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ABSTRACT
Master’s Thesis

The Effects of Foreign Direct Investment on Democrey: A Comparative
Analysis of Argentina and Turkey
idil OZER
Dokuz Eylul University
Graduate School of Social Sciences

Department of International Relations
International Relations Program

This dissertation explores the relation between Faign Direct
Investment (FDI) and the level of democracy in Turkey and Argentina in
between the years 1980-2000. It has three aimsrsti to revisit the political
effects of FDI. Second to examine the developmenf FDI in Turkey and
Argentina and third to compare and contrast the twocountries in regard of the
FDI they received and FDI’s political effects.

This dissertation argues that not all types of FDIfacilitate the level of
democracy in developing world. The political effets of FDI depend on the
sector, type of FDI as well as the development ldvef the source country and

the absorption capacity of the host country.

Looking at Argentina and Turkey, it was found out that in both of the
countries with the beginning of liberalization and the arrival of FDI, the
economy grew and life standards of the citizens impved resulting in the
improvement of the democracy. But, this period mad both of the countries
dependent to external sources and fragile to exteah shocks resulting in

economic and political crisis with heavy burdens otthe lives of the citizens.

Key Words: FDI, Democracy, Argentina, Turkey, Politics



OZET
Yuksek Lisans Tezi
Dogrudan Yabanci Yatirirmin Demokrasiye Etkisi: Arjanti n ve Turkiye
Kar silastirmasi
idil OZER

Dokuz Eylul Universitesi
Sosyal Bilimler Enstitlisu
Uluslararasi iliskiler Anabilim Dali
Ingilizce Uluslararasiiliskiler Programi

Bu tezde 1980-2000 dénemleri arasinda @gaudan yabanci yatirimin
Arjantin ve Turkiye demokrasileri Gzerine etkisi incelenmstir. Bu tezin (g
temel amaci bulunmaktadir; dgrudan dis yatinmin siyasal etkilerinin
degerlendiriimesi, dogrudan dis yatirirmin Turkiye ve Arjantin’deki geli siminin
incelenmesi ve Arjantin ve Turkiye'ye 1980-2000 yéri arasinda giden
dogrudan dis vyatinmin siyasal etkiler g6z o6ntunde bulundurular&k
karsilastirilmasidir.

Bu tez, dgrudan dis yatirrmlarin gelismekte olan ulkelerin demokrasi
dizeylerini ayni sekilde etkilemedgini savunmaktadir. Bu baglamda, dogrudan
dis yatinmlarin siyasal etkilerinin; yatirnmlarin ce sidine, sektére, kaynak
ulkenin gelismislik diizeyine ve ev sahibi tlkenin hazmetme kapasistne bgsli

oldugu savunulmaktadir.

Arjantin ve Turkiye O©rnekleri incelendi ginde, her iki Ulkede de
liberallesme ve ds yatinm ile birlikte ekonominin blylime g0sterdigi,
vatandaslarin yasam standartlarinin arttig ve demokrasinin gelstigi
gozlemlenmitir. Fakat s6z konusu sirec her iki Ulkeyi de dya bagimli ve dis
soklara kars! kirllgan bir duruma getirmi s ve halk Uzerinde etkisi buytk olan

ekonomik ve politik krizlerle sonuglanmistir.

Anahtar Kelimeler: Dogrudan yabanci yatirim, Demokrasi, Arjantin, Turkiye
Politika
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INTRODUCTION

Kebonang (2006) draws attention to the point B@akign Direct Investment
(FDI) is an important source of capital necessantlie growth and development in
the developing countries. Until the 1990s, mosttledé FDI went to developed
countries however, starting from the mid of the A®%DI flows to developing

countries began to increase (Kebonang, 2006: 28%-27

Kebonang (2006) believes that many developing s throughout the
1960s and the 1970s regarded FDI and the Multinaki&nterprises (MNE) as
threats to local economic development. Similarhme developing countries
nationalized or expropriated foreign investmentsirgduthe 1960-70s (Kebonang,
2006: 255-270). But Kebonang (2006) also adds ttietway developing countries
viewed FDI and MNEs began to change in the 19&@scordingly, in the 1990s, the
globalization and economic growth attracted theerdtbn of the developing
countries. Therefore, most of the countries abaedomstate-planned inward
economic policies and moved to free market econsniibe leaders in most of the
developing countries began to see FDI as a stimfdussconomic growth and
development. Thus, attracting FDI became one efrtain national policies for
most of the developing countries (Kebonang, 2086-270; UNCTAD, 2005).

As Pini and Cigliutti (1999) and Onis (2006a) pomut; the neo-liberal
policies as that of; liberalizing foreign trade irag, removal of exchange rate
controls, applying specific policies with incentsveo attract FDI, downsizing of the
government, privatizing public services supportittesa that democratic governance,
free market-economy together with economic openaessiecessary ingredients for
development (Pini, Cigliutti, 1999; Onis, 2006a8ebonang (2006) and UNCTAD
(2005) highlight that these policies were first kb in Latin America than for the
rest of the developing countries. The internatianatitutions like the World Bank
and IMF believe that FDI is an important factoragvelopment in the developing
countries (Kebonang, 2006: 255-270; UNCTAD, 2008). the last 30 years

democratization in the developing world increassmarkably and countries became



interested in promoting and improving their demicrgovernance (UNCTAD,
2005).

Scholars like Dailami (2000), de Soysa (2003a),Quan and Reuvency
(2003), Maxfield (1998), Rudra (2005) and Gallagf2®02) studied the political
effects of FDI.  As argued by Dailami (2000), deysa (2003a), Li Quan and
Reuvency (2003), Maxfield (1998) and Rudra (2006% financial liberalization,
democracy can be spread to the developing worliley Emphasize that in order to
attract foreign investors, the developing countpesmoted democratic governance.
FDI also has an indirect effect on democratic dgwalent. FDI increases the
economic growth in the developing countries. Tdgsnomic growth improves the
education and lives of the citizens and promotewnadeatizatioh and democratic
development. Dailami (2000), de Soysa (2003a),Quian, Reuvency (2003),
Maxfield (1998) and Rudra (2005) also emphasize gbeial and psychological
effects of FDI on the developing countries dueht® teason that MNESs stay in host
countries for a long time and interact with thealogovernment and local people
which results in the learning process in regardeshocratic ideas and values, to take
place (Dailami, 2000; de Soysa, 2003a; Li Quanveeay, 2003: 29-54; Maxfield,
1998: 1201-1209; Rudra, 2005: 704-730). GallagBén?) believes that MNEs go
to authoritarian regimes. Gallagher emphasizesiRbafosters authoritarianism and
degrades the local economic environment in ordegdm increased amounts of
profits (Gallagher, 2002; 338-372).

The effects of FDI depend on whether FDI comesrimary or non-primary
sector, whether the FDI comes from a developecweldping country as well as the
absorption capacity of the host country and whetfiel is made via Greenfield,
joint ventures or Mergers and Acquisitions (M&A)daprivatizations. In this regard,
FDI from developing countries is less likely to spd democratic values and ideas.
FDI in non-primary sectors promotes the economigebigpment and thus has

positive effect to the democratic consolidatiortha host country. It is believed that

' Democratic governance means to set up policiessolve the problems the country faces within the
legal framework (UNDP, 2010c).

2 Democratization is the transfer from authoritaniagime to democratic regime.



countries with the absorption capacity can berfeditn the positive externalities of

the FDI regarding their democratization and develept. FDI via Greenfield/Joint

venture is believed to bring new productive asgetie country. On the other hand,
FDI via M&A and privatizations do not usually brimgew productive assets to the
country instead they use the current ones (Dailaf00; de Soysa, 2003a; Li Quan,
Reuvency, 2003: 29-54; Maxfield, 1998: 1201-1209ydR, 2005: 704-730;

Gallagher, 2002; 338-372).

In this regard, in this dissertation the link bedwecapital flows and the
political liberalization and democratization in aed of Turkey and Argentina in
between the years 1980-2000 will be analyzed. rithim research question explored
is whether FDI contributes to the improvement ofmderatization in Turkey and
Argentina during the 1980-2000 period. Even though effects of FDI on
democratization have been studied a lot by schotamdirect analysis of the pre-
mentioned countries has not been made. Even thiwegtwo mentioned countries
have no geographical proximity or relation, theypexenced similar patterns of
economic and political developments during the 12800 period. Therefore, the
comparison of Argentina and Turkey in regard of 'B[@ffects on democracy during
the 1980-2001 period is an original research topikhe comparison of the two
aforesaid countries have been found necessary @ubet fact that both of the
countries experienced the rise and the fall of rthiltary regimes throughout the
history and both of them returned to democracyhe1983. Similarly, in both of the
countries FDI began to increase in the 1980s wit#h commence of neo-liberal
program and this period coincided with the leadersh Turgut Ozal in Turkey and
Carlos Menem in Argentina, both having uncheckedstitutional authority. Even
more, both of the countries faced economic cristh tveavy burdens on the lives of
the citizens during the same periods and thus th bb the countries the Human

Development Index (HDY)values stayed almost stable and FDI values desileas

3 HDI is a summary of measuring long-term progrdss country in three basic dimensions as; living
a long and a healthy life, having access to regsuneeded and living a decent standard of living.



The dissertation proceeds as follows; following iatroductory chapter
regarding the literature review of FDI-democraciatien; the two cases will be
analyzed from an historical perspective. In thedtichapter, FDI in Argentina and
Turkey will be explained and then in the fourth ptes the two cases will be
compared and contrasted in regard of the effedt@f on democracy in the time
period of 1980-2000. This will be followed by tleencluding remarks and the

limitations of the dissertation.



CHAPTER |

THE CONTOURS OF DEMOCRACY AND FOREIGN DIRECT
INVESTMENT

Foreign Direct Investment is an important sourceecdnomic growth and
development for the developing countries. Duri®@g@ and 1970s, due to the legacy
of colonial exploitation, developing countries beeahostile to the foreign direct
investment (Kebonang, 2006: 255-270; Gilpin, 1987)his hostility brought
problems like the uncompetitive industries, inchegdalance of payments deficits
and lack of financial capital (Cohn, 2000). ASUNCTAD (2005, 2006) in such an
environment, from 1980s onwards with the increasifapalization in the world,
governments in the developing world became intecest promoting FDI. This
period also coincided with the increasing demozsaditbn movements in the
developing world (UNCTAD, 2005; 2006).

Dailami (2000), de Soysa (2003a), Li Quan, Reuvé2§03), Maxfield
(1998), Rudra (2005) and Gallagher (2002) studmeddffects of globalization and
FDI and democratization (Dailami, 2000; de Soysa03a; Li Quan, Reuvency,
2003: 29-54; Maxfield, 1998: 1201-1209; Rudra, 20084-730; Gallagher, 2002:
338-372). Dunning (2002) analyzed the effectsarhdcracy on FDI and came up
with the idea why MNEs invest in developing cousgr(Dunning, 2002). First, the
terms FDI and democracy will be explained and ttbe, literature regarding the
effects of globalization on democracy, the effeatsdemocracy on FDI and the

effects of FDI on democracy will be analyzed.
11 FOREIGN DIRECT INVESTMENT (FDI)

IMF's 5" Edition of the Balance of Payments Manual and OBCD
Benchmark definitions are the standard definitioh$-DI. Accordingly, FDI is a
cross-border investment made by a foreign entitgndities resident in one economy
namely the direct investor with the aim of acquiria long lasting interest in an
enterprise namely the direct investment enterpudech operates outside the
economy of the investor (IMF, 1993; OECD, 2008)s @ECD (2008) highlights,
the meaning of long lasting interest is that thera long term relation between the



direct investor and the direct investment enteepaisd that the investor has influence
on enterprise management. The dominant playeFDintransactions are the large
Multinational Enterprises (MNE) FDI enhances the technology and know-how

transfer which can lead to economic developmentGDE2008).
1.1.1 General Trends of FDI

IFC (1998) draws attention to the point that foreidirect investment in
developing countries fluctuated over time in regeoto changes in the investment
environment which include government policies fareign direct investment as well
as government’'s wide economic policy agenda. TIwB, reflected the policy
changes in developing countries; in the 1950s impabstitutioni, in the 1960s
natural resource led development, in the 1970<tstral adjustmefitand in the
1980s transition to market economies and the iseckaole of private sector in the
1990s (IFC, 1998).

“In this study Multinational Enterprise (MNE) andafisnational Company (TNC) terms are used
interchangeably and have the same meaning.

® Import Substitution is a trade or economic poliégniag to reduce the foreign dependency of a
country through the local production of industrelil products.

® Structural adjustments are the policies of IMF &viorld Bank pursued in the developing countries.
They are the policy conditions for getting new Isdrom the IMF or World Bank or obtaining lower
interest rates on the existing loans.



Figure 1: FDI Inflow-GDP Ratio, 1970-2005

Ratio
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Source: UNCTAD (2006).

As of IMF (1993) in the 1990s as a result of thegnation of international
capital markets, FDI flows grew strongly in the VWdoeven increasing the global
economic growth or global trade. Global inflowsgrby an average of 13 percent a
year during the years 1990-1997. During the tifd@8t2000, the inflows increased
by an average of circa 50 percent a year. Duhigytime, the inflows were driven
mostly by cross-border mergers and acquisition® ififlows reached to US$ 1.5
trillion in the 2000. In the 2001 the inflows dieed to US$ 729 billion due to a

drop of cross border merger and acquisition (M&Axmong industrial countries

" When a firm decides to invest instead of exportingan choose to make Greenfield investment in
which the single investor establishes a new plara host country. The subsidiary in this type of
investment is wholly-owned by the investor and plagent company holds at least 95 percent equity
shares in the affiliate. The second choice isjdir venture in which there are multiple investing
parents and none of the investors holds more tlapedcent of the equity shares in the affiliate.
Third is the M&A in which the firm acquires the a$s of a local firm and combines them with his
own assets (Raff, Ryan, Stahler, 2004). Privatnat also used as a way to invest in a countirs
believed that Greenfield investments are the begtedients for productivity. Similarly, Joint
Ventures also increase productivity but privatizas and M&A do not bring new productive assets
but they are able to replace the inefficient cdpitanagement and enable better use of the existing
productive assets (Ferraz, Nobuaki, 2002: 383-99).



(IMF, 2003). Figure 1 explores the ratio of ta&| net flows to the world GDP in
between the years 1970 and the 2005.

As to Fig.1 in the 2004 and the 2005 FDI inflowsregased substantially.
They rose by 27 percent in the 2004 and 29 pergcetihe 2005. In the 2005
transnational companies (TNC) included 77,000 gazempanies with over 770,000
foreign affiliates. In the 2005, they have genedlatirca 4.5 trillion US $ in value
added, employed circa 62 million workers and exgbrjoods and services which
are valued more than US$ 4 trillion (UNCTAD, 300

However, geographical distribution of FDI inflowsntinues to be uneven.
Between the 1985 and the 1990, 83 percent of F@Wdltook place in developed
countries. (de Soysa, 2003) In the 2004, worldjs MNEs were dominated by EU,
Japan and US (UNCTAD, 2006). But, also FDI flowsl&veloping countries began

to rise over the two decades.
1.1.2 FDI to Developing Countries

As Jonas and Wren point out first investments endaveloping world began
with the colonial exploitation. Large trading coamges from UK and Netherlands
entered to Asia and America and got the contrahef markets of cotton, silk and
spice. The investments of Britain and French fedusn extracting natural resources
in Latin America, Asia, Africa and Australia. Aft§Vorld War 1, modern MNEs

began to invest in developing countries (JonasN\2806).

Within the context of the view of Cohn, from the808 to first decade of 20
century is the time when there were very few FDOdtnmetions in the developing
world. Thus, FDI grew substantially and concemttlabn the exploitation of natural
resources. World War | and nationalization of fgne capital following the
Revolution in Russia in the 1917 resulted in thereéase of FDI growth. The onset
of Great Depression in the 1929 brought the endgealvy flows of FDI. During the
interwar period, some developing countries liket tbh Egypt moved to more

nationalist policies regarding the foreign investitsg Cohn, 2000).



In the 1960s due to the legacy of colonial exptmtg stagnation in the
economic development and widespread poverty, dpwrejacountries became highly
hostile to FDI. International trade and foreigmital became to be seen as enemies.
MNEs became to be regarded as the tools of exptmtaf the“periphery” by the
“core” which was at the end the main reason for undetdpweent in the south.
Thus, many countries in the developing world, esgcthose in Latin America,
Africa and South Asia adopted import substitutit8i) strategies in order to protect

their domestic industries (Gilpin, 1987).

However, the hostility of developing countries todss FDI brought
economic problems such as; uncompetitive industineseasing balance of payment
deficits and lack of financial capital (Cohn, 2000n the other hand, Gilpin (1987)
emphasizes that East and Southeast Asia practced export-led growth strategies
which brought enormous gains (Gilpin, 1987). Witie debt crisis of early the
1980s, many developing countries got forced to romfincreasing international
competition and started to view FDI as an econostiimulator (Kebonang, 2006:
255-270). UNCTAD (2006) mentions that as a restilthe desire to attract FDI,
governments in developing countries became forecegrovide more hospitable
environment to foreign investors which include memnomic liberalization and
more openness (UNCTAD, 2006).

At the end of the 1990s, the number of foreigniatés located in developing
countries was 129,771 and the ones located in deedlcountries were 93,628 (Li
Quan, Li, Resnick, 2003a: 1-37, 2003: 1-37). Ie 22005 inflows to developed
countries was US$ 542 billion which is an increat87 percent compared with the
2004 rates. The inflows to developing world roseJS$ 334 billion which is in
percentage terms 59 percent of total global inv&dd (UNCTAD, 2006). Uneven
FDI inflow distribution continued to be a problewr the developing countries. One
third of the developed country FDI global stockstgds economies namely; China,
Hong Kong, Argentine, Brazil and Mexico (IMF,1993).China, Hong Kong,
Singapore, Mexico and Brazil are the largest Filbm recipients in the developing
world (UNCTAD, 2006).



UNCTAD (2006) points out that Asia is the favordestination for foreign
investors. In between the 1998-2001, half of FBihg to developing to world went
to Asia which corresponded to 18 percent in wodthlt FDI inflows. This was
followed by Latin America and Caribbean, Centrall &astern Europe and the €IS
FDI inflows to Africa accounted only 3 percent obnid total (UNCTAD, 2006). In
Asia their largest recipients were China and Hoogd<(IMF, 2003).

Brazil and Mexico were recorded as the largestprents in Latin America
(IMF, 2003). Inflows to Central and Eastern Eurapéd CIS mainly went to Russian
Federation, Ukraine and Romania (UNCTAD, 2006). gddan (1997) emphasizes
that FDI to developing countries mainly went to mm@cturing and processing
industries. But in the past, it was associatedh wiatural resource richness
(Boughton, 1997). Manufacturing FDI has been eté@ increasingly by Asia
especially in automotive, electronics, steel antrgoehemical industries. On the
other hand, FDI in primary sector in Latin Amerigeew significantly accounting
nearly 25 percent of total inflows. The resoureeking Latin American countries
were; Venezuela, Colombia, Ecuador and Argentif®l inflows to Africa were
mainly on natural resources, especially oil to doas like Algeria, Egypt,
Equatorial Guinea, Mauritania, Nigeria, and SudaNCTAD, 2006).

1.2 DEMOCRACY

As to Schumpeter (1950) the method called demacratihe one in which
there are institutional arrangements to arrive @ttipal decisions and in which
individuals have the power to decide by competistreiggle for the people’s vote.
Accordingly, open, free and fair elections are st ingredients of a democracy
(Schumpeter, 1950: 250-273).

Regarding the measurement of democracy, this stsdgoing to adopt

Human Development Index (HDI). HDI is a summary méasuring long-term

8 CIS was founded in the 1991 following the dissolutof the Soviet Union. Its members are;
Azerbaijan, Armenia, Belarus, Georgia, Kazakhstl&yrgyzstan, Moldova, Russia, Tajkistan,
Turkmenistan, Uzbekistan and Uraine (CIS, 2007).

10



progress of a country in three basic dimensiondigsg a long and a healthy life,
having access to resources needed and living andstandard of living. In this
regard, life expectancy at birth, GNI per capitginchasing power parity (PPRJS

dollars, means years of adult education (averagebeu of years of education
received in a life-time by people aged 25 years alwkr), expected years of
schooling for children of school entrance age (totanber of years of schooling a
child of school-entrance age can expect to recédiy@evailing patterns of age-
specific enrolment rates stay the same throughwuthild’s life) (UNDP, 2010a:1)
will be analysed in Argentina and Turkey during @2®00° The reason for to
choose HDI is because the overall democratizationoantry will be analysed in
regard of the improvement of the living standarfishe individual beings in the

country.

Within the context Huntington articulates that demnadization is the
transition from authoritarian regime to the demtcraegime and the waves of
democratization are groups of transitions occuritng specific period of tim&.The
first two waves had been succeeded by reversalsirind the reversals, some
countries stayed democratic and only some returt@dauthoritarian rule
(Hungtington,1991).

Huntington (1991) emphasizes that the first wavdeshocratization began in
the early 18 century along with the increase of suffrage rigittd made a peak after
World War I.  With this wave, 30 countries estaflid least minimal national
democratic institutions. The reversal began in #8922 with the accession of
Mussolini to power. Democratic institutions in nyacountries were overthrown by
military coups. The regime changes were a reflacbf communist, fascist and
militaristic ideologies. The reverse lasted utité¢ 1942 with the world democracies

decreasing to 12 (Hungtinton, 1991).

® Purchasing Power Parities (PPPs) are currencyecsion rates. Countries convert to a common
currency and equalize the purchasing power of mdiffe currencies. They eliminate the price level
differences between countries. (OECD,2011)

% Human Development Index (HDI) runs from o (low)lt¢high human development).

» Note that not all of the transitions to democramscurred during three successive waves
(Huntington, 1991).
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Huntington (1991) explains that the second wavelehocratization began
with World War Il. But due to the growth of commsim and the failure of many
postcolonial democracies, by early the 1960s therse took place. The reversal of
the second wave democratization brought pessimmsmegard of the applicability
and stability of democracy in the developing cost{Hungtinton, 1991).

As to Huntington (1991) the trend of democratizatidhe third way
democratization has risen again since the mid-1itbsthe decline of military rule
in Spain, Portugal and Greece. The fall of comm®mmnalso marked an upsurge in
this wave. Overall, the transition to democracywaaylobal one. The third wave of
democratization has added approximately 50 new demi@s (Hungtinton, 1991).
The third way democratization is still continuing.here have been some reversals
but still the trend continues to shift up. The dhwave democratization coincides
with globalization boom (de Soysa, 2003a). The ldvowitnessed increased
interchange of people together with goods, inforomatinformatics, media and
capital in other words the increase ‘@&conomic globalization” (Friedman,1999
cited. Milner, Mukherjee, 2009). Economic globatiaa includes the liberalization
of trade and capital account liberalization (Miln&tukherjee, 2009). One of the
basic aims of economic globalization is the inceea$ FDI flows. (de Soysa,
2003a). Thus, it could be nesessary to considereffects of globalization on

democracy while studying the effects of FDI on deraoy.

1.2.1 Theoretical Review on the Effects of Globakion on Democracy

Li and Reuveny (2003b) argue that there are thoeegpeting propositions in
regard of the effects of globalization on democragjobalization promotes
democracy, globalization prohibits the consolidatioof democracy and
democratization does not have anything to do wittbajization (Li, Reuveny,
2003b: 29-54). Lipset (1959) argues that globatratoosts economic growth,
promotes education and thus enhances the path débdtical freedom and
democratization (Lipset, 1959: 69-105).
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Oneal and Russett (1997) emphasize the role ofmatienal institutions in
promoting democratization. Based on the notiorKaht that democracies rarely
fight each other, it was believed that commercialleliests raise demand for
democracy (Oneal, Russett, 1997: 267-293). For ebtadconomy to operate
efficiently, some democratic features of domesigtitutions such as accountability,
transparency and decentralization are necessahus, Tdeveloping countries face
pressure for democratization while they get integtato the world economy
(Bhagwati, 1995: 263-281).

Li and Reuveny (2003b) highlight the impact of eslagus economic forces
on state. Globalization pushes states for dealerdtion. As a result of the
declining state control such as the weakening serking capacity of the state elites,
and their reduced incentives to resist democranydeveloping countries, the
bargaining power of business and market increaggsthier with the increase of the
entrance of labor unions, business associatioostlv political arena (Li, Reuveny,
2003b: 29-54). The worldwide economic integrati®®mphasized in regard of the
effect of globalization on democracy. Globalizatieeduces the information costs
and increases the contact between developing ¢esir@nd developed democracies,
thus intensifies the diffusion of democratic idéashe developing world (Diamond,
2002: 21-35).

Li and Reuveny (2003b) also argue that globaliratieteriorates the political
environment in developing countries. First of ab,a result of the increased capital
mobility across countries, and increased marketrbeid resources and production
facilities, the autonomy of the state over econoamd social policies decreases (Li,
Reuveny, 2003b: 29-54). In order to attract foresgypital, governments introduce
some public policies which please the internatiam@hmercial interests instead of
the citizens. Thus, the quality of democracy dases (Gray, 1996). Muller (1995)
argues that globalization increases the gap betwkenNorth and the South.
(Muller, 1995: 966-982).
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1.2.2 Theoretical Review on the Effects of Democraon FDI

Dunning (2002) offers the logic that the decisiools MNEs to make
investments abroad depend on three conditions wyar@inership, location and
internalization (OLI). Ownership is the specifidvantages namely; unique property
rights, product innovation or market advantage dwers in other countries in order
to secure their returns. Location advantage isatheantage such as access to large
foreign market or savings in transport costs. rivdbzing means; instead of simply
selling or licensing his technology needed for pneduction process, MNEs have a
desire to produce the product in a foreign locationorder to internalize the

advantages across different markets (Dunning, 2002)

Before the 1990s, FDI had gone mostly to develammeohtries. In the 1990s,
85 percent of world FDI inflows went to industrisdd democratic countries.
However, the situation began to change in mid 8@0% (Jensen, 2003: 587-616). Li
and Resnick (2003a) believe that MNEs prefer teestvin authoritarian regimes
because the lack of constraints in authoritarigimes is seen profitable for MNEs.
They argue that authoritarian leaders are ablertwigle advantageous deals to
foreign investors at the expense of tax payersand Resnick (2003a) also highlight
that; authoritarian regimes can protect the foresgpital from public pressure for
high wages, business protection and stronger lalgbts. They emphasize that,
without strong pressure from below, they are ableemact efficiency enhancing
economic reforms (Li, Li, resnick, 2003a: 1-37, 200-37).

Jensen (2003) argues that even though FDI to dewmgl@ountries increased,
large part of FDI still goes to rich, highly taxel@veloped democracies (Jensen,
2003: 587-616). Jensen (2003), Jakobsen and dea$2§86b) emphasize that the
unlimited power of the authoritarian leaders bringstability to the political
environment. The political risks include arbitraypropriation, nationalization and
other forms of ex-post government interventionshsas; tax rates, depreciation
schedules, tariff rates and changes in other pslithat affect the multinational
operations directly (Jensen, 2003: 587-616; Jakgbde Soysa 2006b: 384-410;
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Kebonang, 2006: 255-270). Even though nationabmais not a common practice
nowadays, it still continues to be a great politiesk for MNEs due to fact that
nationalization expropriates revenue streams amug®rpolicy changes (Jensen,
2003: 587-616).

Within the context, Jensen (2003), Jakobsen an8aysa (2006) articulate
that the political and economic risks are the bsggencerns of the foreign investors
who have the intention of investing in developimgiatries. The unpredictability of
the policies, excessive regulatory burdens, deftcemforcement of property rights
and the lack of commitment in the government alyph major role in deciding to
invest in a developing country. MNEs prefer theveyoments that can minimize
these risks (Jensen, 2003: 587-616; Jakobsen, yea 06b: 384-410). Jensen
(2003) believes that democratic regime is seeretmbre credible and accountable
due to its democratic institutions which can gusgarow political risks for foreign
investors (Jensen, 2003: 587-616).

Globerman, Shapiro, and Tang's (2004) studies steffa European countries
and Biglaiser and DeRouen's (2006) studies in L&tmerica emphasize that
democratic features play a critical role in attiragtFDI (Globerman, 2004: 19-40;
Biglaiser, 2006: 51-75). Schulz (2009) believeattthe reason that there are
conflicting results in regard of the effect of desracy on FDI is that scholars do not
distinguish between different types of FDI. He daded that democracy is
negatively correlated with FDI in resource seekprimary industries but it is
positively correlated on market and efficiency segkFDI in the non-primary
sectors (Schulz, 2009).

1.2.3 Theoretical Review on the Effects of FDI on&nocracy
Gallagher (2002) points out that multinational eptises ignore political
rights and civil liberties when they invest in auotry and since repressive policies

create a stable, well controlled and relatively lo@st environment for the foreign

investors, foreign investors foster repressive megi in developing countries
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(Gallagher, 2002: 338-372). Gray (1996) believest tim order to attract FDI,

governments issue some policies which please th&Mnhither than the public.
MNEs constrain the actions of states as well asrlamd communities and thus
decrease the accountability of governments to dters which at the end effects the

consolidation of democracy in a negative manneay(1996).

Jensen (2003) emphasizes that on the basis of dba@ of Kant that
democracies rarely fight each other foreign commeéncterests increase the demand
for democracy in developing countries to providstable and peaceful investment
environment to the foreign investors. MNEs do noéf@gr countries with high
political risks because the cost of disinvestinggital assets is extremely high and if
governments change their related policies afteirthestment of MNESs, the profit of
MNEs will be affected badly (Jensen, 2003: 587-616¢ Soysa (2003a), Jensen
(2003), Li, Reuveny (2003b), Oneal, Russett (1983iht out to the importance of
democracy in the choice of foreign investors inesting to developing countries (de
Soysa, 2003a; Jensen, 2003: 587-616; Li, Reuved§32 29-54; Oneal, Russett,
1997: 267-293). In order to attract foreign inmesht, governments reduce the cost
of doing business and increase the predictabilitthe rules of the system within
which firms conduct their business. (de Soysa,<3a00ensen, 2003: 587-616; Li,
Reuveny, 2003b: 29-54; Oneal, Russett, 1997: 2@jJ-2Qipset (1959) argues that
FDI boosts economic growth in developing countri€dome scholars believe that
economic developing promotes democracy (Lipset9189-105). Li and Reuveny
(2003b) believe that FDI with its economic positis@llovers, increases economic
growth and improves education which all at the évsters the consolidation of
democracy (Li, Reuveny, 2003b: 29-54). MNEs havstay in host countries for a
long time that they interact with local governmeaisl local people which result in
ethical and social benefits to host countries sash consumer rights, labor
standards.etc. which are necessary conditionshi@rcbnsolidation of democracy
(UNCTAD, 1999). Li and Reuveny (2003b) highlightait FDI has substantial social
and psychological effects in the developing coestriFDI’s involvement in the host
economy promotes transparency, accountability affdctereness of domestic
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institutions and reduces state interventions amgssive economic regulations. (Li,
Reuveny, 2003b: 29-54).

Li and Reuveny (2003) used 4 indicators while maaguglobalization
namely; trade openness, foreign direct investméoivsi portfolio investment
inflows, and the spread of democratic ideas. [&Be effect, they argue, is related
with contact based mechanisms. They operationatizey using geographical
approximation that they believe that political regiof a country is more likely to be
affected by the political regimes of countries tha¢ around that country. Even
though this is true, since MNEs are already in liest country, the interaction
between MNEs and host countries are frequent aredtdi Thus, it can be concluded
that the presence of MNEs from developed demoaadances the consolidation
on democracy in the developing countries. So EDthe better choice for the
exporting of democratic ideas from democracies &vetbping countries (Li,
Reuveny, 2003b: 29-54).

Dailami (2000) emphasizes that with the help offba inflows authoritarian
states feel forced to decentralize power. As altred the free mobility of foreign
capital, government’s selection and management afroeconomic policies are
restricted (Dailami, 2000). It is necessary to &g central governments lose their
control over economic and social progress in otdeattract FDI. This at the end

enhances the path for social pluralism (de Soy88&0

Li and Reuveny (2003), de Soysa (2003), and Ru2ibay) have tested the
relationship between globalization and democradyarid Reuveny (2003) showed
that FDI's effect on democracy is significant arwkifive. In their studies Li and
Reuveny (2003) used 127 countries from the 1940ad 996. Rudra (2005) linked
trade and capital flows with democratization. hhalgzed 59 developing countries
from the 1972 to the 1997. Rudra dropped FDI fittven model because he found
that FDI had been highly correlated with trade ahdt the preliminary results
showed that the effect of FDI is not significantttwbr without trade. De Soysa

(2003) analyzed the relation between FDI and deawycfor circa 100 countries
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from the 1970 to the 1999. Accordingly, he fodihat FDI stocks as a percentage of
GDP has a small but positive long-run effect on deracy. The reverse effect of
democracy on FDI stocks is also significant buthwat negative coefficient. (Li,
Reuveny, 2003b: 29-54; de Soysa, 2003a; Rudra,: 2036730).

De Soysa (2003a) used Vanhanen Index which is bas@dy on domestic
election system focusing on political competitiondapolitical participation and
Rudra (2005) and Li and Reuveny (2003b) used P®lityvhich concentrates on
different aspects of democracy. It can be concluted the effect of FDI on
democracy depends on the type FDI whether it isuree seeking concentrating on
extracting natural resources, primary sector oisitnarket or efficiency seeking
concentrating on non-primary sectors, on the alsorgapacity of the host country
and depends whether the FDI inflows go from a dg&d or developing country.
FDI from developed countries enhances the congaidaf democracy. FDI in
non-primary sectors enhances the consolidation @hatracy in developing
countries. Similarly, FDI via Greenfield investmgiaind joint ventures is more likely
to increase the productive capacity of a countrgntithe FDI via M&A or
privatizations (Li, Reuveny, 2003b: 29-54; de SoyX#03a; Rudra, 2005: 704-730).
Primary sector is limited with resource seeking FMlich mostly concentrates on
accessing and extracting raw materials. Most FaWifig to developing countries in
the 1960s was resource-seeking. In the 1970xitiilsof FDI began to decrease and
replaced mostly with market seeking — seeking foaex its market- and efficiency
seeking — seeking to decrease costs- FDI, con¢egtran non-primary sectors. FDI
going to a country that has minimal democratic capdike that of the human
capital to absorb the technology, the effect of BDldemocracy is recorded to be
positive (UNCTAD, 2006).
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CHAPTER Il

ARGENTINA AND TURKEY IN BRIEF

Onis (2006a) describes Argentina and Turkey aswbecountries on the path
from democratic transition to democratic consolmat Both of the countries
retuned to democracy on 1983 after a long perioghibfary interludes. This period
also coincided with the application of the neo4lddeeconomic policies in both of the
countries. Both of the countries opened up themnemies and began liberalization
and privatization projects. Even though these iagfbns brought with them the
fragility of the economy and crisis-prone economsticicture, both of the countries
experienced a break from their military-interludene history (Onis, 2006a). First
the history and democratization of Argentina andenththe history and

democratization of Turkey will be analyzed.

2.1  BRIEF OVERVIEW: ARGENTINA
2.1.1 The Independence

Jonas (2002) draws attention to the point that Aliga became independent
in the 1816. During that time, Argentina used todoe of the poorest colonies of
Spain. It used to face high economic and politioatability. At the end of the
1850s and beginning of the 1860s, the internal iwdhe country was devastating.
At the last quarter of the f'%entury, the economic situation of Argentina began
change. This was due to two important technoldgicamovations namely;
developments in regard of agricultural product ages and cheap transport
technologies. Therefore, demand for Argentina pct&lincreased in the world and
Argentina turned out to be a fast growing econodonés, 2002).

Sorenson (2001) highlights that after the beginrohghe 1990s; Argentina
became one of the richest countries in the woillle suitable economic conditions
in the world attracted foreign capital. With tmenmigrants coming to Argentina, the
population of Argentina turned out to be 7.5 milicn the 1913 which was 3.3
million in the 1890. In the same period, the c@pstock increased by 4.8 percent
annually. During that period, the standards ahtjvin the country increased rather a
lot (Sorenson, 2001).
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Alvaredo (2007) emphasized that in the 1913 the gagita income in
Argentina was 4519 dollars and it was 6308 dollarshe USA, 6800 dollars in
Australia, 6130 dollars in New Zealand, 5290 dallar Canada, 3584 dollars in
Sweden, 4147 dollars in France, 2512 dollars inaRith 3050 dollars in Italy, and
2682 dollars in Spain (Alvaredo, 2007 cited Erg2®i.0).

As to Ergun (2010) Argentina used to be a greatodgp of agricultural
products until the time of World War |. Argentirexported its products to
industrialized countries especially to Great BnitaEven though agriculture was the
leading economic force, industrialization and depetent of modern services also
took place in Argentina. The role of foreign direovestment (FDI) was significant
during that period. FDI was the main channel cht®logy transfer together with
the immigrants coming from Europe (Chudnovsky, LQp2008). However, one
important point was omitted during that period @theconomic growth. Since, the
economic growth and local finance structure ofititistry were not mature enough
before the war period, Argentina economy was fiednby foreign capital which
made Argentina economy dependent to foreign tradefareign capital. However,
the stability in the economy continued without migetion until World War I
(Ergun, 2010).

From the 1912 to the 1930, during the time of thest fwave of
democratization, Argentina experienced the tramsitto a democratic regime
(Alston, A.Gallo, 2005; Huntington, 1991). Key igtional reforms were made
during that period. On one hand, rule of law waargnteed and on the other hand,
some new laws which aimed at the protection of @ryprights and infrastructure
were enacted. Similarly, in the 1916, first freed &air elections were held in
Argentina (Chudnovsky, Lopez, 2008).

Until the 1930s, Argentina experienced 70 yeansabtical stability which at
end facilitated its economic development. Argemtinas ranked as one of the
wealthiest countries of the world. Despite WorldaW brought some economic
problems to Argentinaaccording to its per capita income, in the 1920gehtina
was ranked the"7in world (Sullivan, 2006).
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2.1.2 The First Military Coup in Argentina
2.1.2.1 The Great Depression

Ergun (2010) emphasizes that the Great Depressioted on October 24

1929 first by the decrease dEhirre bonds"in US in New York Stock Exchange and
defused to the entire world. The global crisis Hagrse results in Argentina. As a
result of the reduction in economic activities,emmational demand to Argentina
products decreased. Ergun (2010) also emphasizats the already cheap
agricultural products became even cheaper. Fadanos, Argentina’s main export
products; wheat, corn and ketene seed prices iweleet the years 1929-1933
decreased approximately 43 percent. The rapidedser in Argentina exports
affected the national economy. Argentina facediiant degradation in trade
balance (Ergun, 2010). In the 1930s during thesmwf the reversal of the first
wave democratization; the first military coup ing&ntina took place (Daseking et.al,
2004; Huntington, 1991).

Argentina was described as a country emonomic and political
distributional conflict. Politics were like a seamce of shift from civilian to
military, from business-oriented administrators labor-oriented administrators
while at the same time the economy was struggliitly its volatile cycles (Buxton,
Phillips, 1999). The first military coup ended 14 years of democracthe country
(Daseking et.al, 2004).

Ergun (2010) highlights that due to the negativéea$ of the Great
Depression; the state changed its economic polidygentina moved to a closed
economy following an import-substitution based isitial strategy. Some import
limitations like that of capital flow controls welgought in to be able to protect the
national products and gold standandas left and national currency was devalued
(Ergun, 2010).

2 Following World War I, in the 1944 Bretton Woodystem which is a system of monetary
management establishing the rules for commercidl farancial relations among the world’s major
industrial states was established. Under this systaternational Monetary Fund (IMF) and World
Bank were formed. Equally important, a system lsinib gold standard was established in the 1946.
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Within the context Ergun (2010) articulates thag tiegative effects of the
Great Depression in Argentina were moderate and-g&ron when compared with
the world standards. During that period, Argeriimaal production decreased by 14
percent from the 1929 to the 1932. It reachedh¢0l929 levels in the 1935. In the
same period, deflation was at a level of 6 percéfar instance, in US and Canada,
the gold standard countries, real production deerewas 30 percent. These
countries experienced circa 20 percent deflatidn. the same period, Mexico’s
production decreased 19 percent, Chile’'s 27 peraedtBrazil's 28 percent (Ergun,
2010).

With reference to the argument of de la Balze (}%®arting from the 1930s,
there was insight stoppage and recession in therdirgean economy. In the 1930s,
the real economic growth lied behind the populatioowth and with the effect of
the Great Depression; Argentina got alienated fthen Gold Age of the previous
years. However, since the Great Depression affealiethe countries, Argentina
reserved its position in the world. In the 1938géntina’s per capita income was 57
percent of the most developed countries’ per captames namely; US, Australia
and Switzerland. Argentina’s economy was an opssn@my before the Great
Depression in the 1920s by 33 percent but in tf#04%his percentage decreased to
25 percentde la Balze, 1995 cited. Ergun, 2010).

2.1.3 Juan Domingo Peron Period and Peronism

Jonas (2002) emphasizes that Juan Domingo Perorusgt to be Minister
of Labor in the previous military government wore th946 presidential elections.
This period coincided with the second wave of dematiation. Peron’s populist
politics increased the instability in Argentina avaore. Peron nationalized many
enterprises and increased the state control iretb@omy which was already high
(Jonas, 2002)As a result of the protectionist policies of Perdaring the 1945-55s,
FDI was not welcomed to Argentina (Chudnovsky, Lg@008).

Under this Standard, countries fixed their excharages relative to US dollar. The US promised to
fix the price of gold at 35 dollars per ounce. e®ystem lasted until the 1971 (Oran, 2002: 480).
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K. Lewis (2001) mentions that Peron expanded umaiion. K. Lewis
(2001) adds that he provided some short-term hisntefithe workers and tried to
empower the rural workers. K. Lewis (2001) alsopbasizes the statute Peron
brought which provided minimum wages for rural wenk (K. Lewis, 2001). Thus,
with these measures of Peron, the working classintegrated into the political and
economic scene (Daseking et.al, 2004).

Between the years 1946 and the 1951, the totalnumm@mbership in
Argentina increased from 520,000 to 2,334,000. il8ig, real wages of the
industrial workers’ increased by 53 percent (K. iv2001). However, in order to
be successful in his policy, Peron used rapid irecontrease as a political tool.
Naturally, the results of this policy were not faable to the economy of Argentina.
In the same manner, the deficits of the expropdiatgerprises increased rapidly and
as a result fiscal deficits augmented. In ordeclose the deficit, the government

monetized and as a result, inflation increaseddigpdonas, 2002).

Daseking et. al (2004) emphasizes that the dempdraérgentina did not
last long. In the 1955 the military coup overthrBeron’s government and forced
him to flee from Argentina. Peron’s return wasipbited for 18 years (Daseking
et.al, 2004).

Ergun (2010) draws attention to the issue thatowalhg the overthrow of
Peron, Peronism continued as a political movenreArgentina. After the ouster of
Peron until the 1973, many military and civilianvgonments ruled Argentina
(Ergun, 2010). During this time, Argentina encouete problems between the
military and the Peronists (Huntington, 1991). bietween the 1958-1962, during
President Frondizi’'s term, industrialization in Argina was promoted. During this
period, FDI boom in Argentina took place (Chudngyskopez, 2008). Khavisse,
Piotrkowski (1973) emphasizes that in the 1966jnduthe period of the second
wave democratization reversal, Argentina experidrao@ther military intervention.
During the 1966-69, FDI inflows continued to ingea Similarly, the share of
foreign firms in Argentina increased (Khavisse, tliowski, 1973 cited. ECLAC,
2001).
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Peron was re-elected after 18 years in the 1903fite (ECLAC, 2001). It
can be said that this period coincides with thedtkvave democratization (Ergun,
2010). Ergun (2010) puts emphasis on the issudePr@n approved some new laws
for the restriction of FDI After a year he died amd wife Eva Peron had succeeded
him. Eva had little political experience. Durihgr time, Argentina experienced
high inflation. He also added that other than thfathe economic deterioration,
Argentina experienced political instability (Ergu2010). In the 1976, the military
intervened again (Sullivan, 2006). At the end teé 1970s, Argentina was in the
middle of economic and financial crisis. Inflatisras high on one part and on the
other part; national currency was losing its vataadly. In between the 1976-1981,
fixed exchange rate system had been abandonedcandmy had been opened up.
In this framework, towards the end of the period, between the 1979-1981,
orthodox policy® namely “tablita” based on foreign exchange rats wapplied (F.
Dogruel, S. Dogruel, 2006: 89-90). Chudnovsky @0fentioned that the military
dictatorship passed new laws for the encouragewofdrDl inflows. But, during the
time of military regime, FDI inflows did not incre@ and even some TNCs closed
their subsidiaries in Argentina (Chudnovsky, Lop2@08). Military regimes face
with the problem of legitimacy in other words th@Ilplem of the acceptance of their
governing authority. Authorities respond to thi®lgem with a couple different
ways. First of all, during the first phase of tiitervention, the military leaders
enjoy the“negative legitimacy” created as a result of the relief appeared in the
public with the dislocation of the failed democcagjovernment. However, as time
passes this‘negative legitimacy” evaporates. In such an environment, some
authoritarian leaders promise for social reforms egonomic growth and
development (Huntington, 1991). The military diotahip’ encouragement of FDI in
Argentina could be interpreted with the fall“okgative legitimacy”of the military
dictatorship. Military government’s legitimacy alsveakens if it cannot achieve its

promises. Similarly, the achievement of the puepo$ the military dictatorship

13 Orthodox Policy: increase of public revenues, aedrease of public expenditures; Heterodox
policy: It is usually applied during chronic or hignflation periods. It is a macroeconomic stapili
program including not only tight fiscal and mongtarolicies but also price, wage and foreign
exchange controls.
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brings with it the loss of purpose which resultaiagn the weakening of legitimacy
(Huntington, 1991).

Huntington (1991) mentiones that in Argentina, dgrithe 1978-80, the
applied economic policies resulted with economiorho However, this was an
“artificial boom” which brought fall of import prices and the fali competitive
strength of the local industrialists. Similarlybrought the increase of export prices.
Thus, this artificial boom bursted in the 1981 ahd economy went into deep
recession. Following that, unemployment and irdlatose together with the loss of
value of the Argentinean peso. Argentina expegdnteavy capital flight together
with the fall of its reserves. As can be seen,thiary could not accomplish its
promise in Argentina. General Le Opoldo responoetthis situation in the 1982 by
invading the Falklands Islands. War with Britaieghn in 1982 and lasted for 2.5
months. General Le Opoldo’s failure in the wagught the transition to democracy
in the succeeding years. Similarly, during thimdi of military dictatorship,
Argentina government eliminated th&6ntonero Guerillas” (Argentina Peronist
Urban Guerilla Group) and restored order and aeudats aims. As a result, one
major reason to legitimize Argentinean military gavment faded away. The
military dictatorship in Argentina responded by mamting the repressive politics in

the country (Hungtington, 1991).
2.1.3.1 Return to Democracy and Alfonsin Government

Pini and Cigliutti (1999) mention that in the 1988rgentina returned to
democracy under Alfonsin. After the 1983 Argentilich not experience any military
interventions but instead experienced the cyclefadif and rise of the leaders
succeeding the change of economic conditions. ,(Rgliutti, 1999). From the
1980’s to the 1985 and from the 1985 to the 19%fks,country’s GNI per capita
decreased. The HDI value stayed more or lesg staé to the fact that the country’s
life expectancy and education rates stayed molessrstatic (UNDP, 2010a).

Pini and Cigliutti (1999) also add that the periofl democratic return
coincided with the economic crisis. The countryntvento bankruptcy due to

increased external debt (Pini, Cigliutti, 1999).n that period, as a result of
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successive high-rate devaluations and uncontrdiedget-deficits, the inflation
increased to 672 percent in the 1985 from 165 péncethe 1982 (F. Dogruel, S.
Dugruel, 2006: 89-90). During this time, FDI contated on sponsoring the
national debt (Basualdo, Fuchs, 1989 cited. ECL2Z@D1).

With the Raul Alfonsin government, a new era begarArgentina. The
government faced many challenges as; consolidafi@®mocracy in a country that
was devastated by military coups and dictatorshipat faced high level human
rights violations, that had high inflation and massexternal debt. Argentinean
people became hopeful with the arrival of the denmog however, it sank away after

five and half years (Tedesco, 1999).

Pini and Cigliutti (1999) draw attention to theusghat with Alfonsin, a neo-
liberal model was imposed. This model saw the avelfstate too bureaucratic and
inefficient. Neo-liberal model also believed thia¢ inefficient and bureaucratic state
was hindering the normal functioning of the freerke& due to its regulations, taxes
which were put on capital and due to its decreasinghber of investments and
employment levels. Thus, the government was dowedsi public services were
privatized and social spending was lowered downi(Rligliutti, 1999).

Tedesco (1999) underlines that in the 1980s wighdhsis, unemployment
increased rapidly, and annual inflation came toewell of 1000 percent. This
situation was met by the Alfonsin Government wittme inefficient responses
(Tedesco, 1999). Pini and Cigliutti (1999) dravieation to the point that the
country committed greatly to the laissez faire exroits. Privatization,
decentralization and transference of responsgulitirom national level to the
provinces took place. The policies brought minirsatial spending in education,
health and social services thus at the end theughtoimpoverishment, social
inequality (Pini, Cigliutti, 1999). GNI per capitiuring 1980s decreased (Appendix
4).

According Ergun (2010) due to this instability meteconomy, a new stability
program named Austral Plan had been prepared dridtpwpractice. It was put into

practice in the 1985 and applied until March th8@.91t was a shock program with
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the aim of decreasing inflation rapidly and elinting the public financial
instability. The plan was approved by the IMFs délements were; tight monetary
and fiscal policy, freezing of prices and wagesjt@vng to a new currency,
increasing in state economic enterprise produaisadandoning monetizing (Ergun,
2010).

Bahceci in his work in 1997, mentioned that witle tmplementation of the
plan, national currency peso was devalued, publdyrct prices were augmented
and new taxes were introduced. With the declaratb the monetary reform
package, Central Bank announced that Central Baak mot anymore going to
monetize to finance budget deficits. New currerfiaystral” started to be used. 1
Austral equaled to 1000 old peso and 0.8 Austrablegl to 1 dolla(Bahceci, 1997).

The Austral Plan, despite its positive results e tfirst months of
implementation, in the second half, as a resulea¥ing the controls, and appeasing
tight fiscal policy resulted with failure and infian rates began to rise. Neither the
policies to decrease inflation were supported lbycstiral reforms, nor adjustments
to ameliorate the effects of the taken measureg wWene(F. Dogruel, S. Dugruel,
2006: 89-90).

2.1.4 The Period of Carlos Menem
2.1.4.1 The Constitutional Reform

Tedesco (1999) stresses that at the top of thes,c@arlos Menem came to
the Presidency. He was elected freely. But, Menead an “unchecked

discretionary authority® (Tedesco, 1999)President Carlos Menem had inherited

14 Tedesco (1999) believes that as a result of thenani crisis of the 1980s, a term called
“delegative democracy”’emerged in Argentina politics. The teridelegative democracy”was
developed first by Guillermo O’'Donnell. He usedtésm to describe a form of democratic regime
which was seen in the third wave democracies. Atingly, the regime differs from the democratic
regimes of the Western Europe, North America ard@ommonwealth. It is different because the
“delegative democracy’has great emphasis on presidentialism. Presigdleotwins the elections in
“delegative democracies™ules the country according to his own preferencebus, in“delegative
democracies”’national interest definition and the policies betgovernment are designed by the
president directly. The decrees of the presidemthle to replace the legislation (Tedesco, 1999).
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a bankrupt government, a divided country when hak toffice in December the
1989” (Lewis, 2001)?

“President Menem has enjoyed the virtual absenteamy checks and
balances capable of frustrating his policies foramnof his term”(Tedesco, 1999).
Tedesco in his work in 1999 talked about the maggrees of necessity and urgency
that President Menem brought to the scene. Thase decrees which were not
formally listed on the constitution of 1853 (in @ft until 1994). The decrees of
necessity and urgency meant that executive wasalbrmelying upon some decrees

to respond to some emergent situations (Tedesc®)199
2.1.5 The Convertibility Plan

Chudnovsky and Lopez in their work in 2008 menttbniat during
Menem’s term, in between the 199And the 1996, Domingo Cavallo was the
Minister of Economy. During his time, Argentinash@ad a radical economic
liberalization (Chudnovsky, Lopez, 2008). Argeativas transformed from a state-
dominant economy to a free market economy. Moghefstate enterprises were
privatized and hyperinflation was eliminated, eaoiyovas opened to free trade and
investment. In the 1991, under Domingo Cavalle, government began the use of
the Convertibility Plan. This plan, pegged the émtina peso to US Dollar which
limited the printing of pesos unless they were ledckp by US dollars. Thus, with
this policy inflation was put under check (Sulliv@906).

The plan brought price stability and took hypeatitn under control within

the ' years of the plan. Equally important, the plaoktinflation to single digits.

*According to Lewis (2001) in the 1994 Menem triedpass a constitutional reform. The main
reason for the reform was to increase the ternh®fpresident. In the 1983 Consitution, the term of
the president was limited for one term. Menem wdrtb change it for his re-election. Thus a pact
namely, “Olivos Pact” has been prepared by the representatives of Mememby the Radicals.
Accordingly, Menem’s re-election was accepted. Betthe presidential term was reduced from six
to four years (Lewis, 2001).

16 BBC (2010) highlighted that there was also onedrtgnt economic development in the 1991. In
the 1991 MERCOSUR, which is South America’s leadirading bloc was set-up by Argentina,
Brazil, Paraguay and Uruguay. In the 1994 it gdimewider international status and became a
Customs Union. (it is a type of trading bloc wited trade area and common external tariff) Bolivia,
Chile, Colombia, Ecuador and Peru are the associmgmbers. Associate members join the free
trade agreement but remain outside of the CustonisnUBBC, 2010).
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Onis calls this system &an extreme version of a fixed exchange rate systdte
emphasizes thdthe plan eliminated government’s power to finarnmelget deficits
through Central Bank and restricted new money d¢ogato the inflow of foreign
exchange”(Onis, 2002b).

Onis (2002b) emphasizes that the plan involved nsxie privatization
works. As the mid-1990s came, Argentina had pieat all its public utilities and
public enterprises. The government used the pratadn revenues to offset fiscal
and current account imbalances and aimed at adgieviixed exchange rate system
(Onis, 2002b).

Onis (2002b) underlines that Argentina economy wWhsralized without
considering the competitive strenght of the econoniyus, the economy became
dependent to the external sources and fragileteread shocks (Onis, 2002b). Lewis
in his work in 2001 talked about the Mexican ecomormrisis. Accordingly,
Argentina was affected badly from the Mexican ecoitwo crisis. Between
December the 1994 and March the 1995, more thaillidnbdollars of deposits
outflew from Argentina. Through the 1996s, Argeatiremained in recession. On
February 7, 1996, emergency powers were grantedet@resident to decree taxes
and spending cuts. Therefore, Menem announcedeiewns reducing the military

spending and cutting social services together wilkers’ benefits (Lewis, 2001).

Onis (2002b) stresses that if looked at the styatexn its short-term effects,
it is seen that Argentina had received a break fitsnpast which was characterized
by economic stagnation and instability. But logkiat the strategy from its long-
term effects, it is seen that the short term bénefiere erased by the long-term
disadvantages. Inflation had been eliminated buhe same time the country had
lost its flexibility in the use of its monetary pol. Thus, authorities were unable to
respond to recession of late the 1990s. Correspolyd as a result of downsizing,
the flow of dollars decreased and Argentina econbegame vulnerable to external
shocks which were at the end an important reasonhi® fall of the 2001. The
country was affected badly as a result of the 188¥1998 Asian and Russian Crises
as well as the devaluation in Brazil with Brazilifge the major trading partner of
Argentina (Onis, 2002b).
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Sullivan in his work in 2006 highlighted that theiedto the economic
downsizing and widespread corruption in the 19@@tedns, President Fernando De
la Rua succeeded Menem. However, as the econonmmgemed with the
Convertibility Plan, President Fernando De la Raeaigned in December 2001.
After Fernando the country experienced a politicaimoil and several provisional
presidents ruled the country. On January 1, 20@28iékent Eduardo Duhalde was
chosen by the legislative assembly as the prestdetamplete the term of Fernando
(Sullivan, 2006).

Ergun in his work in 2010 mentioned that since Atge was not following
the criteria of the program, IMF decided to stogmants. Argentina announced at
the end of December that it will not be able to pagne of its debts and as in January
2002, Argentina declared that it terminated theveatibility regime totally(Ergun,
2010). Following the Convertibility regime, Argem got into deep economic
decline and social breakdown. 18 percent GDP mediad occurred in the country
in between the 1999 to the 2002 (Chudnovsky, Lopé@8). Capital flows made a
peak in the 1999 with US$ 23,986 but they fell backhe 2000 and the 2001
(ECLAC, 2001). At the end, Argentina lost its attreeness for FDI. In the 1990s
Argentina’s share in world FDI flows was 1.5 peicbat it decreased to less than
0.5 percent in the 2001-2005 period (Chudnovskyezo 2008).

It can be observed that Argentina’s FDI inflowsremsed with the applied
neo-liberal policies during the period of 1980-2G@ Argentina turned out to be
one of the main destinations of FDI inflows. Nditat at the end of the 1990s one
third of the developed country FDI global stocksntvéo 5 economies namely;
China, Hong Kong, Argentine, Brazil and Mexico (IMEO0O3). However, it was
observed that FDI inflows and economic growth igéutina were not on sustained
basis. However, it can be said that due to thgilita of the democracy and
economy together with the dependency to externaices, Argentina was affected
badly from external shocks and experienced heapitaddlight in the 2000 and the
2001.
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2.2 BRIEF OVERVIEW: TURKEY

2.2.1 Multiparty Democracy

Tachau and Heper in their work in 1983 highlightleat modern Turkey was
founded in the 1923 from the remnants of Ottomanpiean The country was
administered by a single party, the Republican R&ppParty until the 1950s
(Tachau, Heper, 1983: 15-17). From the 1923 to 1880s, the new Turkish
Republic lacked a developed, well-operating indusind trade composition. The
reason for that were the policies of Ottoman Empoecentrating on military and

bureaucratic affairs instead of industrial develept(BYEGM).

Following the Great War and its war of independemnté¢he 1930s the young
Turkish Republic adopted a protective and intenesmgt economic policy.
Industry, mining and transport came under goverrmantrol. The country
witnessed tremendous industrial development duhiegcourse of the 1933-38 with
state being the main economic stimulator (BYEGMjatSioglu (2003) highlighted
that as part of the interventionist economic pekcithe rare foreign financed
establishments situated in the country had beeronadized and FDI was not
attracted (Saatcioglu, 2003).

With World War II, the government restricted foneifade and increased its
military expenditures resulting with the shrinkingf the economy (BYEGM).
Turkey came under the need of foreign fuh(BYEGM).

In the 1950s during the time of the second wave adeatization, Turkey
moved towards multiparty democracy (Tachau, Hep@83: 15-17). The world at
that time was moving towards liberalization. Irtlsian environment, Turkey began
to apply more liberalized economic policies. Irstregard, in between the 1950-52,
65 percent of the import goods had been liberalizétbwever, the liberalization
policies resulted with foreign trade deficits amiid necessitated tighter economic
policies (BYEGM). This period even though protenist policies were partially

eliminated recorded low levels of F[Baaatcioglu, 2003).

7 Following World War 11, US initated the Europeaed®very Plan (Marshall Plan) with the aim of
reconstructing the economies of Europe. The diids went to Greece and Turkey in the 1947.
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Following the multiparty democracy, periodic breakehs followed by
periods of military rule took place in Turkey. Onf2001c) names the Turkish
democracy as aelegative democracy®. In this regard, Turkish politics displayed
politics based on leader domination as well asratesef checks and balances, lack
of accountability and absence of rule of law (Alp@nis, 2001c). As Huntington
(1991) points out, these characteristics do notemakireely elected government
undemocratic but they deteriorate the establishmmodratic consolidation in the

country (Huntington, 1991).

In the 1947, the 1950 and the 1954, regulationsntcourage FDI inflows
took place (Saatcioglu, 2003). However, the paditinstability of the time together
with economic problems inhibited the increase of Fillows (Saatcioglu, 2003).

2.2.2 27 May 1960 Military Intervention

At the end of the 1950s, Turkey was out of reserv&urkey could not get
financial support from the West and therefore Tyrkppealed to Russian credits.
In spring the 1960, the economic and political peois got even severe. Thus, the
military dissolved the government and removed anfrthe office (Tachau, Heper,
1983: 15-17). It can be observed that this perimdaded with the reversal of the
second wave democratization. It could be saidtti@military intervention brought
relief to the country due to the failures of thenderatic regime. By this way, it
could be added that the military enjoyed timegative legitimacy” (Huntington,
1991) it gained.

William (1994) draws attention to the point thatildaing the military
takeover, the former commander of the land forGeneral Cemal Gursel began to
rule the country. Eighteen-man cabinet narfi¢ational Unity Committee (NUC)”
was established. In order to be able define gallstatus; National Unity Committee

issued a constitution known ageémporary Law No.1” In the preamble of the

%Delegative democracies’include the presence of political parties with poful leaders having
uncontrolled authorities as well as the absenceinth-party democracy. Equally important
“delegative democracies™have electoral support concentrating on cliertteliies and populist
redistributive politics (Alper, Onis, 2001c).
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constitution, the previous government had beenssxtdue to its violation of human
rights, human freedoms and immunities as well asedtablishment of one party
dictatorship. Equally important, ti€emporary Law No.1"quoted the Article 34 of

the“Army Internal Service Law'to justify army’s intervention (William, 1994).

Economically, as to Saatcioglu (2003) radical clesngccurred in the
country. The country adopted an import-substitutjpolicy aiming to expand
domestic production capacity. Turkey applied restms to foreign trade together
with a fixed exchange rate system (TCMB, 2002).rigithe import susbstitution
years (late the 1950s to late the 1970s) Turkeyndidreceive much FDI inflows
(Saatcioglu, 2003). Gilpin (1987) notes that ie World the 1960s is the year when
developing countries began to see MNEs as hosi#etd the fact that according to
the view of developing countries, throught MNEs d&fdl, the developedcore”

impoverished the developirigeriphery” (Gilpin, 1987).

It was decided by the National Unity Committee tthat previous constitution
of 1924 had some failures like that of the laclexécutive legal checks. Thus a new
constitution had been prepared (William, 1994).e Hew Constitution of 1961 had
an elaborate system tthecks and balances”.This elaborate system restricted the
government’s authority. Similarly, the new condiin reduced the powers of the
president and gave much importance to the rightk ldoerties of the individual
beings (Balkan et. Al, 1961). It can be concludbkdt tthe military dictatorship
following the loss of its'negative legitimacy® promised for a better constitution.
However, as Huntington (1991) pointed out the lewty of an authoritarian regime
declines with the accomplishment of the promise€ghus, on 15 October 1961
general elections took place. As a result of thaegal elections, National Unity
Committee got dissolved and the country returnedlémocracy again (William,
1994; Huntington, 1991).

9 Huntington points out that with time tHmegative legitimacy” of the authoritarian regime
decreases. As a result, leaders in some casessprtorprovide social and economic reforms and in
some cases they promise to provide economic gramdhdevelopment (Huntington, 1991).
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2.2.3 1971 Military Intervention

1960 Junta had much confusion and divisions buhanaged to bring a
liberalized constitution (Jenkins, 2001). Jenk{(8601) and Hungtington (1991)
believe that Turkey experienced the fractious amattdived partisan governments
together with political violence of the leftist gnos. As a result, in early the 1971,
the military once more intervened. It could bedsalepending on the theories of
Huntington that this act of the military broughtieé to the country. Thus, the
military dictatorship got “negative legitimacy”. On March 12, 1971 a
“memorandum”had been issued in order to establish a new gowarndenkins,
2001; Huntington, 1991).

Regarding the economy, as a result of th firstshibck in the 1973-74, the
term of trade in Turkey got affected badly. Turkeyomestic savings were low and
was able to attract only little investments. Thwuih the deterioaration of balance of
payments, Turkey applied to short-term borrowin@entral Bank, 2002). Within
the context of the theories of Huntington (1998 thilitary dictatorship was unable
to complete its promise and bring economic stahibtthe country which resulted in
the transition to democracy. On October the 19&Beral elections took place and
full civilian governance got established during thene of the third wave
democratization (Jenkins, 2001; Huntington, 1991ptarting from the 1977,
imbalances in the aggregate demand and supplyreccwhich at the end increased
the inflation. This situation deteriorated evenrenwith the second oil crisis in the
1979% As a result of the 1977-79 balance of payments;riTurkey changed its

economic policy and began the trade liberalizagimtess (Central Bank, 2002).

% The situation was similar 100 years ago. In t889lwith the Rescript of Gulhane, Ottoman was
devoid of its customs duties. The government heehbindebted. Following the Crimean War in the
1854, the Royal Edict of Reforms and the capitalaiwere put in effect according to which, the

collection and distribution of the government rewes1 were handed over to an International
Organization. During that time, the industrial gwiation in Ottoman Empire nearly came to level

zero. With the abolition of the customs dutiesparied goods came to the country and the local
production got affected badly. The government twalns. The Empire only had, fez industry, wool

woven fabric industry and gunpowder factory. Aletother goods were imported goods. The
Capitulations continued until the 1915. With theNd War | in 1914 and the Independence War in
the 1919, Turkey’s industrial production and GDRrdased. In the 1922, the country came to the
point of depletion.
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2.2.4 24 January 1980 Decisions

The 24" January 1980 decisions were announaeder the leadership of
Turgut Ozal who used to be the Head of State Phgnr@®rganization under
Suleyman Demirél (William, 1994). Central Bank (2002) draws attentto the
point that the aim of these decisions were to thehinflation while attaining a more
outward-oriented, market economy. The decisiofmvald the export subsidies as
well as depreciation of the exchange rates in temhs in order to make Turkish
exports more competitive. The decisions promotedegport-led growth. The
program included the export-subsidies, devaluadiuh price increase of local goods.
As a result of these efforts, the country gainesl ¢bnfidence of the international
creditors. “The IMF stand-by and World Bank adjustment loanerav rapidly
arranged and disbursed in conjunction with addiabrdebt relief operations”
(Central Bank, 2002)The decisions of 2%January 1980 turned out to be the main
push for FDI inflows to Turkey. Between the 198BQ2 foreign investments
increased 6-fold compared to the period of the 1B&29 (Saatcioglu, 2003).
However, economic liberalization did not bring pckl and economic stability to
the country. The terrorist bloodshed continuecetiogr with economic problems.
As a result, the military regime took power on lgb®mber 1980 and it lasted for

three years and three months, until 6 December (\8@8am, 1994).

The military leaders declaréchartial law” # all over the country and Kenan
Evren said that the takeover took place becausteofgovernments’ inability to
suppress the terrorism movements. The new regiemame official by the
declaration of &Temporary Constitution’on 27 October 1980. On 18 September
1980, Kenan Evren became the head of the statefcamdother members of the

military intervention became the temporary rulefsTarkey (William, 1994). In

2 SuleymanDemirel was the Party Chairman of the Justice P@B). Under the leadership of
Demirel, the JP won 53 percent of the votes inGkaeral Elections of October 10, 1965 and formed
a majority government. Demirel became Turkey'¥ P2ime Minister and ruled the country for four
years. In the next general elections on October 1869, Demirel’'s JP was the sole winner.
Subsequently, Demirel formed Turkey’s®3dovernment. Later on, however, due to an intraypa
crisis, he formed a new government. He resignexhape Military Memorandum of March 12, 1971
(MFA, 2010).

2 Martial Law is the imposition of the military ipscific regions on the basis of emergency.
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regard of the works of Zurcher on 2004 and Huntingbn 1991, as it was the
situation in the previous military interventions,the beginning of the intervention,
the military gained dnegative legitimacy” due to the fact that the democratic
government failed to rule the country and broudig tountry to the point of

economic and political turmoil. Thus, military &dver was welcomed with

legitimicy. But this legitimacy is a negative omecause the military got the
legitimacy only by benefitting from the failures dhe previous democratic

government. The military justified its acts on tfreunds that they were combatting
the terrorist acts. By the 1982, therrorist networks” came almost to an end
(Zurcher, 2004; Huntington, 1991).

Feroz (1981) mentioned that following the militacpup, the economic
policies of Turkey continued under the leadershiprorgut Ozal. His job was;
negotiating with the principal international orgeations such as; “International
Monetary Fund, the World Bank and the Common Markde aimed to make the
economy free and aimed for Turkey’s involvemenvorld capitalist market (Feroz,
1981: 5-10). Realistic exchange rates and exptsidies were introduced with the
aim of bringing foreign trade into a balance. e tsame manner, increased

encouragement for foreign investment took placdl{gk, 1994).

As to William (1994) the policies of Ozal began dive positive results
during and after the 1981. In January the 1984 Tulwkish Lira had been devalued
in order to be able to reflect the conditions o€ tmarket. Thus, with the
development of Turkey’s foreign trade, import shges ended and black market
disappeared. Equally important, the inflation déereased compared to its position
during the period of 1978-80. On the other handhenv compared with the
international standards, the inflation rate wal Bigh. However, improvement of
foreign trade and restoration of law and establemimof order brought economic
growth (William, 1994). It can be said that in Key the leaders of the military
regime promised for economic growth and developmenbdrder to continue the
legitimization of the regime.

% Black market is trade, goods and services thatnatepart of the fiscal economy of a country.
lllegal activities or activities where no tax isigggan be given as examples.
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2.2.5 The New Constitution

William (1994) highlighted on 7 November 1982, awvneonstitution was
submitted to public referendum. The constitutiewl bbeen accepted by 91.4 percent
of the votes and 91.3 percent of tinegistered electorate cast ballots”The reason
of this high number of attendance was the Provaiémticle 16. As to Provisional
Article 16; the registered voters would lose thedgctoral rights for five years if they
did not vote. The Constitution of 1982 gave momavers to the president and
restricted the individual rights. Similarly, th®&2 Constitution restricted the role
and the authority of the political partiesThe Provisional Article 1 of the new
Constitution stated that Evren would be electedhaspresident for seven years as
from the time of the approval of the new constitntand that no candidate could run
against him (William, 1994). Within the context tfe definition of traditional
authoritarian regimes which is portrayed by sirlgkeder domination or small group
of leaders domination together with weak partiask lof mass mobilization, lack of
political pluralism as well as lack of respect tociety and human nature of
Huntington (1991) it can be said that it is notyeisname the constitution of 1982

as a democratic consitution.

This new constitution took away all the rights dietindividual beings.
Individuals lost their rights to participate in fimls and the working democracy that
encouraged the social development lost its altiitfunction. Beyond these, torture
became endemic during the interrogation of the idet¢s, after their arrest and
during their imprisonment. The International HunRights Organization, Amnesty

International gave attention to the use of tortar€urkey (Zurcher, 2004).

Zurcher (2004) also points the issue that Eurog@@ammunity criticized the
military intervention harshly due to its violatioof human rights. European

Community* was very much concerned with the human rights’sabuand torture

%4 The European Economic Community (EEC) was formmethé 1958. In the 1959 Turkey applied
for associated membership of the EEC. The Turkmnlitary coup of the 1960 caused a delay in
Turkey’s relation with EEC. In the 1963, AnkararAgment was signed and Customs Union entered
into force in the 1996. As a result, Turkey abdwd its custom duties and quotas, without achieving
the free movement of people, services and capifakkey had to obey the rules without having any
say in the Council of the Community. On 14 AprB&F, Turkey submitted an application for
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taking place in Turkey. As a result, in May 198Urkey’s Council of Europ8
membership had been suspended and in July 19&#fi@al examination for human
rights in Turkey had been announcgtiircher, 2004).

With the 24" January 1980 decisions, export-led growth strategpgether
with the exchange rate policies and export subsidiere applied in order to
maintain the external competitiveness of the cguntHowever, these policies
brought real wage contradictions (TCMB, 2002). 2h October 1983, the new
Assembly was set up and military regime was clogdesvn officially on 23
December 1983. This represented the third retuamtelected government since the
first military intervention (William, 1994). Fromh980s to 1990, Turkey’'s HDI value
stayed mostly static. From 1995 to 2000s, it iaseel (UNDP, 2010Db).

Howard (2001) mentioned that since his electiothan 1983 until his death,
for ten years, the policies of Ozal dominated TwrkeAfter the elections, he
continued his programs of liberalizing the Turkestonomy. He aimed at getting rid
of protectionist economy and making Turkish produmbmpetitive with the world
market. Ozal’'s policies of; devaluating the Tulkisira to make Turkish goods
more competitive, high interest rates to combdaiitn by lowering the consumer
demand, privatization of inefficient state entesps, wage controls, price increases
and end to state industrial subsidies turned olsetgsuccessful throughout the mid-
1980s. However, privatization program showed avgdace during the 1980s. The
state actually continued to have the largest mlexpanding the economy (Howard,
2001). Onis (2002b) notes that Ozal enjoyed wdadcks and balances. Even
though he was able to accelerate the reform prptieisslow checks and balances

deteriorated the democratization in the countryi$gO2002b).

membership to European Community (EC) again. Tyskaccession was refused by the European
Council. At the Helsinki Summit of 10-11 Decemt&d99, Turkey was accepted as a candidate
country (ICT, 2004).

% The Council of Europe has its headquarters insBtrarg. It has 47 members. It was first founded
by 10 countries on 5 May 1949. It aims to devatopnmon principles of Europe and democracy
based on the European Convention on Human Rightskey became a member of the Council of
Europe on 9 August 1949 (COE, 2010).
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2.2.6 September 1987 and August 1989

Rubin (2003) highlighted that September 1987 wasd#te of the return of
unrestrictive party competition. The democraticadllected governments were
unable to contain the distributional pressures twknere repressed in the early 1980s
(Rubin 2003). This problem manifested itself irgkx fiscal deficits and higher rates
of inflation. In order to restore growth, in sugh environment, Turkey allowed for
large inflows of capital while not focusing on sttural deficiencies like that of the
fiscal imbalances (Rubin, Onis, 2003d).

Rubin and Onis (2003d) emphasized that in Augustl®89 a reform of the
capital account was announcBeécision number 32that moved the economy
towards full currency convertibility and permittedpital movements in and out of
the country?® As a result of the 1989 measures Turkey facectlarfiows of short
term international capital or in other words pditfonvestments “Arguably, Turkey
was able to evade a crisis at the end of 1980sabtlie expense of a highly fragile
pattern of debt-led economic growth- which resultedrisis in the post-1990 era”
(Rubin, Onis, 2003d).

Howard in his work in 2004 mentioned that during thost-1990s the
Kurdish ceasefire broke up and military operatiagainst the terrorist organization
PKK augmented. These problems brought with theso #ie economic problems.
As a result, in January the 1994, Turkey's statasl ftbeen downgraded by
International Credit Rating Agencies (Howard, 200kjk (2004) highlighted that in
April the 1994, Turkey got into economic crisisside from the political turmoil, the
main reasons of the 1994 crisis were the budgetittef The budget deficits which
were the result of lack of national savings wereduto be eliminated by capital
inflows. In this regard, the capital inflows aettime of budget and external deficit

formed equilibrium thanks to high interest rate-lewchange rate policy. On one

*® The capital account liberalization could also bgarded as a reaction of Ozal in order to gain his
electoral support. This is called a populist cyckecording to Onis (20028 typical populist cycle

is initiated by a period of fiscal expansionismigaed to generate political supportThe process
turns out to be advantegous in the short run orother hand, in the middle term and in the long run
it creates its own destruction regarding the ecaagrformance of the country (Onis, 2002b).
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point, the high interest rate-low exchange ratécgdhstened the flow of capitals on
the other hand; market forces became suspiciousutabee policies being
implemented, and this at the end, triggered thesc(isik et. al, 2004).

From the 1994 to the 2002, Turkey struggled with thnsuccessful party
coalitions. During this period, the role of thdig®en in politics started to be
discussed together with the augmentation of therist activities. In June the 1996,
the Islamist Political Party namely the Welfare tPdormed a coalition. Thus,
public debate regarding the role of religion in Kish Republic and the meaning of
political Islam began. Turkish Army began investigas on Welfare Party (Howard,
2001). It could be said that the act of militahowed the still strong role of the

military in the Turkish politics together with waadss of the democratization.

In the 1997 and the 1998, the country faced a sbempomic downturn due
to East Asia and Russian financial crisis (WB, 2006loward (2001) and TCMB
(2002) mention that with the Asian crisis, primagymmodity prices decreased and
the countries which were dependent on exportsiaigry goods got affected badly.
In Turkey the prices of imports and exports deadaas a result of demand
contraction but Turkey’s current account balance ot deteriorate. The 1998
Russian crisis brought more serious damage to thrkish economy with Russia
being one of the main trading partners of Turkd@ye economic problems brought
political problems to the country together with adtawal of foreign capital from
Turkey (Howard, 2001; TCMB, 2002).

TCMB (2002) mentioned that in the 1998 following mpaunsuccessful
economic stabilization programs, Turkey commencddiaflation program namely;
“Staff Monitored Program”(SMP). The aim of the program was to reduce fiivifa
together with improving the fiscal performance bé tcountry. However, August
and November the 1999 earthquakes together witigabluncertainties prohibited
the SMP to reach its aims. Therefore, Turkey dedlaa new IMF monitored
program at the end of the 1999. This program aitoatecrease inflation to single-
digits by the end of the 2002 as well as decreaseanterest rates and achieve stable
economic environment (TCMB, 2002). With this praay, interest rates declined
together with the decrease of inflation. This lytouwith it real appreciation of the
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foreign exchange rates. Similarly, oil prices e tvorld increased and euro lost its
value. All together these resulted with the detation of the current account deficit
in Turkey. As a result of the deterioration of remt account deficit, Turkey’'s
structural reforms delayed and FDI inflows decrda@&CMB, 2002). In the 1999
FDI was 817 US $, it increased to US$ 1,719 in20@0 and US$ 3,288 in the 2001
but decreased to US$ 590 in the 2002 (Appendix In the political side, in 2002
the pro-Islamist Party came to power as a singléypaThis brought a degree of

political stability following the weak coalition gernment period (Onis, 2002b).

Looking in whole, it can be said that Turkey wa¢ able to accommodate
itself to the globalization and increase of FDIwWk Turkey began to apply neo-
liberal policies and opened-up its economy but tmiade Turkey dependent to
external resources and fragile to external shoska eesult of the opening up in a

fragile democratic environment and encountered @wacrisis.
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CHAPTER IlI
FDI INFLOWS TO ARGENTINA AND TURKEY, 1980-2000

In Argentina and Turkey with the commence of néedal program, the
attraction of FDI inflows became important. Ithelieved that FDI with its positive
spillovers results in the learning process of temdcratic ideas and values as well as
brings economic growth and improves the life of ¢iizens (Onis, 2002a). First, the
flows of FDI in Argentina throughout its historyvgin emphasize on 1980-2000
period will be analyzed. Following that, the dephent of FDI in Turkish
economy will be analyzed, with an emphasis on #regd of 1980-2000.

3.1 FDI IN ARGENTINA

From the very beginning of the modern history, igmeinvestments in
Argentina have had a significant role. FDI inflowsArgentina can be divided into
three major waves (ECLAC, 2001).

3.1.1 First Wave of FDI

The first wave consists of a sequence of investrpbases during late T9
and early 20 century when Argentina was consolidating“#gro-export model”.
FDI during this period came to the sectors of raysas well as meat packing plants
and utilities. FDI provided the necessary infrastiure to produce agricultural
products to Argentina. Those products were thepoe®d to other countries
(ECLAC, 2001).

During that time British investment in Argentina cieased 20-fold.
(Chudnovsky, Lopez, 2008) Similarly, the FDI inflsvirom US also showed an
increasing pattern throughout the period especiafly the industrial sector
(Chudnovsky, Lopez, 2008).

In the 1930s as a result of the Great DepresSamrp-export model” was
abandoned and import-substitution strategy had bpphed. During that period due

to the economic crisis and to the Second World WD) decreased sharply

42



(Chudnovsky, Lopez, 2008). Note that this is theriqd when Argentina

experienced the fall of its democracy as a reduhe@ military coup.

In the late 1940s, President Juan Domingo Perorieappprotectionist
policies together with nationalizing most of thebpa utilities (ECLAC, 2001).
Thus, during the Peronist Regime of the 1945-195B) was not welcomed
(Chudnovsky, Lopez, 2008). It is also necessarydte that in the 1953 a less
restrictive look for foreign capital was establidhe However, many regulations
discouraging foreign investors like that of theiélg 40 of the Constitution declaring
that public utilities together with natural wealiklere immutable, were put in effect.
In the 1955, foreign capital was only 5 percenthaf total capital stock which was a
large decrease in regard of the 48 percent ofdareapital at the beginning of the
century (ECLAC, 2001).

Following the throw of Peron, many changes in tleintry took place
(ECLAC, 2001). During the period of President Fifian (1958-1962), the FDI
boom took place. President Frondizi began an mnidligation program and
promoted foreign investment in intermediate goams)sumption durables and in
capital goods with the aim of developing import-stitiaition strategy. In this regard,
Law 14780 and Law 14781 about industrial promoti@eame the main pillars for
attracting FDI (Chudnovsky, Lopez, 2008).

The increase of capital inflows to Argentina to mif@cturing sector
especially to the motor vehicle industry; the cheats and petrochemicals sectors
took place. The investments to these sectors ateduor two thirds of the total
investments. In the same manner, the petroleunviteeg in the country were
liberalized by tenders (ECLAC, 2001).

In between the 1958-1963, circa 200 foreign congmmade Greenfield
investment in Argentina. As the year 1970s cameC BNare in industrial production
was 33 percent (Kosacoff, 1988ed. Chudnovsky, Lopez, 2008). Cimoli and Katz
(2003) highlight the point that the aim of the TNi@snvesting in Argentina was not
developing the local techonological capacity. Heerethe investors became forced

to develop new techniques in order to fit theirduect and process technologies to
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the new affiliates. During this process, techna@alylearning took place (Cimoli,
Katz, 2003: 387-411 cited. Chudnovsky, Lopez, 2008herefore, it could be said
that Argentina was able to benefit from the positexternalities of FDI during the
period of the 1958-1963.

Chudnovsky and Lopez (2008) draw attention to thiatthat TNC activities
were not welcomed by some of the intellectualsitip@ns and also by the public-
opinion. The main concern was the loss of the etapower to TNCs especially
after TNCs got their dominance in meat-packing stduwhich used to be the basic
industry of Argentina. Even more, during the efidhe 1960s-mid the 1970s, some
works for restricting the TNC activities were aim@hudnovsky, Lopez, 2008).

3.1.2 Second Wave of FDI

The second wave of capital inflows was in betwgen1966 and the 1969.
At this time, investments were focusing on purahgdocal firms as well as the
expanding installed capacities. Thus, foreign fistrares in Argentina in the sale of
top 100 industrial companies increased from 63 gydrm the 1957 to 76 percent in
the 1962 and 79 percent in the 1969 (Khavisserkeaski, 1973 cited. ECLAC,
2001).

However, as a result of political and social indigh FDI during the 1970s
decreased. Similarly, in the 1973 Peronists can@otver and approved some new
legislative restrictions on the inflows of foreigapital to Argentina (ECLAC, 2001).
Chudnovsky and Lopez (2008) emphasize that theat®tu changed with the
military dictatorship of the 1976. The military \@@nment passed a new foreign
investment law, Law No 21382. Within the contexttiis new law, the equal
treatment of foreign and domestic investors wasrajuaed together with free
transfer of funds of profits. However, the courdigl not experience increased FDI
during the military dictatorship. Even more, som&ances like the closing of TNC
affiliates in automobile sector were examined dyrithe military dictatorship
(Chudnovsky, Lopez, 2008).

Chudnovsky and Lopez (2008) underline that durireg1980s, the economic
conditions of Argentina were so volatile and stagrtagether with the debt crisis
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that not much FDI had been attracted (Chudnovskypek, 2008). ECLAC (2001)
emphasizes that in such an environment some logalpg became the main
beneficiaries. Thus, for the first time in historyNCs began to think about
partnerships with the local firms as local firmscémme powerful players in the
economy of Argentina (ECLAC, 2001).

In the second half of the 1980s, most of the FD8 vedated witifdebt equity
conversion mechanisrfl! Therefore, in between the 1984 and the 198%)ynat
the debt regarding the industrial projects was spod by TNCs operating in
Argentina already (Basualdo, Fuchs, 1989 citedCLAC, 2001). During this
period, the 1984-89, Argentina entered into degmemic crisis with high rates of
inflation (ECLAC, 2001).

3.1.3 Third Wave of FDI

In the 1990, with the economic policies of Carlogridm Administration
(1989-99), the third wave and the largest FDI wHBooccurred. This wave differed
from the previous waves substantially (ECLAC, 2008s the early 1990s came,
Chudnovsky and Lopez (2008) emphasize that Argeniberalized its economy,
removed obstacles to FDI. Argentina privatized nodsts State enterprises, applied
market deregulatidh trade and financial liberalization together wilentral Bank
independence and social security reforms (Chudng\sipez, 2008).

%" In debt equity conversion mechanism; the extetledit is converted into local currencies which the
locals can access more easily. Thus, the indebufethe indebted country gets erased as the gountr
pays its debts with its local currency. Then, thenged local currency is used for investment pitsjec
in the previously indebted country.

% Deregulation means; removing or simplifying thevgmment rules and regulations in order to
make free the market forces.
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Table 1: Argentina: FDI by Modality 1990-20Q (millions of dollars)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 1992-
2001°
Total FDI 1,836 2,439 4433 2,791 3,635 5610 6,949 9,161 7,291 23,986 11,672 3,181 78,709
Reinvestment of
earnings . 857 ara 898 659 397 726 788 -144 1,548 843 5764
Capital contributions . - 474 628 1287 1685 2011 2580 3179 4116 3178 2750 21888
Intra- company
debts - 37 251 387 700 1,525 1,159 802 1,627 688 500 8,010
Purchase of
existing assets 1,174 460 2717 1036 1,063 2566 3014 4694 2522 18386 6258 774 43030
- Privatizations. 1,174 460 2,332 935 136 1,113 580 892 334 4192 30 25 10,569
- Mergers and
acquisitions . . 385 101 927 1453 2434 3802 2188 14194 5228 749 32461

Source: ECLAC, Information Centre of the Unit of Investment and Corporate Strategies, Division of Production, Productivity and Management, on the
basis of information provided by the International Accounts Office of the Ministry of Economic Affairs, Public Works and Services (MECON).
= Cumulative flows from 1992 to 2001

Cited. (ECLAC, 2001).

According ECLAC (2001) FDI inflows to Argentina keagto increase in late
the 1980s (ECLAC, 2001). They increased more en1t90s when the world FDI
decreased drastically and reached to total of B8IT8 $ between the 1992 and the
2001 (Chudnovsky, Lopez, 2007). As can be seen Trabie 1 Capital flows made a
peak in the 1999 with US$ 23,986 but fell backhia 2000 and the 2001 (ECLAC,
2001). During this decade, for several yearsuahmward FDI accounted for more
than 2 percent of GDP (Chudnovsky, Lopez, 2008)e 3hare of TNCs in Argentina
economy increased during the 1993-2000 period. #gnB00 leading Argentina
firms, the TNC affiliates accounted for 219 in th@93, 318 in the 2000. These
TNCs were mostly takeovers of public or domestiegie firms. Their share in total
output was 60 percent in the 1993, 79 percent en 2000 (Chudnovsky, Lopez,
2008). FDI stocks increased from US$ 11.524 billio the 1990 to 75, US$ 998
billion in the 2001. (ECLAC, 2001)
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Table 2: FDI Inflows to Argentina by Sector 1992-204 (%)

SECTOR 1992-2001 2002-2004
Petroleum 34 35
Mining 1 4
Manufacturing ; ,
Industry A 2
Food. Beverages and
= 7 7
Tobacco
Textiles 0 0
Paper 1 3
Chemicals. Rubber and
. 7 8
Plastics
Cement and Ceramic
1 1
Products
Base Metals and Base 1 15
Metal Products )
Machinery and
. 1 -1
Equipment
Automotive Industry
and Transport 4 9
Equipment
Electricity, Gas and )
‘Water 12 4
Commerce 5 1
Transport and
. s 9 -10
Communications
Banks 10 7
Others 7 17
TOTAL 100 100

Source: (Chudnovsky, Lopez, 2008).

As can be seen in Table 2 one third of the inflinvArgentina went to the
oil industry between the 1992 and the 2001. Thaufaturing sector received 21
percent of the FDI. The manufacturing that atgdcinost FDI were; chemicals
especially petrochemicals, auto, food and beveragBest of the FDI went to
services sector partly due to privatizations in gamications, electricity, and natural
gas and also went to banking, retail, trade...etchu@@ovsky, Lopez, 2008).
Chudnovsky and Lopez (2008) emphasize that whethan 1999 Repsol Company
of Spain bought the state petroleum company, paimlconsolidated its position as

the leading investment recipient.
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Table 3: FDI Inflows to Argentina by Origin, 1992-2004 (%)

COUNTRY 19922001 2002-2004
Europe 62 14
Germany 2 10
Spain 39 2
France 10 -9
Ttaly 4

Netherlands 4 12
United Kingdom 2 -11
Others 2 5
North America 25 13
United States 24 12
Others 1 1
Central America and

Caribbean 1 5
South America 5 21
Chile 4 1
Others 1 20
Other Regions 6 47
TOTAL 100 100

Source: (Chudnovsky, Lopez, 2008).

As can be seen from Table 3, FDI to Argentina wasnip from US and
Spain. In US and Spain the firms purchased mamatred enterprises instead of
Greenfield investments. Other FDI came from Frantaly, the Netherlands,
Germany and UK. Some inflows from Chile also tqu&ce, which were largely
attracted by privatizations. None of the East As@wuntries had investments in
Argentina. Note that during the 1990s, most of Fid to Argentina was made via
M&As and few greenfield investments have been maldiest of FDI inflows took
place as takeovers of public firms and private dstroeenterprises which accounted
circa 60 percent of the total FDI inflows. Withthe context of the data of
Argentina’s Secretariat of Industry, Commerce anohig, M&AsS in numerical
term exceeded US$ 70 billion between the years -199® and privatizations
accounted for US$ 22. Similarly, nearly 83 petagrall M&A activities during the
pre-mentioned period have been cross-border M&Amiffbovsky, Lopez, 2008).
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The main advantages of Argentina in regard of tloevd of FDI were;
abundance of natural resources, size and growththef domestic market,
privatization, price stabilization, and trade liakeration and to a lesser extend the
integration to MERCOSUR (Chudnovsky, Lopez, 2008phvestor-friendly
approaches also helped to attract FDI but thisccaot change anything without the
presence of the upper-mentioned effects (Chudnousiyez 2008). However, the

country became vulnerable to external shocks aghnieo-liberal policies.

Chudnovsky and Lopez (2008) draw attention to thiatpthat following the
Convertibility Regime, the country entered into mgleeconomic and social
breakdown. From the 1999 to the 2002, more thapetB8ent of GDP decline was
reported. Similarly, banking crush occurred arslilted in default on external débt
and increased peso devaluation together with isorgaunemployment and poverty
rates. This brought with it the political crisiSi{udnovsky, Lopez 2008). Argentina
lost its attractiveness for FDI, its share in woHABI inflows decreased from 1.5
percent in the 1990s to less than 0.5 percenttindan the 2001-2005 (Chudnovsky,
Lopez 2008).

Sorenson (2001) highlights that after the beginrohghe 1900s, Argentina
was one of the richest countries in the world (8so@, 2001 cited Ergun, 2010).
During the first wave of democratization (1828-1§2Argentina was one of the
countries experiencing transition. However, thenderacy did not last long and as a
result of the devastating affects of the Great \agentina returned to authoritarian
rule in the 1930 (Huntington, 1991). As a resdulth®e democractic government’s
inability to tackle with the economic problems, tiegime change brought new hope
to the Argentina and therefore the new authoritanalitary government gained
“negative legitimacy. In order to continue its legitimacy, followintpe fading of
the “negative legitimacy, the military changed the economic policy and dego
apply import substitution strategy based on doroegtioduction protection.
However, Argentina’s rececession and economic stg@ontinued together with
the loss of legitimacy of the military governmenn the 1946 Argentina returned to

2 Default in external debt means that the indebtahtry cannot meet its legal obligations according
to the debt-contract.
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democracy with a populist leader. The populisitjgsl together with protectionist
economic policies worsened the economic conditiand in the 1955 during the
second wave of democratization, the country rethitoemilitary rule. The cycle of
democracy-military regime continued until the 19@rgun, 2010; Huntington,
1991). Diamond (2002) emphasizes that from th&01® the 1983, which is the
time of the re-establishment of democracy in ArgentArgentina have had 6 major
military coups in the 1930, the 1943, the 1955,1862, the 1966 and the 1976 and
many other small ones. During that period, thenbguhad seen 25 different
presidents (Diamond, 2002: 21-35). As the theooksle Soysa (2003), Jensen
(2003) and others emphasize this situation showsfrémility of the Argentinean
democracy. It could be said that after the 1983eAtima did not face any reversals
however, its democratic consolidation continuedb# low from the 1983 to the
2002. Argentina changed its economic policy in 1883 and began a neo-liberal
program. Accordingly the economy opened up, légaheworks established for the
free flight of FDI together with increased privation programs. Since MNEs do
not prefer countries with high political risks, Asmgtina tried to decrease its political
risks which helps to consolidate democracy (de &08803; Jensen, 2003: 587-616;
Li Quan, Reuvency, 2003: 29-54; Oneal, Russett712687-293) but it could be said
that while doing that Argentina issued policieptease MNEs instead of the public
which deteriorates the consolidation of democraéyay, 1996). Argentina faced
economic growth and heavy FDI flows following theplementation of the neo-
liberal model. Accordingly, economic growth prom®tdemocracy by benefitting
the middle class and improving education. Howetrex,growth and the increase of
FDI were actually in a way visionary and not ontaued basis. The presence of
MNEs benefits the local community in a positive mandue to the condition of
interaction and the export of democratic valued mieas. However, this did not
occur in Argentina. The local community was moskcluded from the process.
Similarly, in Argentina the liberalization processluded totally the strenghtening of
the domestic economy and absorption capacity ofstdeety, making the country
heavily dependent on external sources. Durindtheave of FDI between the years
1958-1963, Greenfield Investments in Argentina tqalce together with the

learning process for the local people increasimgpitoductive capacity of Argentina.
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In between the years 1966-1969, during thfeveave of FDI, FDI concentrated on
purchasing local firms and expanding installed céjgs. During the 1970s, FDI
decreased. During the 1980s, FDI was related wigit equity conversion
mechanism. During thé®3wvave of FDI, in the 1990s, largest amount of Fiflows

to Argentina took place. This period coincidedhitite application of the harsh neo-
liberal program together with harsh privatizatiasliges. Therefore it was obvious
that the picture was going to change at the enthe@fdecade (Onis, 2002b). FDI
flights made a peak in the 1999 but fall down ie 2900 and the 2001 together with
the economic crisis and heavy burdens on the sp@ebnomy and the politics of
Argentina (ECLAC, 2001). As to Table 2, FDI wenbstly to oil sector. As
Huntington points out wealth occurring as a restithil revenues does not contribute
to democratization. Oil revenues are added tstate revenues. They increase the
power and bureaucracy of the state. They abdfishréquirement for tax revenues.
Therefore as the tax reveneus gets lowers, thegailbeason for asking demand
dimishes which at the end deteriotates the denipatan instead of consolidating
(Huntington, 1991; Onis, 2002b). Therefore, itldobe concluded that in Argentina
the policies to attract FDI benefitted the MNEst&asl of the public decreasing the
level of democratic consolidation. Similarly, theuntry liberalized at the expense
of real economic development. The growth ratesuwed as a result of the neo-
liberal model applied were actually visionary. Theodel made the economy
dependent to external resources and fragile tormadteshocks which at the end
brought the 2001 economic crisis together with fleof FDI inflows with heavy
burdens on democratic consolidation. Similarly] FE¥enues being the oil revenues
mostly by privatizations and M&As prohibited thegitve externalities of FDI in

regard of democratization to occur in Argentina.
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3.2 FDI IN TURKEY

As Ongun and Alper (1985) highlight, Turkey did moi{perience many FDI
inflows during the Republican Era, the 1923-193d 4033-39. Similarly, due to
the effects of the World War II, Turkey applied fctionist policies during the
1940s and did not welcome FDI to the country. fitts¢ regulation to foreign capital
was brought in the 1947 and in the 1950; a reguiaguaranteeing the transfer of
foreign capital had been enacted (Ongun, Alpar5)198However, Karluk (2003)
draws attention to the point that the Law for thee@iragement of Foreign Capital
No. 6224 was the basic regulation in regard of éheouragement of the foreign
capital. It was enacted in the 1954. Until thed®&ll the foreign capital coming to
the country was regulated by this law together \thth Petroleum Law No. 6326 and
Protection of the Value of Turkish Currency Law Nb567 (Karluk, 2003).
However, Turkey did not receive much FDI until thear 1980s. Following the
Bretton Woods System in 1972, capital movementhenworld gained momentum.
However, Turkey continued the protectionist pobcimtil the 1980s. (Hazine M,
2002).

3.2.1 24 January 1980 Decisions and FDI

The main push for the inflow of the foreign diréetestment to Turkey was
the decision of 24 January 1980. As a result of the decisions of2& January
1980, Turkey began to implement outward-orientednemic policies. As result,
Turkey arranged its applicable law and removealitstacles regarding the inflow of
FDI (Karluk, 2003).
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Figure 2: Foreign Direct Investment in Turkey, 198062000 in US $ Million
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Source: GDFI (www.treasury.gov).tited. (H. Loewendahl, E. Loewendahl, 2000).

As it can be seen in Fig. 2, from the mid-1980s Fd in Turkey grew
speedily and reached to 1 billion $ in the 199t &ter the 1990 not much increase
of FDI inflows have been recorded. To say it othse, during the 1990s when FDI
in the world was increasing, FDI in Turkey stayhd same. However, as it can be
seen in Fig.2, there is difference between theizedland the approved FDI in
Turkey. Approved FDI shows the cases where thestove said that they were going
to invest and the realized FDI shows the cases evtiey did invest. From the
1980s to the 1999s, the approved and realized EDIdeen pretty close to each
other except in the years 1995-97. The 1995-9fegperiod when Turkey and EU
signed the Customs Union Agreement. With the GustdJnion some new
declarations of manufacturing investments took @la®n the other hand, investors’
view regarding the opportunities for investing iarkey did not meet the reality. So,
the declared investments have not been realizéds of course shows government’s
inability to turn the approved investments to raadi investments (H. Loewendahl,
E. Loewendahl, 2000).

53



Figure 3: Cumulative Number of Foreign Companies inrurkey in the
1980-2000 Period
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In Fig 3, the number of FDI companies in Turkey rovine is being
presented. It is seen that since the mid-1980sfdleagn companies in Turkey
increased. It can be seen that since the mid-188Q@ke mid-1990s, the foreign
companies in Turkey was around 300 per annum lgintimber increased to nearly
450 per annum since the year 1995. As Loewen@8i@IQ) points out, in the 1990s
FDI inflows to Turkey stayed static but number ofrpanies with foreign capital
increased. In the early 2000, in Turkey there wamge than 5000 foreign equity
companies in Turkey (H. Loewendahl, E. Loewend2aBQ0). This is due to the fact
that foreign equity ventures in Turkey have beerstiggoint ventures (Tataoglu,
Glaister, 2001 cited. H. Loewendahl, E. LoewendabQ0).
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Table 4: Main Sources of FDI to Turkey, Cumulativeto March 2000

Country Approved Investment,| Number of  foreign
US$ million equ_ity investment
projects
France 5,364.78 243
Germany 3,478.14 897
usS 3,028.38 316
Netherlands 2,972.69 316
Switzerland 2,001.55 198
UK 1,825.21 317
Italy 1,598.26 182
Japan 1,284.24 49
Other countries 4497,98 2,506
Total 26,060.4 5,024

Source: GDFI (www.treasury.gov).itited (H. Loewendahl, E. Loewendahl, 2000).

Table 4 shows the main sources of FDI coming tckdwr Accordingly, the
FDI in Turkey is dominated by the European Sta@®ely; France and Germany.
In regard of the foreign equity companies, the mogbortant source of FDI is
Germany. Germany accounts almost 18 percent dhallprojects in Turkey (H.
Loewendahl, E. Loewendahl, 2000).

In between the 1990-2000, FDI seems high butisigl lower than intended.
Equally important, it is seen that as years paskedratio between foreign direct
investments to Turkey and foreign direct investraetd world decreased. In
between the 1989-1994, the foreign direct investmémat went to Turkey had a
share of 0.35 percent in world and until the 2a0fkecreased continuously and came
to the level of 0.07 percent (UNCTAD, 2001).

Appendix 2 shows the FDI coming to Turkey accordmgectors. As can be
seen from the table, FDI in Turkey is dominated rbgnufacturing and services
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sector (Tataoglu, Glaister, 2001 cited. H. Loewdhda. Loewendahl, 2000). Thus,
Turkey mainly attracted market and efficiency segkFDI (H. Loewendahl, E.
Loewendahl, 2000). Looking at Turkey, it is sekattTurkey cannot accommodate
herself to the FDI in developing countries in a towmously fast growing world.
Even though it is seen that FDI coming to Turkeyr@ased after the 1980s, its share
in the world and in developing countries has desgdaspeedily (Saatcioglu, 2003).
It can be seen that Turkey was not able to atteage numbers of foreign direct
investments. Actually, as Rubin and Onis (2003binpout FDI is the positive
feature of neo-liberal globalization. FDI not ordypplies the necessary ingredients
for economic development but it also helps to rasport competitiveness (Rubin,
Onis, 2003d).

Turkey applied protectionist economic policies utiie 1980s. Until the
1980s Turkey’s inward economic structure inhibited country to attract FDI. In
between the 1971 and the 1980, total amount of iRfldws to Turkey were circa
US$ 100 million. During the same period, totallRkBflows to Britain was US$
40.5 billion, US$ 7 billion to Spain and US$ 5.7ibn to Italy. In Turkey, the total
number of permitted FDI from the 1980-2001 pericasvJS$ 31.3 billion but only
US$ 17.2 billion were realized (TCMB, 2002).

The main push for FDI in Turkey was the decisiohthe 24" January 1980.
As a result of the policies Turkey began to appltnward oriented economic policies
and FDI inflows to the country began to increaBet still Turkey never gained high
amounts of FDI. There are different reasons fa libww number of FDI in Turkey.
They can be summarized as in descending orderdriiance; political instability,
high inflation, and uncertainty, deficiencies oétlegal system, high tax rates, and
problem in the financial system, inadequate infiadure and pervasive levels of
corruption” (Rubin, Onis, 2003d). In the 1980s with the openof the economy,
Turkey faced economic growth. However, Turkey doulot benefit from the
positive externalities of the economic growth. @me hand, the growth was so
fragile ready to shrank in any external shock. c8doof all, Turkey was not able to
attract FDI that would promote the positive extéties of economic growth.

Similarly, Turkey was not able to benefit from tIMNE’s positive social and
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psychological externality of the learning effecedo the fact that Turkey was not a
main FDI destination (Onis, 2006a; TCMB, 2002). hVreference to Appendix 1,
the small percentage of FDI Turkey received wentnipato manufacturing and
services sector by joint ventures and came froneldged countries. However, the
percentage was not enough for positive externaliieoccur. Similarly, the neo-
liberal model excluded the local development ansbgttion capacity development
of the host country. MNEs coming to Turkey formetht ventures with the Turkish
firms. It could be said that the MNEs concentraiadheir own benefits on the other
hand; Turkish firms lacked the necessary absorpt@peacity to benefit from the
joint ventures. It could also be added that Turkegame dependent to external
resources and fragile to external shocks resuliitig the 2001 economic crisis with
its heavy burdens on the society and the coungkgcording to Appendix 1, the
country’s FDI levels made a peak in the 2000 juesbke the crisis and decreased
again in the 2001 and 2002, 2003 (Appendix 1).
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CHAPTER IV
THE EFFECTS OF FDI ON DEMOCRACY
COMPARISON OF ARGENTINA AND TURKEY

As can be seen, the inflows of FDI in Argentina andurkey between 1980-
2000 period, showed both differences and simi&sitiln both of the countries, peak
of FDI inflows happened during the application bé theo-liberal policies. On the
other hand, regarding the sector, FDI-type; coaatshowed some differences. It
was seen that FDI to Argentina was dominated by M&#l privatizations and it
was mostly to oil sector (Chudnovsky, Lopez, 2008h the other hand, FDI to
Turkey was dominated by joint ventures and it vamanufacturing and to services
sectors (H. Loewendahl, E. Loewendahl, 2000). & alasorbed by Onis (2002b) that
both of the countries received FDI from developedntries but both of them had
low absorption capacity. Accordingly, both of tt@untries were not able to benefit
from the positive externalities of neo-liberal padis and FDI inflows totally. Both
Argentina and Turkey became crisis-prone and featpl external shocks with the
neo-liberal policies (Onis, 2002b). The FDI infloesArgentina and Turkey will be
examined in a detailed fashion during the perioti380-2000 as well as the increase

of HDI values of both countries.
4.1 COMPARISON OF ARGENTINA AND TURKEY (1980-2000)

As Onis in his work in 2006 points out, ArgentinadaTurkey are two
countries on the path from democratic transitiordéonocratic consolidation being
confronted with financial globalization and flowkforeign investments. During the
20" century both of the countries managed to achiemesiderable amount of

industrialization (Onis, 2006a).

In between the years 1976-1983 Argentina was rulgdthe military
dictatorship. During the military dictatorship,etlcountry did not experience an
increase of FDI. The country instead experienbecctosure of TNC affiliates in the

country even though the military government passadw foreign investment law to
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enable equal treatment of foreign and domestic stments together with free
transfer of funds of profits (Chudnovsky, Lopez0g2)

Basualdo and Fuchs (1989) draw attention to thatpgbiat the 1983 is the
return of democracy in Argentina with the Alfonghovernment. In the second half
of the 1980s FDI inflows to Argentina began to ease. It is necessary to note that
in the second half of the 1980s, most of the FDAligentina was related witldebt
equity conversion mechanismThus, Argentina’s nearly all debt during the 1984-
1989 was met with the TNC activities operating imgyéntina (Basualdo, Fuchs, 1989
cited. ECLAC, 2001). According to Appendix 3, Argina’'s GNI per capita
decreased until the 1991 even though the counttipkvalue increased which is due

to the increase of life expectancy and educatiggpéhdix 3).

However, at the top of the economic crisis, Alfonkst confidence and
Carlos Menem came to the presidency. Even thowghvés elected freely, he
enjoyed“unchecked discretionary authority”Similarly, during his term he brough
many decrees of necessity and urgency (Tedesc®).198can be said that this act
of Menem did not make the Menem government undeamticcrhowever, it
deteriorated the level of democracy in the country.

As Chudnovsky and Lopez (2008) point out FDI insehin the 1990s when
the world FDI decreased (Chudnovsky, Lopez, 200Buring this time, GNI per
capita in Argentina began to increase as well (Appe3). As can be seen in Table
3, In the 1990s FDI to Argentina was US$ 1,836ha1991 US$ 2,439, in the 1992,
US$ 4,433 but in the 1993 it decreased to US$ 2argllincreased to US$ 3,635 in
the 1994, US$ 5.610 in the 1995 and US$ 6,9496ar896 (Table 3). But as Lewis
(2001) points out through the 1996s, Argentina iesdhin recession. On February
7, 1996 in order to decree new taxes and spenditgy some emergency powers
were given to the president (Lewis, 2001). Durihg time of Carlos Menem, the
qguality of democracy deterioted with thenchecked discreationary authoritytut
FDI to Argentina increased continuously. One rea®w this increase of FDI was
the harsh neo-liberal policy applied under the éeshlip of Minister of Economy
Domingo Cavallo. Chudnovsky and Lopez (2008) hgiftl the issue that the
country faced radical economic liberalization (Chodsky, Lopez, 2008). As
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Sullivan (2006) points out Argentina was transfodime a free market economy.
Most of the state enterprises were privatized aygktinflation was eliminated. In
the 1991, the country under Domingo Cavallo, bdfarconvertibility regime. With
this regime, the Argentina peso was pegged to Ufardiomiting the printing of
pesos. This policy put the inflation under che¢kullivian, 2006). Within the first
years, the plan was succesful and FDI to the cgumtreased but it was mostly FDI
due to M&As and privatizations (Onis, 2002b). Capbflows made a peak in the
1999 with US$ 23,986 (ECLAC, 2001).

However, economy began to deteriorate as the ecpbecame dependent to
external forces. The economy was affected badiy fthe Asian and Russian crisis
of the 1997 and the 1998 and also the Braziliaraldetion since Brazil is the major
trading partner of Argentina (Onis, 2006). As suteof the economic problems and
widespread corruption in the 1999 elections, PesgidFernando De la Rua
succeeded Menem. FDI in the 2000 decreased to 11¥2. As the economy
worsened, President Fernando De la Rua resignedemember 2001. After
Fernando De la Rua, the country experienced palitimrmoil and several
provisional presidents. In the 2001, FDI decrededdS$ 3,181 (Sullivian, 2006).

Turkey encountered with fall and rise of militamterludes until the 1983.
Until the 1980s, Turkey did not receive much FDbh#the, 2002 cited). As Karluk
(2003) points out; the main push for occurred dytire military dictatorship on 24
January 1980. With the $4January 1980 decisions, Turkey began to implement
outward-oriented economic policies. As a resulirk€y arranged its applicable law
and removed the obstacles for the inflow of FDKar{fuk, 2003). However, as can
be seen in appendix 1, FDI was US$ 35 in the 1888creased to US$ 141 in the
1981, decreased to US$ 103 in the 1982 and to US# Bhe 1983, during the time
of return of democracy. In the 1984, FDI increagedJS$ 162. Until the 1988-
1990 period, FDI to Turkey was more or less stalianade a peak in the 1990 with
1.005 US $ and stayed static until the 1994 (Appetil It can be seen this period
coincides with the application of neo-liberal p@& in Turkey. Turkey began the
neo-liberal policies in the 1980s. As Onis (200@bints out the policies of Turgut
Ozal who used to be the Head of State Planning riaggon under Suleyman
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Demirel, dominated the political agenda of Turkdy.should be noted that Turgut
Ozal like Carlos Menem in Argentina used weak cheakd balances which at the
end deteriorated democracy in the country. In 1889 a reform of the capital
account was announced known‘Bgcision number 32"which moved the economy
towards full currency convertibility and permittedpital movements in and out of
the country (Onis,2002b). After the 1989 politipabblem like that of the breakup
of the Kurdish ceasefire and the terrorist operatiagainst the terrorist organization
PKK rose in Turkey and made a peak in the 1994tbagevith the economic crisis
(Howard, 2001). In the 1994 FDI in Turkey decrebseUS$ 830 (Appendix 1). As
Howard (2001) pointed out Turkey continued to emteu with political and
economical problems with the short-term coalitioovernments and policies.
Similarly, in the 1996, the role of religion begmbe discussed in Turkish politics
together with the rising the terror activities (Hand, 2001). Regarding the
economy, a stabilization program was discussed With which took effect on
January 1, 2000. During this period, FDI stayedthycstatic but made a peak in the
2001 with US$ 3.288 (Appendix 1). However, as iRuind Onis (2003) highlight
economic problems in the country rose and Febr2&@l crisis occurred. One
reason that triggered the crisis was the publipudes between the President Ahmet
Necdet Sezer and the Prime Minister Bulent EceRitbin, Onis, 2003). In the
2002, FDI decreased to US$ 590 (Appendix 1).

As can be seen from ECLAC (2001) values, the irsed FDI in Argentina
and Turkey coincided with political stability in ghcountry and similarly, the
decrease of FDI coincided with the political turim the country. During the
1990s, Argentina received huge amounts of FDI. sTlw the sales of the top 100
companies, foreign firms’ share increased from @cent in the 1991 to nearly 50
percent in the 2000. Most of this was due to pasehof existing assets (ECLAC,
2001). This increase of FDI in Argentina happeaé@ time when the Argentina
Government applied the far-reaching economic lioexdon program, the neo-
liberal program together with reducing the costsdoing business and trying to
increase the predictability of the rules of theteysin order to attract FDI (Jensen,
2003: 587-616; Onis, 2006a). Turkey began to appty-liberal program during the
1980s and in the 1989 moved to full currency cotiiméity allowing the flows of
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capital freely. As Onis (2002b) points out duritige 1980s Turkey also tried to
reduce to costs of doing business and increasdcpabiity of the rules of the
system and FDI to Turkey increased but still itecpatage in world continued to be
low. During the 1990s FDI to Turkey stayed statiks Jensen (2003) and de Soysa
(2006) emphasize investors search for political @ahomic stability while deciding
to invest in a country. Unpredictability of the ji¢s, increased regulatory burdens,
lack of commitment to policies and lacking of prdgerights drive away the
investors (Jensen, 2003: 587-616; de Soysa, 2086).Jensen (2003) mentioned,
before the 1990s, FDI had gone mostly to develammdtries. In the 1990s, 85
percent of world FDI inflows went to industrialize@mocratic countries. However,
the situation began to change in the mid 1990aneSsecholars emphasize that even
though FDI to developing countries increased, lgrge of FDI still goes to rich,
highly taxed developed democracies (Jensen, 208B6%6). Accordingly Jensen
(2003), de Soysa (2006) and Kebonang (2006) enmgh#sat authoritarian leaders’
unlimited powers augment the political risks likeatt of arbitrary expropriation,
nationalization, or other forms of government imétions including tariff rates,
change of policies that may affect the investorsairbad manner. Therefore,
democratic regimes are more credible governmentddor investors (Jensen, 2003:
587-616; de Soysa, 2006; Kebonang, 2006: 255-2710)Turkey there are different
reasons for the low number of FDI in Turkey. Tlaeg; “political instability, high
inflation, and uncertainty, deficiencies of the degystem, high tax rates, and
problem in the financial system, inadequate infiadure and pervasive levels of
corruption” (Rubin, Onis, 2003d). It could be said that ia finst course Argentina
benefitted from the program and Argentina’s FDWw#oincreased and Argentina
became a main destination for FDI inflows. Turkems unable to gain this
advantage of being a main FDI destination. As (JAR06) points out, the neo-
liberal program made both Argentina and Turkey depat to external sources and
the economy vulnerable to external shocks. Becanskoth of the countries,
democracy was new and fragile, not mature enoudenefit wholly from economic
liberalization. Both of the countries did not hawecessary ingredients for absorbing
the positive externalities of economic opening-od &DI inflows even though both

of the countries received FDI mostly from developedntries (Onis, 2006). As can
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be seen from table 1, in Argentina FDI went ususdlyesource seeking oil sector
made mostly as a result of M&As and privatizatioAs. Huntington (1991) points
out wealth occurring as a result of oil revenuesesdonot contribute to
democratization. Oil revenues add up to the statenues. They increase the power
and bureaucracy of the state by abolishing the irepents for tax revenues.
Therefore with the decrease of the taxes, publeason for asking demand dimishes
which at the end deteriotates the democratizatroegss (Huntington, 1991; Onis,
2006a). As can be seen from table 4, Turkey recemarket seeking FDI mainly to
manufacturing and services sectors mostly by jeentures but as said before,
Turkey never became a main destination for FDIusTlthe amount of FDI Turkey

received was not enough for positive externalitieSurkey to occur.

In Argentina, it can be observed that from the 1@8the 2000 the HDI value
increased from 0.655 to 0.734. Similarly, life egfancy at birth increased in the
1980 from 69.5 to 73.8 in the 2000. In the samamag expected years of schooling
was 11.4 in the 1980 and it increased to 14.8en2000. Means years of schooling
was 6.8 in the 1980 and in the 2000 it increase’glido GNI per capita in the 1980 in
Argentina was 10.804, in the 1985 it decreasedb5/in the 1990 and increased to
10.225 in the 1995. In the 2000 it reached to 3®.8As can be seen, HDI value, life
expectancy rates, expected years and means yesgBawling in Argentina followed
an increasing pattern from the 1980 to the 2000ll @r capita on the other hand,
first decrease than increased in the 1995 and shavgenall amount of increase from
the 1995 to the 2000. This can show the fragdityhe economy and democracy in
Argentina. It can be said that even though, teedonditions in Argentina improved
during the considered periods with liberalizatitine economy became fragile to
external shocks. As Onis (2002b) points out Argentdid not concentrate on
improving the competitive advantage of Argentind mstead made the country
dependent to external sources, thus the countrgenanic and political
development rates in regard of the lives of theeaits showed a fragile pattern. It is
also observed that during the economic crise yearsf the 1993 and the 2001, the
HDI values almost stayed stable (UNDP,2010a; (2182b).
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In Turkey, it can be observed that from the 198@ht 2000 HDI value in
Turkey increased from 0.467 to 0.629. Similarifg &xpectancy at birth was 60.3 in
the 1980 and it reached to 70.0 in the 2000. BExpegears of schooling increased
from 7.0 in the 1980 to 10.8 in the 2000. Meanaryef schooling was 2.9 in the
1980 and it reached to 5.5 in the 2000. GNI pertaalso increased. It was 6.291
in the 1980, 7.139 in the 1985, 8.632 in the 19043 in the 1995 and 10.422 in the
2000. It can be said that, even though Turkeystisg rates were lower than that of
Argentina, in the 2000 Turkey’s rates got closetht® Argentinian rates. It is seen
that Turkey showed an increasing pattern in regaide expectancy, expected and
means years of schooling and GNI per capita and\tlie. However, the increase
levels were low. As Onis (2002b) points out tharkBy was not able to benefit
from the positive externalities of liberalizationaaigh. It is also observed that during
the economic crise years, as of the 1993 and tbé&,28e HDI value almost stayed
stable (UNDP, 2010Db).

As a conclusion, it can be said that both in Argenaind in Turkey, during
the period when there was full or partial politisshbility, in both of the countries
FDI increased compared to their political instapilperiods but when they faced
with political turmoil, the economic problems pedkand the fall of FDI followed.
It could also be said that as the economy worsemedFDI decreased, the political
problems increased. In both of the countries, gbak of FDI increase occurred
during the neo-liberal regime policy. But, it caa said that the increase in the FDI
in Turkey was a small amount when compared withAlgentina rates. This neo-
liberal policy application period in both of thewtdries was followed by economical
problems together with political problems and thk éf FDI. Thus, as Onis (2006a)
point out both of the countries were not politigathature enough to handle the
economic liberalization. Thus, they liberalizedhwiut encouraging the competitive
strength of the country and became dependent texteenal sources and thus fragile
to external shocks. Onis (2006a) notes that tlggdst crisis in Turkey and
Argentina and the biggest fall of FDI were followeg the Asian and Russian crises
of the 1997 and the 1998 together with the devaoain Brazil, earthquake in
Turkey and rise of oil prices (Onis, 2006a). Téitsiation could also been observed
when both of the countries’ HDI values are analysed
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CONCLUSION

The purpose of this study was to explore the paliteffects of FDI. In this
study, not only the overall FDI in the world in geal terms was analyzed and the
literature was reviewed and also the political @Beof FDI in Argentina and Turkey
was examined as well as compared and contrasteteéetthe years 1980-2000.
The literature reviewed in this thesis proposed tta political effects of FDI depend
on whether the sector is primary or non-primaryustdes, whether it is made by
Greenfield investments, joint ventures or M&A amnrd/gtizations whether the source

country is a developed country or not and the giignr capacity of the host country.

It was observed that the financial liberalizaticsmchelp to the spread of
democracy to the developing world. It was highieggh by the scholars that
developing countries promote democratic governancerder to attract foreign
investors. The main concern of the foreign invesste the political, economic and
social stability when they invest in a country. cAadingly, the unpredictability of
the policies, excessive regulatory burdens, deficemforcement of property rights
and the lack of commitment in the government playagor role in deciding to invest
in a developing country. MNEs prefer the counttiest can minimize these risks.
Therefore, democratic governance attracts the taiteof foreign investors. In this
context to attract FDI, governments in developimgurdries foster democratic
governance. On the other hand, some scholars déngtidoreign investors prefer
authoritarian states since authoritarian regimes pratect the foreign capital from
public pressure for high wages, business proteciuh stronger labor right. It can
be said that, FDI to primary sector does not sefochiemocracy because primary
sector is limited with the possession of naturabteces and it could be said that it is
an extension of the idea of the colonial explamiati On the other hand, it could be
said that FDI to non-primary sector searches fonatacy because in here, FDI
does not aim to increase it gains by exploitingrthtural resource in the country but
aim to increase its gains by being productive ahdha same time protect its
investments. It could be added that, in an enwrem where there is no social,
economic and political stability, it is not alwagessible for MNESs to increase their

profits by being productive and protect their invesnts. The indirect effects of FDI
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on developing countries have been emphasized bygdhelars. Accordingly, FDI
increases the economic growth in the developingic@ms. This economic growth
by promoting education, improves the lives of thizens and the democratization in
the developing countries. Scholars also mentiotied social and psychological
effects of FDI according to which FDI helps to dg& democratic ideas and values
since MNEs stay in the host country for a long tiare interact with the local

government and the local people.

Looking in whole to the development of FDI in Argea and in Turkey, it
was seen that, after the beginning of the 1900getina was one of the richest
countries in the world. During the first wave oéndocratization (1828-1926),
Argentina was one of the countries experiencingsiteon. However, as a result of
the devastating affects of the Great War, Argentatarned to authoritarian rule in
the 1930. It can be said that as a result of dmatractic government’s inability to
tackle with the economic problems, the regime ckabhgught new hope to the
Argentina and therefore the new authoritarian amjitgovernment gainethegative
legitimacy. In order to continue its legitimacy, followinghe fading of the
“negative legitimacy, the military changed the economic policy and deg¢p apply
import substitution strategy based on domestic yectdn protection. However,
Argentina’s rececession and economic stoppagerageditogether with the loss of
legitimacy of the military government. In the 1946 entina returned to democracy
with a populist leader. The populist politics ttger with protectionist economic
policies worsened the economic conditions and en1®55 during the second wave
of democratization, the country returned to militamle. The cycle of democracy-
military regime continued until the 1983. It wasen that from the 1930 to the
period of the 1983, which is the time of the reabBshment of democracy in
Argentina, Argentina have had 6 major military ceup the 1930, the 1943, the
1955, the 1962, the 1966 and the 1976 and many ethall ones. During that
period, the country had seen 25 different presgleritich can show the fragility of
the politics and economics in the country. It coble said that after the 1983
Argentina did not face any reversals however, ésdcratic consolidation continued
to be low from the 1983 to the 2002. Following temocratic transition, Argentina

also changed its economic policy and began to app-liberal policies.
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Accordingly the economy opened up, legal frameweadtablished for the free flight
of FDI together with increased privatization prage Since MNEs do not prefer
countries with high political risks, Argentina wi¢o decrease its political risks which
helps to consolidate democracy but it could be Haad while doing that Argentina
issued policies to please MNEs instead of the pulthich deteriorates the
consolidation of democracy. Accordingly, Argentifeced economic growth and
heavy FDI flows following the implementation of theo-liberal model. As it was
emphasized by the scholars, economic growth pramdénocracy by improving
education. However, it could be said that the ¢ghoand the increase of FDI were
not on sustained basis in Argentina. The presaic®MNEs benefits the local
community in a positive manner due to the condibbmteraction and the export of
democratic values and ideas. However, it was gkah this did not occur in
Argentina. The local community was mostly excludiexh the process. Similarly,
in Argentina the liberalization process exludedallgt the strenghtening of the
domestic economy and absorption capacity of th@eggcmaking the country
heavily dependent on external sources. Durindtheave of FDI between the years
1958-1963, Greenfield Investments in Argentina tqalce together with the
learning process for the local people increasimgpitoductive capacity of Argentina.
In between the years 1966-1969, during thfeveave of FDI, FDI concentrated on
purchasing local firms and expanding installed cdjgs. During the 1970s, FDI
decreased. During the 1980s, FDI was related wigiht equity conversion
mechanism. During thé®3vave of FDI, in the 1990s, largest amount of Fifloiws

to Argentina took place. This period coincidedhitite application of the harsh neo-
liberal program together with harsh M&As and prization policies. Therefore it
could be said that it was obvious that the pictues going to change at the end of
the decade. It was seen that FDI values FDI flighaide a peak in the 1999 but fall
down in the 2000 and the 2001 together with thanewgoc crisis and heavy burdens
on the society, economy and the politics of Argeanti Similarly, FDI went mostly to
oil sector. As Huntington points out wealth ocawgras a result of oil revenues does
not contribute to democratization. Oil revenues added to the state revenues.
They increase the power and bureaucracy of the.steltey abolish the requirement

for tax revenues. Therefore as the tax revenetsslgeers, the public’s reason for
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asking demand dimishes which at the end deterethte democratization instead of
consolidating. Therefore, it could be concludedttim Argentina the policies to
attract FDI benefitted the MNEs instead of the puldecreasing the level of
democratic consolidation. Similarly, the countilyefalized at the expense of real
economic development. The growth rates occurred assult of the neo-liberal
model applied were actually visionary. The modealde the economy dependent to
external resources and fragile to external shodkislwat the end brought the 2001
economic crisis together with the fall of FDI infle with heavy burdens on

democratic consolidation.

It was observed that Turkey applied protectionestn®mic policies until the
1980s. Until the 1980s Turkey’s inward economracture inhibited the country to
attract FDI. In between the 1971 and the 198l tamount of FDI inflows to
Turkey were circa US$ 100 million. Turkey movedtalti-party democracy during
the 1950 however, this did not last long. Turkegauntered with military interludes
during 1960s, 1971 and 1980s. On 1983 as did Amgenturkey also returned to
democracy however it could be said that the dentgccntinued to be fragile.
Turkey encountered with continuous political praobée like that of the Kurdish
problem together with the weak coalition governmees it was highlighted by the
scholars; the main push for FDI in Turkey was tleisions of the i) January
1980. As a result of the policies Turkey begamapply outward oriented economic
policies and FDI inflows to the country began terease. But still Turkey never
gained high amounts of FDI. One of the main readon this low amount of FDI
could be a result of Turkey’'s political economialasocial instability since MNE’s
want invest in countries that can minimize the i, economic and social risks.
In the 1980s with the open up of the economy, Turkeced economic growth.
However, Turkey could not benefit from the positexernalities of the economic
growth. On one hand, the growth was so fragil@lye@® shrank in any external
shock. In this regard, Turkey was affected badiynfthe Russian and Asian crisis
of 1997, 1998 resulting in the 2001 crisis. Secohall, Turkey never became a
main destination for FDI inflows. The small pertzage of FDI Turkey received
went mainly to manufacturing and services sectojobyt ventures and came from

developed countries. However, the percentage was enough for positive
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externalities to occur.  Similarly, the neo-liberatodel excluded the local
development and absorption capacity developmenthef host country. MNEs
coming to Turkey formed joint ventures with the Kish firms. It could be said that
the MNEs concentrated on their own benefits orother hand; Turkish firms lacked
the necessary absorption capacity to benefit fioenjaint ventures. It could also be
added that Turkey became dependent to externalinees® and fragile to external
shocks resulting with the 2001 economic crisis wighheavy burdens on the society
and the country. It was seen that the country’s IElels made a peak in the 2000
just before the crisis and decreased again in@0& and 2002, 2003.

It is also necessary to point out that in both lué tountries the leaders
enjoyed low checks and balances. Both countriese wealled ‘tlelegative
democracies”’by some authors. Accordingly, in delegative deraces political
parties or the leaders enjoy uncontrolled authesiti It was emhasized that Menem
in Argentina politics and Ozal in Turkish politispeeded up the reform process and

deteriorated the democracy at the same.

It could be concluded that, in Turkey starting frtdme mid-1980s, FDI began
to increase but during the course of the 1990,a$ wiostly static. In between the
1989-1994, the foreign direct investments that wenturkey had a share of 0.35
percent in world and until the 2000 it decreasedtinoously and came to the level
of 0.07 percent. FDI inflows to Argentina beganirtorease in the late 1980s and
reached to total 78,709 US $ in between the 19@2te 2001. Capital flows made
a peak in the 1999 with 23,986 US $ but fell batkhe 2000 and the 2001. The
flow cycles showed both differences and similasitie Argentina and in Turkey.
Both of the countries faced with the increase of Fiflows with the commence of
the neo-liberal program during 1980s and both o tountries returned to
democracy in the 1983. It was observed that FDArtgentina was mainly to oil
industry (primary sector) by M&A and privatizationsn Turkey, FDI inflows were
dominated by the manufacturing and the service®eby joint ventures. In the
same manner, both of the countries received FDItljné®m European countries
and from United States. The literature proposed tthia kind of FDI, FDI coming

from developed countries enhances the democraitatn in developing countries.
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However, the point that FDI went to the oil sectorArgentina by M&As and
privatizations and that the amount of FDI Turkegeiged was not enough for
positive externalities of FDI to occur. Both ofettcountries opened up their
economic so quickly before they were ready for suokd of inflows of FDI,
privatization, liberalization...etc. before their decnacy got mature enough. Thus,
neither of the countries had the necessary absorptipacity to benefit from the FDI
inflows. In both of the countries MNEs concentratedtheir on profits and social
and psychological learning process did not takeeoia Argentina and in Turkey
with the increase of FDI inflows during 1980-20C£¥ipd. Looking at the HDI value
of Argentina and Turkey, it can be observed thaboth of the countries, the HDI
value increased from the 1980 to the 2000 butribeease was rather low. As it was
reviewed in the literature, as the life of the z@tis improve, citizens begin using
their democratic rights more which helps the codsdibn of democracy. However,
the increase of HDI was low especially in the ca$elTurkey. In the case of
Argentina especially the rates of GNI per capitavedd a fragile pattern. Similarly,
the period of liberalization in both of the couasiresulted with economic and
political fragility and external source dependendyich brought with it economic
and political crisis, also undermining the leveld#mocracy in the country. As an
example, from the 2000 to the 2001 (when both efdbuntries encountered heavy

economic crisis), in both of the countries HDI v@himost stayed stable.

As a result, the findings of this study argue Rt to primary sector as well
as M&As and privatizations do not improve the prctiite capacity of a country. In
the same manner, the countries need the necedssoyption capacity to benefit
from FDI inflows. Both countries received FDI froteveloped countries however,
the issue that they lacked the necessary absomdjoecity, and that Argentina’s FDI
inflows were mainly to primary sector/oil industoy M&As and privatizations and
that Turkey actually did receive very little FDIghibited the positive externalities of

developed country FDI inflows to occur in both létcountries.

In the future, the study can be enlarged by addipgountries like China,
Czech Republic, Bulgaria, Russia, Romania and Atbamhich are important

countries in regard of the study of the effect$=Di on democracy. Similarly, the
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profit transfers of the MNEs could be added to gtigly in order to understand the
effects of FDI to the host country in a better way.
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Appendix 1: 1980-2003 Foreign Capital in Turkey (Milion Dollars)

Years Permitted FDI Realized FDI Cumulative Firm Realisation
Number Percantage

1980 97,00 35 78 36
1981 337,51 141 109 42
1982 167,00 103 147 62
1983 102,74 87 166 85
1984 271,36 162 235 60
1985 234,49 158 408 67
1986 364,00 170 619 47
1987 655,24 239 836 36
1988 820,52 488 1.172 59
1989 1.511,94 855 1.525 57
1990 1.861,16 1.005 1.856 54
1991 1.967,26 1.041 2.123 53
1992 1.819,96 1.242 2.330 68
1993 2.063,39 1.016 2.554 49
1994 1.477,61 830 2.830 56
1995 2.938,32 1.127 3.161 38
1996 3.836,97 964 3.582 25
1997 1.678,21 1.032 4.068 61
1998 1.646,44 976 4.533 59
1999 1.699,57 817 4.950 48
2000 3.477,42 1.719 5.328 49
2001 2.725,28 3.288 5.841 121
2002 2.242,92 590 6.280 26
2003* 1.207,99 150** 6.511 12
Total 35.204,30 18.235 52

Source: GDFI (www.treasury.gov.tr) *As of June **As of Jaamy-May.
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Appendix 2: Breakdown of actual FDI by sub-sector 1980-March 2000)

Sector Number of Projects| %of total FDI
with Foreign Equity
Agriculture and | 186 1.3%
Mining
Manufacturing 1,251 44.4%
Of which:
Food & Beverage 146 5%
Tobacco 10 2.8%
Textiles & Garments | 220 2.2%
Chemicals 165 8%
Plastics 52 2%
Cement 9 2.8%
Iron and Steel 15 1.9%
Electrical Machinery | 69 1.9%
Electronics 72 1.7%
Automotive 28 8%
Auto side industries | 102 2.9%
Services 3,587 54.3%
Of which:
Trade 1,949 9%
Hotels 279 2.6%
Communication 14 1.7%
Financial Services 37 18.2%
Investment Finance | 47 4.5%
Social Services 216 10.6%
Total 5,024 100%

Source: GDFI (www.treasury.gov.tr) citeéil. Loewendahl, E. Loewendahl, 2000).



Appendix 3: Trends in Turkey’s HDI component indices 1980-2010
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Appendix 4: Trends in Argentina’s HDI componen indices 1980-2010
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Source:UNDP (http://hdrstats.undglionages/explanations/ARG.pdf).

76



BIBLIOGRAPHY

Abddelal, R. (2005)Capital Rules: Intitutions and International MonggteSystem.

http://www.princeton.edu/~smeunier/Abdelal,%20Th&RA2les%200f%20Globaliz

ation.pdf(21 March 2010).

Aitken, B. J., Harrison A.E. (1999). Do Domesticris Benefit from Direct Foreign

Investment?Evidence from Venezuelhe American Economic Revie®D5-618.

Alper, E., Onis Z. (2001c}inancial Globalization, the Democratic Deficit and
Recurrent Crises in Emerging Markets: the Turkisip&ience in the Aftermath of
Capital Account Liberalization.

http://papers.ssrn.com/sol3/papers.cfim?abstracd 1@664(15 March 2010).

Alston, L. J., Gallo A. A. (2005)The Erosion of Chekcs and Balances in Argentina

and the Rise of Populism in Argentina: An Explamafior Argentina’'s Economic

Slide from the Top Tehttp://www.colorado.edu/ibs/pubs/pec/pec2005-0081(p

April 2010).

Alvaredo, F. (October 200AVorking Paper No. 2007-02. The Rich in Argentine
over the Twentieth Century: From the Conservatigpulic to the Peronist

Experience beyond 1932-2004tp://www.pse.ens.fr/document/wp200702.(if

April 2010).

Bahceci, S.(19970rtodoks ve Heterodoks Istikrar Programlari: Sedgrilke
Ornekleri ve 1994 Turkiye Deneyimi. Bolum 2: Seisiloike Ornekleri.

http://ekutup.dpt.gov.tr/ekonomi/politika/bahcerskra3.pdf(3 April 2010).

77



Balkan, S., Uysal, A. E., Karpat, K.H (196 Qonstitution of the Republic of Turkey.

http://www.anayasa.gen.tr/1961constitution-text.(&#f March 2010).

Balze, F.A. (1995)Remaking the Argentine Economy.

http://books.google.com.tr/books?id=IUdzKI-

iIG6QC&printsec=frontcover&dg=Remaking+the+Argentieeonomy&source=bl&

ots=z0szHCD109&sig=nYKYre2ClvYhaT{HGK5zVJkSPiQ&hlx&ei=5E|BTIGD

E5DsOZeK5eAL&sa=X&oi=book result&ct=result&resnum&iled=0CBgQ6AEw

AA#v=onepage&5 May 2010).

Basualdo, E., Fuchs, M. (1989)uevas formas de inversi¢n de las empresas

extranjeras en laBuenos Aires: CEPAL.

BBC. (June 2010Mercosur (Common Market of the South)-Profile.

http://news.bbc.co.uk/2/hi/americas/5195834.&rmvay 2010).

Bhagwati, J. (1995 revised)iscussion Paper Series No. 723 Globalization,
Sovereignty and Democracy.

http://docs.google.com/viewer?a=v&g=cache:Mk38vRMKN:academiccommons.

columbia.edu/assets/files/download.php%3Fpid% 30t 14%26filename%3Deco

n 9495 723.pdf+jagdish+bhagwati%2B1994%2Bqglobabmatsovereignty,+and+

democracy&hl=tr&gl=tr&pid=bl&srcid=ADG(23 March 2010).

Biglaiser, G., DeRouen, K. (200Ihe Effect of Democracy on US Foreign Direct

Investmenthttp://nathanjensen.wustl.edu/me/files/Biglaisafr (18 March 2010).

78



Boughton, J. M. (1997)MF Working Paper. Modeling the World Economic
Outlook at the IMF: A Historical Review.

http://papers.ssrn.com/sol3/papers.cfim?abstradd821303(3 April 2010).

BYEGM. The Development of Turkey's Exports. Turkey's gorérade.

http://www.byegm.gov.tr/db/dosyalar/webicerik30.g8fMay 2010).

Buxton, J., Phillips, N. (1999 ase Studies in Latin American Politics.

http://books.google.com.tr/books?id=XHq7AAAAIAAI&pBAT79&Ipg=PA79&dq

=case+studies+in+Latin+American+politics%2Bj.+bun&e?2B+n.phillips&source=

bl&ots=ilgr6SKe R&sig=h FhumBPbk-

741ivofitRgEQh04&hl=en&ei=FdLCTNDIA8fKswbF2e XNCA&saX &oi=book re

sult&ct=result&r (28 April 2010).

Chudnovsky, D., Lopez, A. (April 2008Foreign Investment and Sustainable
Development in Argentina.Working Group on Develaprmaed Environment in the
Americas Discussion Paper Number 12.

http://ase.tufts.edu/gdae/Pubs/rp/DP12ChudnovskyetApr08.pdf(28 April

2010).

Cimoli,M.. Katz, J. (2003). Structural Reforms, Teological Gaps and Economic
Development: A Latin American Perspectinelustrial and Corporate Chang887-

411.

COE, (2010)Council of Europe in Brief.

http://www.coe.int/aboutcoe/index.asp?page=quisosmoes&l=en(7 November

2010).

79



Cohn, T. H. (2000)Global Political Economy: Theory and Practidénited States:

Addison Wesley Longman, Inc.

CNS. (2007)Commonwealth of Independent States.

http://cns.miis.edu/inventory/pdfs/cis.pd November 2010).

Dailami, Mansoor. (2000)Vorld Bank Policy Research Working Paper No. 2372.
Financial Openness, Democracy, and Redistributiokck.

http://www.standford.edu/class/polisci243c/reading802009.df (5 May 2010).

Daseking, C., Ghosh, A.R., Lane T., Thomas A. (200dssons from the Crisis in

Argentina. http://books.google.com.tr/books?id=XGfE-

00zVCYC&pg=PR5&Ipg=PR5&dg=Christinat+Daseking,+Atishhosh,+ Timothy+

Lane,+Alun+Thomas.+Lessons+from+the+Crisis+in+Atgen&source=bl&ots=0

L4v -

OpNj&sig=Rob6wpT2Jeuh99qu30ViDzDF3zRw&hl=en&ei=vPTWIABNseDswb

NyeSFCA&sa=X&oi=book result&ct=result&resnum=5&vatiSCEQ6AEwWBA#v

=onepage&g=Christina%20Daseking%2C%20Atish%20Gh&&®20Timothy%2

0Lane%2C%20Alun%20Thomas.%20Lessons%20from%20th€¥sA8%20in%20

Argentina.&f=false(28 May 2010).

De Soysa, Indra. (2003d&joreign Direct Investment, Democracy and Develogmen

New York: Routledge.

Diamond, L. (2002)Elections without Democracy. Thinking about HyldRielgimes.

http://psweb.sbs.ohiostate.edu/faculty/mcooper/pseatings/diamond.pd8 March

2010).

80



Dogruel, F., Dogruel, S. (200@icak Sirtinda Buyume ve Istikrar: Arjantin,

Brazilya, Meksika, Israil ve Turkiydstanbul: Istanbul Bilgi Universitesi Yayinlari.

Dunning, J. H. (2002)Theories and Paradigms of International Businestvity.

http://books.google.com/books?id=XCUWU30Q XVMC&pg=P2RIpg=PA52&dq

=john+dunning%2B1981%?2Binternational+production+stheé+multinational+ente

rprise&source=bl&ots=De 1YV4hnz&sig=KagrAgN4otpl78R@nLijeFlk3k&hl=en

&ei=RQOWTPDaD83C4gbywdj1Cwé&sa=X&oi=book_resuli&5 March 2010).

ECLAC. (2001). II. Argentina: FDI and Corporategegies. Foreign Investment in
Latin America and Caribbean.

http://www.eclac.org/publicaciones/xml/9/10869/LCIG8 ARGENTINA.pdf(5

May 2010).

Ergun, S. (2010)Arjantin‘in Ekonomik Istikrarsizlik Tarihi: Inisleve Cikislar.

http://www.akademikbakis.org/20/08.p November 2010).

Ferraz, Joao., Hamaguchi, Nobuaki. (2002). IntradacM&A and Privatization in

Developing CountriesThe Developing Economie383-99.

Friedman, T. (1999)'he Lexus and Olive Trekeondon: Harper Collins.

Gallagher, M. E. (2002). Reform and Openness: Whin&s Economic Reforms

Have Delayed DemocracWorld Politics 338-372.

Gareth, J. (2001ontext and Circumstance: The Turkish Military dtalitics.

London: Oxford University Press.

81



Gilpin, R. (1987).The Political Economy of International Relatiofsinceton, New

Jersey: Princeton University Press.

Globerman, S., Shapiro, D., Tang, Y. (200&reign Direct Investment in Emerging

and Transition European Countriefittp://www.bowdoin.edu/~ytang/fdi-europe.pdf

(17 March 2010).

Gray, J. (1996)After Social Democracy: Politics, Capitalism aigtCommon Life.

http://books.google.com.tr/books?id=JFH2ZS OnpkQd&pec=frontcover&dg=joh

n+qray%2B1996%2Bafter+social+democracy:+politicapitalism+and+the+comm

on+life&source=bl&ots=1UaG82qr-8&sig=AocYGHFNPyB4-Mi1g8-

N2ClICaE&hl=tr&ei=zEMTTIjxB8f80OZLZhIQM&sa=X&oi=book(17 March

2010).

Hazine (2002)Yabanci Sermaye Genel Mudurlugu 2001 Yili Raporu.

http://www.treasury.gov.tr/irj/go/km/docs/documédhiazine%20Web/Arastirma%?2

OYayin/Raporlar/Yabanc%C4%B1%20Sermaye%20Raporldi®d8l /4875%20Sa

y%C4%B11%C4%B1%20Kanundan%20%C3%96nceki%20Rap¥dadnc%%C4%

B1%20Sermaye%20Raporu%202001.fApril 2010).

Howard, D.A. (2001)History of Turkeyhttp://books.google.com.tr/books?id=Ay-

IkMarTp4C&printsec=frontcover&dg=Howard,+DouglasHAdistory+of+Turkey&

source=bl&ots=0pA9bqwxg0&sig=MuniNwpELy2twCRWb4tBifh1E&hl=en&ei

=aAHXTLGGHpHtsgaXvYCJCA&sa=X&oi=book result&ct=refiresnum=2&v

ed=0CBcQ6AEWAQ#v=0onepage&q&f=falg&0 April 2010).

Hungtington, S. (1991 he Third Wave: Democratization in the Late Twehtie

Century.

82



http://books.google.com.tr/books?id=6REC58qdt2s@&pec=frontcover&dg=Hun

tington,+Samuel.+The+Third+Wave:+Democratizatiortire+Late+ Twentieth+Ce

ntury.&hl=en&ei=DQLXTLv3FcOQjAfJ29XDCQ&sa=X&oi=bookresult&ct=resul

t&resnum=1&ved=0CCYQ6AEwWAA#v=0nepage&g&f=fal¢d March 2010).

ICT (2004). Turkey in Europe More than a promide@port of the Independent

Commission on Turkey.

IMF (1993).Balance of Payments Manud! &d.

http://www.imf.org/external/np/sta/bop/bopman.g8March 2010).

IMF (2003).Foreign Direct Investment Trends and Statistics

http://www.imf.org/External/np/sta/fdi/eng/2003/888.pdf(5 April 2010).

Isik, S., Duman, K., Korkmaz, A. (2004)urkiye Ekonomisinde Finansal Krizler:

Bir Faktor Analizi Uygulamasihttp://www.iibf.deu.edu.tr/dergi/1141030638_1.pdf

(21 May 2010).

Jakobsen, J., de Soysa, Indra (200Blo) Foreign Investors Punish Democracy
Theory and Empirics 1984-2001.

http://www.svt.ntnu.no/iss/Indra.de.Soysa/publisK&KL 05903004.pdf(18 April

2010).

Jensen, N. M. (2003). Democratic Governance andihational Corporations:
Political Regimes and Inflows of Foreign Direct &stmentinternational

Organization 587-616.

Jonas, J. (2002Argentina: The Anatomy of a Crisis.

http://www.zei.de/download/zei_wp/B02-12.0@5 May 2010).

83



Jones, J., Wren, C. (200&)preign Direct Investment and The Regional Economy.

http://books.google.com.tr/books?id=yw YUIGHg4ICé&psec=frontcover&dg=jo

nes+Jonathan+and+Colin+Wren%2Bforeign+direct+immesit+and+the+regional+

economyé&source=bl&ots=m9xzFPRVEO&sig=HRuEqgebOO0widB7PIdlYuBbo

&hl=tr&ei=zZbpS_jzE80aOMnvwbclL&sa=X&0i=book(18 March 2010).

Karluk, R. (2003)Turkiye'de Yabanci Sermaye Yatirimlarinin EkonoBulyumeye

Katkisi. www.tcmb.gov.tr/yeni/evds/yayin/kitaplar/.../tuddysermyat.do(25 May

2010).

Kebonang, Z. (2006 NEPA: Drawing Lessons from Theories of Foreign Bire
Investment.

http://findarticles.com/p/articles/mi m1TSD/is 2abh25012650/pg 2/?tag=conten

t;coll (18 March 2010).

Khavisse, M., Piotrkowski, J. (1973). La consolidachegemonica de los factores
extranacionales. El caso de las cien empresastirales mas grandesonsejo
Nacional de Desarrollo (CONADE): El desarrollo ingtdal en la Argentina:
sustitucién de importaciones, concentracion econéryi capital extranjero (1950-

1970)

Lewis, D. K. (2001)History of ArgentinalUSA: Greenwood Publishing Group.

Lensink, R., Morrisey, O. (2001foreign Direct Investment: Flows, Volatility and
Growth in Developing Countries.

http://som.eldoc.ub.rug.nl/FILES/reports/themeE/ROQE16/01E16.pdf3 March

2010).

84



Li, Q., Li, resnick, 2003a: 1-37, (2003a). A Rearsf Fortunes Democratic
Institutions and Foreign Direct Investment InflotlwsDeveloping Countries.

http://people.tamu.edu/~quanli/research_papersitefites/|IO_2003_fdidem.pdf

March 2010).

Li, Q., Reuveny, R. (2003b). Globalization and Denagy: An Empirical Analysis.

British Journal of Political Scienc&9-54.

Lipset, S. M. (1959). Some Social Requisites of Deracy: Economic Development

and Political LegitimacyAmerican Political Science Revie@0-105.

Loewendahl, H., Loewendahl E.E. (November 2000ykey's Performance in
Attracting Foreign Direct Investment.

http://docs.google.com/viewer?a=v&g=cache:2xXOERRI:se2.isn.ch/serviceeng

ine/Files/ISFPub/29192/ipublicationdocument singednent/275C317C-D753-

4AF1-A30E-

60CFC6128CA5/en/157 Turkeys%2Bperformance.pdf+ sk erformance+in+

Attracting+Foreign+Direct+Investment&hl=en&pid=bl&sd=ADGEESqHcyOpY1

Xwhbfm666TB XsvDvojzFOufGLnz8ajFCuL7KNsRkY PUwWdIdgCFcMZagx

PIhZBZfnS534S0gdapV3hfnF47r6tpvRKYJWX2FL5Qy20SuN T4 u-

43dpeW111&sig=AHIEtbSS_t3M7BBgmvUfGxnbpkD9-ODY_@5 April 2010).

Maxfield, S. (1998)Understanding the Political Implications of Finaati
Internationalization in Emerging Market Countries.

http://www.sciencedirect.com/science?_ob=MImgé& _imkey=B6VC6-3TXD5VR-

4-

1& cdi=5946& user=691192& pii=S0305750X98000539&agvna& coverDate=

85



07%2F31%2F1998& sk=999739992&view=c&wchp=dGLbVtb-

zSkzV&md5=72a9a7f8e0e3f15¢c5969b8c4df624dd9&ie=tsdampdf (18 April

2010).

Milner, H.V., Mukherjee, B. (2009Pemocratization and Economic Globalization.

http://www.princeton.edu/~hmilner/forthcoming%20papMilnerMukherjee Demo

cratization&EconGlobalization ARPS.p(4 May 2010).

MFA (2010).Suleyman Demirehttp://www.mfa.gov.tr/suleyman-demirel.en.nffa

June 2010).

Muller, E. N. (1995). Economic Determinants of Demaxy.American Sociological

Review:966-982.

OECD (2008)Benckmark Defitinition of Foreign Direct InvesmdhtEdition.

http://www.oecd.org/dataoecd/26/50/40193734 (Bdflarch 2010).

OECD (2011)Purchasing Power Parities (PPP)

http://www.oecd.org/department/0,3355,en_2649 34357 1 1 1,00.htnLlO

March 2011).

Oneal, J. R., Russett, B. M. (1997). The Clasdidarals were Right: Democracy,

Interdependence and Conflict: 1950-198&ernational Studies Quarterly267-293.

Ongun, T., Alpar, C. (1985Punya Ekonomisi ve Uluslararasi Ekonomik Kuruluslar

Az Gelismis Ulkeler Yonunden Degerlendiriséanbul: Evrim Yayinevi.

86



Onis, Z. (2002b). Argentina Crisis, IMF, and thenitis of Neo-Liberal
Globalization: A Comparative View from Turkelgoc University - Department of

International Relations Working Paper Series

Onis, Z. (2006a)varities and Crisis of Neo-Liberal Globalizationgentina, Turkey

and IMF. http://home.ku.edu.tr/~zonis/Argentina.@@b April 2010).

Oran, B. (2002)Turk Dis Politikasi Kurtulus Savasindan Bugune QéguBelgeler,

Yorumlar, Cit:1 1919-198dstanbul: lletisim Yayinlari

Pini, M., Cigliutti, S. (1999). Participatory Refos and Democracy: The Case of

Argentina.Theory in Practice (TIP)

Raff, H., Ryan M., Stahler F. (December 200grger vs. Joint Ventures vs.
Greenfield Investment: A Comprehensive TreatmeRDbf

http://editorialexpress.com/cqi-

bin/conference/download.cgi?db_name=mwie2005&pagel 8 (15 March 2010).

Rubin, B., Onis, Z. (2003d}.he Turkish Economy in Crisis.

http://books.google.com.tr/books?id=Gupu9L81300C&BA90&Ipg=PA90&dg=0

NIS%2BRUBIN%2Bthe+turkish+economy+in+crisis&sourtégots=Mp_EeJOQniq

&sig=-

DytcXVIHHzuOpU9cABiIdJ53rew&hl=en&ei=YzbBTIiBO4WSswitysXYCA&sa=

X&oi=book_result&ct=result&resnum=6&ved=0CDEQG6AHR5 April 2010).

Rudra, N. (2005). Globalization and the Strengthgmif Democracy in the

Developing World American Journal of Political Sciencé04-730.

87



Saatcioglu, C. (2003pogrudan Dis Yatirimlar ve Turkiyevww.ismmmo.org.t(25

May 2010).

Schulz, H. (2009)Political Institutions and Foreign Direct Investnten
Developing Countries:Does the Sector Matter?.

http://papers.ssrn.com/sol3/papers.cfm?abstract43983(3 March 2010).

Schumpeter, J. (1950)Capitalism, Socialism and Democracy New York:
Harper&Row Publishers.

Sorenson, M. R. (2001Argentina’s Crises .

http://www.nationalbanken.dk/DNUK/Publications.ssfle/Monetary Review 4 Q

uarter_2001/$file/nb06.htrf22 April 2010).

Sullivan, M. P. (2006)Argentina: Political and Economic Conditions and US

Relations http://fpc.state.gov/documents/organization/75280(p2 April 2010).

Tachau, F., Heper, M. (1983). The State, Politra$ Bhe Military in Turkey.

Comparative Politics15-17.

Tataoglu, E., Glaister, K.W (200@imensions of Western Foreign Direct

Investment in Turkeyondon: Greenwood Press.

Tedesco, L. (1999Pemocracy in Argentina: Hope and Disillusion

http://books.google.com.tr/books?id=RHEEBL5pkKMC&RA100&Ipg=PA100&

dg=Tedesco,+L.+(1999)+Democracy+in+Argentina:+HapeH Disillusion&source

=bl&ots=4C2ApWX82Zvy&sig=7cLNzV8nCRgP60QaZolni DS86MY#=en&ei=kA

3XTL60KMKUswbZnLjoCA&sa=X&oi=book result&ct=result€esnum=3&ved=0

CBoOQ6AEWAQ#v=0nepage&q=Tedesc0%2C%20L.%20(1999)%&200rracy%20i

n%20Argentina%3A%20Hope%20and%20Disillusion&f=fa|&8 April 2010).

88



TCMB. (June 2002) The Impact of Globalization on the Turkish Economy.

http://www.tcmb.gov.tr/yeni/evds/yayin/kitaplar/dglal.pdf (20 April 2010).

UNCTAD (1999).Foreign Direct Investment and and Challenge of Dewaent.

http://www.unctad.org/en/docs/wir1999 en.g@fMarch 2010).

UNCTAD (2005).Transnational Corporations and the Internationatioa of R&D.

http://www.unctad.org/en/docs/wir2005_en.g8fMarch 2010).

UNCTAD (2006).FDI from Developing and Transition Economies: Imaptions for

Developmenthttp://www.unctad.org/en/docs/wir2006_en.g8lfMarch 2010).

UNDP (2010a)Argentina, Explaining HDI value and rank change¢imman

Development Report 2016ttp://hdrstats.undp.org/images/explanations/ARIG3

February 2011).

UNDP (2010b).Turkey, Explaining HDI value and rank changes imtéun

Development Report 2016ttp://hdrstats.undp.org/en/countries/profilesRbtml

(3 February 2011).

UNDP (2010c)Democratic Governancéittp://www.regionalcentrelac-

undp.org/index.php?option=com content&view=artidldg&b&ltemid=6&lang=en

(3 March 2010).

Vanhanen, T. (Mar. 2000). A New Dataset for meagubemocracy, 1810-1998.

Journal of Peace ResearcPb1-265.

Weigel, D.R., Gregory, N.F., Dileep M. W. (1998gssons of Experience No. 5:

Foreign Direct Investment.

89



http://www.ifc.org/ifcext/publications.nsf/Conteh&ssonsofExperienceNd37

March 2010).

William, H. (1994).Turkish Politics and MilitaryLondon: Routhledge.

World Bank (2006)The World Bank in Turkey, 1993-2004: An IEG Country
Assistance Evolution.

http://Inweb90.worldbank.org/oed/oeddoclib.nsf/DddDViewForJavaSearch/A57

E6F8708FOCF478525715C0068D560/Sfile/turkey _cae2@ifApril 2010).

Zurcher, E.J. (2004)Y.urkey-A Modern History.ondon: I.B Tauris.

90



