊŘΣ ¢ǳǊƪŜȅΩǎ ŜŎƻƴƻƳƛŎ ƛƴǘŜƎǊŀǘƛƻƴ ƛƴǘƻ ƛƴǘŜǊƴŀǘƛƻƴŀƭ ƳŀǊƪets have been 

accelerated after the institutional changes in economy in the 1980s. From 1980 

onwards, different governments were committed to follow liberalization process in 
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the economy, including electricity sector. Therefore, policymaking and economic 

thinking had shifted to dominance of liberal economic ideas. In 1990s, under the 

scope of these new neo-liberal economic ideas, existing public enterprises and 

power plants were transferred to private sector by employing distinct methods, 

such as TOOR, BOT, BO, ŀƴŘ ά{ŀƭŜ ƻŦ tǊƻǇŜǊǘȅΦΩΩ ¢ƘǳǎΣ ǘƘŜ нллм 9ƭŜŎǘǊƛŎƛǘȅ aŀǊƪŜǘ 

Law and the 2004 Strategy Paper were the continuation of an endogenous process 

led by a new economic model based on new ideas that their institutionalization was 

accelerated under the uncertainty of exogenous shocks and economic crisis. 

²ƛǘƘƛƴ ǘƘƛǎ ŦǊŀƳŜǿƻǊƪΣ .ƭȅǘƘΩǎ ŦƛǾŜ ǎŜǉǳŜƴŎŜs about how institutional change 

occurs is important to examine. Turkey has experienced the first and second steps 

ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ .ƭȅǘƘΩǎ ŦƛǾŜ ǎŜǉǳŜƴŎŜs. Nevertheless, I could not observe the 

ƻǘƘŜǊ ǎŜǉǳŜƴŎŜǎ ŘŜǎŎǊƛōŜŘ ƛƴ .ƭȅǘƘΩǎ ǎǘǳŘȅ όнллнύ ōŜŎŀǳǎŜ ƻŦ ǇŀǘƘ ŘŜǇŜƴŘŜƴŎŜ ƛƴ 

the historical trajectory of state-business relation ƛƴ ¢ǳǊƪŜȅΩǎ ǇƻƭƛǘƛŎŀƭ ŜŎƻƴƻƳȅ 

ό.ǳƐǊŀ мффпύΦ 

The liberalization process in the electricity market between 2001 and 2004 

ŎƻƴŦƻǊƳǎ ǘƻ tŜǘŜǊ IŀƭƭΩǎ όмффоύ ŘŜŦƛƴƛǘƛƻƴ ƻŦ ǇŀǊŀŘƛƎƳ ǎƘƛŦǘ ǘƘŀǘ ǊŜŦŜǊǎ ǘƻ ŀ 

comprehensive alteration in the system. In other words, the 2001 Electricity Market 

Law and the 2004 Strategy Paper indicate a paradigm shift in policy making in the 

energy sector of Turkey. However, in the case of Turkey, the 2004 Strategy Paper 

set a policy goal that aimed to finish the market liberalization process in electricity 

sector until 2010. But this did not happen. The process was very slow and contested 

by time by the ruling political elite.  

Lƴ ƭƛƎƘǘ ƻŦ ǘƘŜ ǳƴŎŜǊǘŀƛƴǘȅ ŀƴŘ ƛŘŜŀǎ ǘƘŀǘ ƛƴŦƭǳŜƴŎŜŘ ǘƘŜ ǇŀǊŀŘƛƎƳ ǎƘƛŦǘ ƛƴ ¢ǳǊƪŜȅΩǎ 

ŜƭŜŎǘǊƛŎƛǘȅ ǎŜŎǘƻǊΣ άǘƘŜ ǇŀǊŀŘƻȄ ƻŦ ƭƛōŜǊŀƭƛǎƳέ ǎŜŜƳǎ ǘƻ ŎƻƴǘƛƴǳŜ ƛƴ ¢ǳǊƪŜȅΦ ¢ƘŜ ǊƻƭŜ 
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of state did not get smaller during the 2000s, which can be considered as a path 

dependent process in the historical trajectory of state business relations in Turkey 

ό.ǳƐǊŀ мффпΤ нлмпύΦ   

Thus, it seems to me that not only historical institutionalist arguments of 

institutional change, but also the role of uncertainty, paradigm shift, and ideational 

forces in gradual institutional change should be considered as plausible factors in 

understanding and explaining the politics of institutional change in state-business 

relation in the energy sector, specifically in electricity generation from natural gas. 

Accordingly, my findings underline the importance of social context that constitutes 

ideational forces in state-business relation. In other words, according to my 

findings, the 2001 EML and the 2004 Strategy Paper were a follow-up development 

of the privatization and liberalization processes during 1980s and 1990s.  

.ǳƐǊŀϥǎ (1994, 2014) research findings on state-business relation in the case of 

Turkey present that Turkish businesspeople had no expectations about the capitalist 

development without a state intervention. Rather than reduced state intervention, 

they clearly emphasized their need on tighter relations with government 

authorities. Her research results highlight that there are divergences between 

Turkish and Western value systems and institutional bases of business life. Turkish 

businesspeople seem to struggle in their relation with the state.  

In this regard, my findings demonstrate that, firstly, institutional communication 

between state and business in Turkish electricity sector has developed since the 

early 2000s. NGOs as intermediary organizations have become influential actors in 

the sector. They have conducted workshops and prepared position papers to 

convey the requests of sector to related public institutions. Secondly, within the 
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process after the 2001 EML development, electricity generation companies have 

pursued to reach a fully independent electricity market. In my interviews, I 

observed that the companies were uncomfortable with the high state intervention 

in the sector. They urged the state for increasing 9aw!Ωǎ ŀǳǘƘƻǊƛǘȅ ŀƎŀƛƴ ŀƴŘ ǘƘŜȅ 

want the state to stay away from the pricing mechanism, which shows us that profit 

seeking motivations matter. However, they also articulated their loyalty to the 

current President, and his strong endorsement for 2023, 2053, and 2071 goals of 

Turkey.  

Accordingly, as .ƭȅǘƘ όнллнύ ϧ .ǳƐǊŀ όнлмпύ suggested, ideas and material interests 

are hard to differentiate. The perceived understanding of stakeholders in the 

electricity market about their self-interested market activities seem to be 

inseparable from how they frame their actions through uncertainty and ideational 

forces. Turkish business circle apparently could not internalize the basic values of 

capitalist development, which were observed in early-industrialized Western 

European states.  Moreover, the observed reluctance of businesspeople to pursue 

further their interest in light of the problems in the electricity sector underlines a 

contradiction. Thus, my findings through interview data demonstrate that counter 

social movement matters in the neo-liberalization process. In other words, 

ŎƻƴǎƛŘŜǊƛƴƎ tƻƭŀƴȅƛΩǎ ŎƻƴŎŜǇǘ ƻŦ ŘƻǳōƭŜ ƳƻǾŜƳŜƴǘΣ state-business relations matter 

in the liberalization process in Turkish electricity sector. This complements why I 

consider Turkey as a fragmented-multiclass state to elucidate further the context of 

dependent relations between state and business overall in Turkish political 

economy. In short, cultural values and economic interests seem to continue to play 
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an important role in the historical trajectory of state-business relationship in the 

case of politics of institutional change in electricity market. 

Consequently, my findings support the following argument for understanding and 

explaining the politics of institutional change in Turkish electricity sector: despite 

the extent of exogenous factors, there is an endogenous process of path dependent 

institutional change within the historical trajectory of state-business relation in 

Turkey. The perceived understanding of stakeholders in the electricity market about 

their self-interested market activities seem to be inseparable from how they frame 

their actions through uncertainty and ideational forces. 
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