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ABSTRACT 
 
 
 
The central contribution of this work is the identification of the determinants of 

the changes in the profit rates and wages among different subsectors of the Turkish 

manufacturing industry, with a major emphasis on the impact of changing conditions of 

external competition. In the Turkish manufacturing industry, the force of external 

competition reveals itself particularly when the State’s direct role in accommodating 

private returns diminishes. One outcome of this has been intensification of the conflictual 

features of the economic system, resulting in changes in the distribution of income 

between and within classes.  A long-term analysis of the structure of profit rates and real 

wages at subsectoral level is the main analytical approach of the investigation.   

We generate a capital stock series using the ‘perpetual inventory method’ at the 

aggregate level for both private and public manufacturing sectors and at the two-digit 

level of ISIC (Rev.2) only for the private sector.  With these capital stock series, we are 

able to in calculate profit rates.  We then subject to analysis the profit rate data, both 

within and between classes, using a variety of analytical tools such as distribution 

frontiers and decomposition methods.  As the state’s accommodating role recedes, we 

find, relative to the impacts of the ‘environmental’ factors, such as changes in trade 

related variables, an increasingly significant impact on distributional dynamics of 

conflict-based factors that have roots in changes in the bargaining power of labor vis-à-

vis capital such as changes in the unionization index, the unemployment rate, the female 
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share of employment.  Estimates of profit rate effects provide evidence for direct impacts 

of the rise in the unemployment rate and the rising female share of employment on profit 

rate changes, consistent with the reserve army of labor and the feminization of labor 

hypotheses.  We end by presenting a simple theoretical model with numerical simulations 

based on a conflicting claims framework, incorporating the insights from the 

methodological and conceptual discussions, which we find to have been supported by the 

empirical evidence. 
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CHAPTER 1 
 

 
 

INTRODUCTION 
 
 
 
The broad objective of this study is to explore the forces and mechanisms 

underneath the changing pattern of income distribution in The Turkish economy. It 

develops an analysis of income distribution in the manufacturing sector of Turkey for the 

years between 1970 and 2000.  Explaining the changes in the pattern of income 

distribution through the structure of profit and wage rates at the subsectoral level is the 

main analytical approach of the investigation.  

The starting point of this study initially was the question of the impact of 

changing conditions of international trade on income distribution at the global level.  In a 

world characterized by globalization, i.e. increased trade and rapid movements of capital, 

the increasing disparity of income has been observed not only across countries but also 

within countries, independent of a country’s economic performance.  This rise in income 

inequality has also been associated with a rising share of profits and declining share of 

wages in national income.  The fact that inequality in income distribution has increased 

was an anomaly, according to proponents of the neoliberal paradigm, a paradigm that has 

dominated the theories of development policies since 1980s.  There was a strong 

presumption that, with the rising trend in trade and capital movements, income 
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distribution would be more ‘equal’.  Openness and interconnectedness among national 

economies would bring faster growth, which would be accompanied by significant 

poverty reduction, and so integration would be a positive force for the well-being of 

people in the developing world (Dollar & Kraay, 2004). This buttresses one of the 

propositions of neoclassical growth theory, which argues that, ceteris paribus, poor 

countries grow faster than richer countries, and validates the view that ‘growth is good 

for the poor’.  The main advice to the developing world derived from this framework has 

been to expand and deregulate markets.    

Under the dominance of neoliberalism, profound transformations occurred 

through liberalization, predominantly through the strengthening of market hegemony 

over the social and political structures. What is also distinct about the new paradigm is 

the fact that economic efficiency and growth are singled out as the two main objectives of 

economic policies.  Advocates praised the East Asian experience as a ‘miracle’ to support 

their arguments in favor of the new paradigm, though it is by now generally accepted that 

none of these countries fully implemented this paradigm.  Accordingly, through export-

led strategies, developing countries are now expected to spontaneously move-up the 

development ladder, from being suppliers of primary products to being manufacturers of 

high technology goods.   

This has produced a dramatic change in development policy.  Import-substitution 

industrialization (ISI) policies have been replaced by export-led strategies as the new 

instrument of economic development.  The latter approach shaped the rules of the ‘new 

restructuring’ in The Turkish economy.  New restructuring is the process of integration 

of individual nations into the global capitalist system through this regime shift from ISI to 
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and an export-led regime (ELR).  This shift has been accompanied by significant changes 

in the sectoral distribution of developing country exports.  In order to achieve higher 

export growth and higher export earnings, the manufacturing sector has become a 

cornerstone of the new strategy.  Constant devaluations, comprehensive export promotion 

implemented through the provision of export incentives including direct export subsidies, 

tax rebates and preferential credits targeting export sectors were major characteristics of 

the first phase of the new restructuring processes.   

Later, in the second phase, we observe that in many developing countries, under 

their international commitments, the state’s accommodating role was reduced through 

modifications in the export promotion system which imposed changes in the external 

competitiveness of these export sectors.  At the same time, as many developing 

economies transformed themselves into exporters of similar manufacturing products with 

the switch to export-led growth strategies, we observe that the structure of the demand for 

such products has become more elastic. The increased elasticity in many export products 

highlights the fact many developing economies fell victim to the fallacy of composition 

in their shift to export-led growth.  Despite expectations of higher growth through higher 

exports, the recent experience has shown that many economies have been suffering from 

the dilemmas and contradictions of these policies.  Recent evidence suggests that the 

successful cases as measured in terms of economic growth are, in fact, the outcome of 

many non-neo-liberal policies.  The recent growth experience of Chile is an example.  

China, India and Vietnam are other examples where growth accelerated and poverty 

declined, but again none of these countries’ policies have been of the neo-liberal type 

Cornia (2006).  In the less successful countries, economic instability, uneven 
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development, income and social inequalities are being perpetuated and have become a 

persistent feature of the world economy.  The Turkish economy is a case in point.   

The sources and mechanisms behind income inequality in any economy depend 

on many different historical and social factors.  However, the shifting of regimes of 

accumulation through changes in economic policies and regulations can be very 

significant in reshaping the structure of the income distribution.  Furthermore, the pattern 

of income distribution, divided into two parts - between profits and wages, has always 

been crucial in understanding the growth and development of economies.  Thus, in 

examining the impact of the regime shift on income distribution in Turkey, we relate our 

results to the major policy changes in the domestic and international economic 

environment.  

The study of patterns of income distribution, on one hand, is crucial for the 

understanding of equality and development.  On the other hand, in the empirical part, a 

sectoral level analysis permits us to analyze the impact that major policy shifts – shifts 

which had intended to generate, for instance ‘economic growth’ as in the case of Turkey 

and which have been specifically targeted toward the industrial sector – have played in 

industrial development (or lack thereof).   

The structure of the study is as follows:  In the second chapter we first review the 

classical, Kaleckian and feminist theories of profits and wages to provide the background 

for the following chapters.  In this chapter we proceed with a short review of earlier 

studies done on the Turkish economy focusing on the structure of distribution of income 

so as to identify the specific contributions of the current study.   
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The Third Chapter surveys overall developments in The Turkish economy.  

Through this, we are able to link the conditions of distribution with developments at the 

macroeconomic level in order to build the background for our empirical analysis.  In the 

third chapter we also present an evaluation of the changes in the structure of the 

manufacturing sector.  The impact of changes in the structure of Turkish manufacturing 

on the export structure and the basic indicators of the structure of production that reflects 

the pattern of growth and distribution dynamics in the sector are investigated.  

Chapter 4 presents the empirical analysis on the profit rates in Turkish 

manufacturing over a long period of analysis, from 1970 to 2000, at the subsectoral level.  

Most of the earlier studies measuring profit rates in Turkish manufacturing focus on 

markups or profit margins rather than profit rates.  The biggest obstacle in calculating the 

profit rate at the disaggregated level is the lack of capital stock data.  In the fourth 

chapter, we first present a method to overcome this problem. After explaining the method 

of calculation of capital stock series at the two-digit level of ISIC (Rev.2), we present the 

calculation of profit rates at disaggregated level.  Following these, we analyze changes in 

profit rates over time by using a simple decomposition of profit rate changes into its basic 

components.  When we look into the changes in domestic regulations, we observe that 

manufacturing sector profit and wage rates were not only influenced by the changes in 

the ‘environmental’ factors in the context of the general economic environment, but also 

through changes in conflict-based factors particularly through the suppression of real 

wages consistent with labor market deregulation.  Examining the relative extent of the 

changes in the profit rates attributable to the impact of conflict-based factors vis-à-vis 

‘environmental’ factors is one of our major concerns here.  For this purpose, we also 
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apply Weisskopf’s (1992) decomposition method to profit rate changes.  We calculate 

distribution frontiers first and then, examine the sources of profit rate changes 

decomposed into two portions, which allows us to explore possible different factors 

influence behind these two components.  One major conclusion of this chapter is that 

there is an increasing significance of the conflict-based component of changes in the 

profit rates throughout the whole period of analysis.  Furthermore, we also found that 

shifts in conflict-based factors tend to increase profits, either by adding to the increasing 

profit effects from ‘environmental’ factors or compensating for them when they yield 

negative profit effects.   

The Fifth chapter first discusses the possible sources of changes in the profit rate 

over time following the decomposition results presented in the fourth chapter and 

presents the econometric estimates of the relative impacts of these sources.  We test 

econometrically the impacts of the two different groups of factors i) factors that indicate 

changes in distributional conflict ii) indicators for changes in general economic 

environment on the two components of changes in profit rate using one-step GMM 

estimation method.  Estimation results show supporting evidence for the conclusions of 

our empirical analysis in the fourth chapter.   One interesting result from our estimations 

is that the increase in female share of employment either adds to the rising trend of profit 

rate or offsets the declining trends of the profit rate. 

Motivated by the empirical results obtained, in Chapter 6 we formulate a simple 

theoretical model explaining possible mechanisms behind the changing structure of 

wages over time in export sectors, in the context of ELR.  The highly elastic export 

demand brought about by changes in the global division of labor imposes a major 
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constraint on the prices of export goods.  In the context of this constraint, the model we 

present shows how the change in the profit rate triggered by a one time change in state’s 

accommodating policies applied to export sectors results in different real wage patterns 

over time.   

Finally the last chapter summarizes the results and findings in this study. 

 



 
   
 

 
 
 

CHAPTER 2 
 
 

 
REVIEW OF THEORIES OF WAGES AND PROFITS 

 
 

 
2.1 Introduction 

 
 

At the general level, this study is about the interaction between the distribution of 

income and the development process as it applies to a developing country like Turkey.  

For this reason, it is appropriate to take as a starting point analytical frameworks in which 

the income distribution is determined as part of the accumulation process, a process 

which lies at the heart of the most fundamental questions of economics and economic 

development.   Classical theory divided income into two main components - profits and 

wages - and assigned a central role to distributional and social conflict in the 

determination of income distribution and accumulation.   

This chapter starts with a brief summary of the classical theories of profit and 

wages in order to provide the groundwork for the methodological framework developed 

later in the dissertation.  One of our key objectives in reviewing the literature is to 

identify the specific conceptual elements, from the classical theories to the present, which 

we will utilize in our own analytical framework and empirical analysis. In the last part of 

this chapter, we present a review of recent studies on income distribution in Turkey. 
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2.2 Classical Theories of Profit Rate and Wage 
 
 

In classical political economy, the distribution of income is not only a central 

variable; it is also both a driver of and an outcome of the accumulation process.  The 

possibility of accumulation is determined by the size and the distribution of the surplus 

product (the social product after wages are deducted), as profits, interest and rent.  In 

turn, accumulation per se shapes the distribution of income as the economy grows 

overtime (Harris, 1978).   

Smith (1776) argued that economic growth rests upon the accumulation of capital 

and hence on the rate profit.  The portion of annual produce, which is the surplus over 

and above production expenses, is the source of funds for accumulation and growth.  

Going back to the origin of the notion of profit, Meek (1977), in his discussion of Smith’s 

contribution to economic theory, argues that the esoteric aspect of Smith’s thought is 

rooted in his view of the society as divided into classes and that income in a capitalist 

society is divided between three different orders of people, i.e. the price of the annual 

produce divides itself into three parts as the rent of the land, the wages of labor and the 

profits of stock. The value of the total product is divided up between those who live by 

rent, those who live by wages and those who live by profit.  These categories create a 

conceptual distinction between rent and profit as separate constituents of the surplus 

product.  In this way, the notion of profit can be separated from the productivity of land 

or of nature.   
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A unified theory of value, i.e. labor as the source of all value, distinguishes 

classical political economy from earlier analyses.  Smith (1776) argued that labor is the 

source of value.  Smith and Ricardo presumed that the origin of profit could only be 

explained by the productivity of labor and, for this purpose, they were referring to the 

type of labor those Marx later postulates as social labor (Meek, 1977).  As Marx (1967) 

puts it, classical political economy destroyed the false appearance attributable to the 

trinity formula, i.e. the notion that capital produced its own profit, land its own rent and 

labor its own wages.   

As for wages, Smith argues that the level of wages mainly depends on changes in 

the demand for labor, which in turn depends on the rate of accumulation of capital.  

Wages do rise with a rising state of wealth in a society; they rise when wealth is growing 

fast.  On how profits change over time, Smith argues, the increase in stocks, which raises 

wages, leads to a fall in profits, so that rising wealth has an opposite impact on profits.  

With competition, profits tend to fall, a notion, which Ricardo criticized as being 

inconsistent with his supply and demand explanations (Dobb, 1973). 

Smith’s views on the functioning of the capitalist economy and value provided the 

first hints regarding different notions of income as profit, rent and wages in the classical 

political economy tradition.  His price and value theory provide insights into the theory of 

the distribution of income.  For Smith, the market price, as the regulating force in a 

capitalist system, was considered as being dependent on the general conditions of 

demand and supply.  However, Smith’s economic theory lacks a systematic and complete 

theory of distribution.  Ricardo’s critique of Smith’s adding-up-cum-supply-and-demand 
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theory of value, which asked in what terms all these values arise, led Ricardo to an 

integrated theory of value, profit and rent.       

In contrast to Smith’s adding-up theory of profits, Ricardo’s surplus theory 

contends that profits depend on the difference between the product of labor at the margin 

of cultivation and the subsistence of that labor both expressed in terms of corn.  Thus 

according to Ricardo, as Dobb (1973) puts it, profit is defined as a product-ratio to wages, 

which fell as the margin was extended and the product of a day’s labor declined.  

Ricardo argues that the rate of profit and of interest must depend on the 

proportion of the production to the consumption necessary for such production and that 

the general profits of stocks depend solely on the profits of the last portion of capital 

employed on the land.  His theory of profit is termed as the corn theory of profit since he 

argues that profits in agriculture determine the general level of profit.  Ricardo also 

argued that his theory could be expanded to manufacturing as well, given the fact that 

profit in agriculture depends on the productivity on the no-rent land.  Accordingly, he 

conceptualized profits as being determined by the relation between the product and wages 

in marginal production units.  Unlike Smith’s notion of a falling rate of profit due to 

increased competition, Ricardo argues that due to the changing conditions of production 

in agriculture, profits tend to fall as capital accumulates and when further accumulation is 

not possible, the economy enters a stationary state.  This is the way by which Ricardo 

conceptualizes the linkage between economic growth and distribution.    

Ricardo’s distribution theory, which is based on his considering a class-structured 

society, makes clear that income categories are not arbitrarily determined.  In his own 

words, “the produce of the earth is derived from its surface by the united application of 
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labor, machinery and capital divided among three classes of the community, namely the 

proprietor of the land, the owner of the stock or capital necessary for its cultivation, and 

the laborers by whose industry it is cultivated.”1.  

By substituting labor for corn in terms of which the surplus and the cost of labor 

are measured, Ricardo was able to develop a theory of profit that went beyond being an 

agricultural theory of profit.  Regarding the question of what determines changes in 

profit, on one side, and, on the other side, changes in wages, one should first recall that in 

Ricardo’s system, profits are the leavings of wages; profits would be as high as wages 

would permit to be left as a residual.  Unlike Smith, Ricardo’s theory of price is 

postulated as being governed by the proportional quantity of productive labor.2  Any 

change that disturbs the relation between wages and profits must be an outcome of a 

change in wages, which, again unlike Smith, does not lead to a rise in price but rather 

leads to a fall in profit.  Here we do see that the forces that determine wages lie behind 

the determining mechanisms of the profit rate.   

For Ricardo, the wage level should not be understood as a fixed variable as in the 

physical-subsistence notion of wages.  Instead, wages can vary at different times in the 

same society and differ among different societies because these essentially depend on the 

habits and customs of the people living in that society.  Malthus’s theory of population 

provided Ricardo with a supply-side theory wages in which the price of labor is governed 

by its own cost of production.  Even though factors such as habits and customs in 

Ricardo’s theory of wages carry some similarities to Marx’s theory of value of labor 

power where instead habits are replaced by historical and moral specificities, Marx 

                                                 
1 As quoted by Dobb (1973, p. 85).   
2 See also Dobb’s (1973) discussion of De Quincy’s interpretation of Ricardo’s system.   
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rejected and criticized Ricardo’s Malthusian-inspired theory of wages.  Marx viewed 

Labor as a productive human activity, and this concept stood at the very center of Marx’s 

economic theory.  He argued that analysis of the relations between human beings is the 

basis for understanding human history.  From this distinctive philosophical stance, Marx 

changed the boundaries of the analysis of the distribution of income, which had been 

mainly confined to analyzing causal relations and mechanisms related to market relations.   

With Marx, the issues stopped being conceived as a study of laws of the market but as an 

approach to the inquiry about the relations of production and the role of essential socio-

economic factors, such as the ownership of the means of production.                      

 
 
 

2.2.1 Marxian Theory of Distribution 
 
 

Marx emphasizes that distributive relations are derived from the relations of 

production.  According to Marx, in a capitalist system what gives rise to surplus value 

cannot be understood only by looking at the sphere of exchange.  Marx asked the 

question how could a surplus arise if exchange was always one among equivalent values?  

Thus Marx turned his attention to the sphere of production. The relations of distribution 

arise from historically determined and specific social forms of the process of production 

(Marx, 1967).  The distribution of profits and wages thus is derived from the relations of 

production.   

In explaining the relationship between wages and profits, Marx’s main concern 

was the specific historical and social nature of capital; it is important to understand the 

nature of capital and thus the origins of profit.  Starting from a theory of the rate of 
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exploitation of one class by another class, i.e. exploitation being defined as the form of 

the extraction of surplus value by the capital owners, Marx contended that access to the 

surplus value depends on property ownership.  Exploitation in Marx’s analysis goes 

beyond the term in earlier discussions as an ethical judgment, rather it is a factual 

description of a socio-economic relationship and this is the reason why Marx starts his 

inquiry by asking about the political, legal, and economic means by which exploitation 

occurs.  Exploitation and the appropriation of surplus is the starting historical datum in 

Marx’s theory of value, prices and profit.      

Within the production process, capital in the form of commodities is divided into 

two components, one is the portion of constant capital i.e. money spent on the means of 

production and the other portion is variable capital which is expended on labor-power 

(Marx, 1967).   When the production process ends, the value of the resulting commodity 

is divided into three components: constant capital, variable capital and surplus value. 

Given that the value of variable capital (which is equal to the labour-power purchased by 

the capital owner) determines the necessary portion of the working day, the rate of 

surplus value refers to the ratio of surplus labor to necessary labor.  Marx defines the rate 

of surplus value therefore, as the degree of exploitation of labor-power by capital or the 

laborer by the capitalist.  The difference between labor and labor-power, Marx asserts, is 

the source of the surplus value.  Wages are specific forms of necessary labor and all non-

wage incomes (profits, rent and interest) correspond to the surplus value portion.   

The rate of surplus value depends on the length of the working day, the rate of 

wages and technology.  The length of the working day on the other hand is the result of 

centuries of struggle between capitalists and workers  (Marx, 1967).  In this political 
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conflict-based process, the working class is closely involved in the determination of the 

first and the second factors and as the militancy of the working class rises, laborers’ 

bargaining power plays a significant role also in determining the technological structure 

and thus the rate of surplus value. Increases in the rate of surplus value always lead to 

increases in the profit rate whereas increases in the organic composition of capital lead to 

declines if the rate of surplus value stays the same.   

The ratio of constant capital to variable capital, which defines Marx as the organic 

composition of capital, plays a crucial role in determining the rate of surplus value.  Even 

though the surplus value is created only by variable capital, the surplus value is a surplus 

over the total capital advanced.  Marx defines the profit rate as distinct from the surplus 

value; it is the proportion of this surplus to total capital.  In formal terms:  

 

r= s/(c+v)          (2.1) 

 

where, r represents the rate of profit, c stands for constant capital and v is variable 

capital.  If both the denominator and the nominator are divided by v then we get: 

 

r= (s/v)/((c/v)+1)             (2.2) 

 

where the profit rate is defined as the ratio of the rate of surplus value to one plus 

the organic composition of capital.   

 It can be seen clearly from the formal presentation how the organic composition 

of capital and rate of surplus value determine the profit rate.  Since only variable capital 
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produces the surplus value, the rate of profit rate is higher, as Marx put it, the shorter the 

period of turnover of the variable capital.  Rising organic composition of capital comes as 

a result of competition.  As the organic composition of capital changes gradually, this 

produces a tendency for the profit rate to fall.  However, there are counter forces that 

might lead to the profit rate to maintain its level.  As Marx suggests, the 

countertendencies to the tendency for the rate of profit to fall include the increasing the 

relative surplus value which refers to reduction of necessary labor time as a proportion of 

total working time as a consequence of a rise in labor productivity in wage goods 

industries and the cheapening of the elements of constant capital (Marx, 1967).    

 As a critique to the classical political economy approach to the distribution of 

income, the marginalist ‘revolution’ introduced the concept of marginal increments of 

utility and brought has brought back to the center stage the analysis of the exchange of 

commodities. By separating production from accumulation, the issue of distribution can 

be dropped from the analysis.  Accordingly, the main analytical problem to be solved is 

the efficient allocation of available resources, starting from exogenous individual 

preferences.  Marginal productivity theory, on one hand, makes clear why the utilitarian 

approach is incapable of explaining the worsening/improving income distribution and, on 

the other hand, demonstrates why it is not necessary to provide an explanation at all 

(Harris, 1978).  Because in this study we are interested in understanding the relationship 

between accumulation and distribution, the marginalist theory of distribution and 

subsequent neoclassical3 approach is of little practical value to our analysis.   

The Kaleckian theory of distribution restored pricing as an aspect of distribution, 

as opposed to considering distribution as an aspect of pricing (Harcourt 1972).  
                                                 
3 See Dobb (1973) for a comprehensive review and for other reviews about marginalist analysis. 
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Consistent with the classical framework, income distribution has been a fundamental 

issue in the theory of growth and accumulation in the Kaleckian as well as the post-

Keynesian paradigm.  The post-Keynesian approach includes a spectrum of theoretical 

views on income distribution.  One common characteristic in all post-Keynesian theories 

of income distribution is their focus on demand-side factors rather than on the supply side 

and their emphasis on the crucial role of differences in savings propensities between 

classes in determining the distribution of income among classes.  Since Kalecki was the 

first to introduce most of the features of post-Keynesian theory, we briefly summarize his 

analysis along with other related contributions.  

 

 

2.3 Kaleckian Theory of Profits and Wages 

 

Kalecki’s (1971) theory of distribution represents a microeconomic theory of 

distribution within conditions of imperfect competition.  By using this approach, Henley 

(1990) argues, that Kalecki was able to avoid all the aggregation problems inherent in 

production function-based distribution analyses.  In line with the classical approach, 

Kalecki’s price theory is also cost-determined.  In simple terms, Kalecki’s model consists 

of two classes - wage earners and capitalists. He assumes that the former spend all their 

earnings and the latter as invest theirs.  Hence profits in a closed system depend upon the 

allocation of spending of the capitalist class itself between consumption and investment.  

Kalecki (1971), being more interested in explaining cyclical patterns in the economy, 

focused on short-run analysis and analyzed cycles by linking adjacent short-periods of 
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time which shared the same characteristics.  Applying this to the mechanism of the 

business cycle, he asserted that accumulation would depend on the expected rate of profit 

which itself varies with accumulation or investment itself and that the rate of economic 

growth depends upon investment or accumulation in the recent past period4.  So Kalecki 

argues that capitalists as a class determine their own profits by their investment and 

personal consumption.  His well-known aphorism “workers spend what they get and 

capitalists get what they spend” forms the essence of Kaleckian distribution theory.  

Profit is determined fully by the capitalists’ expenditures in real terms.   

Kalecki’s theory of profits is also influenced by Luxemburg’s (1963) argument 

that emphasizes that if capitalists are saving, their profits can be realized only if they 

spend a corresponding amount on investment.  The realization problem comes to the fore 

once capitalists decrease their expenditures, i.e. through an insufficiency of the growth 

rate of investment.  Kalecki asserts that once such a demand deficiency starts it can be 

contagious and “the economy may settle to a state of simple reproduction with cyclical 

fluctuations around it” (Kalecki, 1967, pp. 149-50).  This simply highlights the argument 

that cyclical fluctuations in the economy are not an anomaly given the fact that capitalists 

are less interested in the level of aggregate output or consumption than they are in profit5. 

The central issue of the determination of profits and the profit share is critical in 

Kalecki’s theory on distribution as well.  Accordingly, the degree of competition and the 

nature of the production structure, different market structures and different pricing 

                                                 
4 See also Dobb (1973).   
5 Kalecki also introduces the distinction between the profit share and real profits.  For instance, if the wage 
bill falls because of a fall in the wage rate or because of a reduction in demand for wage goods, then output 
and employment falls, but real profits do not change (Asimakopulos, 1988).   
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policies as well as the role of class struggle are the underlying determinants (Kalecki, 

1971).  

First, on the interaction between the market structure and pricing policy, Kalecki 

distinguishes between demand-determined prices and cost-determined prices. The first 

type characterizes primary good industries, i.e. raw materials, and the latter the 

manufacturing goods sectors i.e. finished products.  Moreover, in terms of the structure of 

markets, these two groups of industries differ from each other, with competitive markets 

as being typical in the former case versus oligopolistic markets in the latter case.  Firms 

in oligopolistic markets set prices by marking up (m) over unit prime costs (u) plus some 

proportion of average industry price ( pn ) reflecting the idea that firms desire to keep 

their price consistent with those of rivals so as not to be very far from the average prices 

in the particular sector.  Following Kalecki (1971) for an individual firm the price can be 

formulated as: 

 

pnmup +=              (2.3) 

 

For the whole industry, aggregating over all firms, the price could be written out 

as: 

 

unmp ))1/(( −=              (2.4) 

 

The first term in equation 2.4 represents the industry markup, which as Kalecki 

puts it, reflects what may be called the degree of monopoly of the firm's position given 
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that the coefficients m and n are indicative of the price-fixing policy of the firm.  The 

level of markup depends on the degree of monopoly, the higher the degree of monopoly 

being associated with higher the markup rates.  Thus the relative ability of the firms to 

influence the price determines the markup.  Nevertheless, as mentioned in Cagatay's 

(1986) discussion on Kalecki's pricing theory, this ability in turn is determined by a 

whole array of institutional and structural features such as the size of the firm and its 

ability to raise the investment funds.  Higher markup rates, on the other hand, either over 

time or in comparison with other industries, reflects higher profit shares.  This can be 

seen clearly seen in the following formulation.  Following Henley (1990), if we multiply 

the average price in industry (see equation 2.4) by the level of output then we get: 

 

 MWOuQnmQp +++Π=−= ))1/((                                                             (2.5) 

 

where the value-added on the left hand side is shown to be equal to total prime 

costs broken down as profits (Π ), overhead costs (O), wage costs (W) and material costs 

(M).  Rearranging the equation 2.5 and defining value-added (Y) as the output left when 

the material cost is subtracted, the expressions for profit and wage shares can be obtained 

as: 
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Given that the determination of profits depend on capitalist expenditures, wages 

are considered as more passive in the process, i.e. the relative share of wages in value 

added is determined by the degree of monopoly and by the ratio of raw material prices to 

wage costs (M/W).  A rise in either one leads to a decline in the wage share.  Equation 2.6 

presents the positive relationship between the markup rate and the profit share.  

Furthermore, Kalecki (1971) identifies the relative price of imported raw materials as the 

most important factor determining the ratio of materials costs to wage costs and hence the 

profit share vis-à-vis the wage share.    

In Kalecki’s system, the profit share also increases with higher capitalist 

expenditure even when the markup stays constant.  This reveals the role of effective 

demand in Kalecki's distribution theory.  He combines the concept of differential savings 

propensities with the markup pricing to obtain a theory of the determination of income 

distribution.  We are not going to explain the behavioral content behind the determination 

of investment in formal terms but simply refer to Kalecki’s remark that capitalists earn 

what they spend gives us hints about the dynamics of his system.  Kalecki argues that the 

capitalists inherently strive for a higher and higher degree of monopoly, which could 

result in lower output growth (because of the differential savings assumption) leading to a 

rise in unplanned excess capacity, that in turn reduces new investments thus makes the 

realization failure of the profits even more severe.  Steindl (1952) and Rowthorn (1981) 

later expanded this discussion with respect to the relationship between profit and capacity 

utilization.   

Kalecki also introduced the possible impact of changing conditions in class 

conflict and examines the impact of trade union power in determining income shares.  
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For instance, he argues that if wage rises sufficiently through the actions of powerful 

trade unions, though there would be a tendency to transfer this cost onto prices by 

markup pricing, nevertheless this could lead to erosions in markups.  How do real wages 

change in Kaleckian system?  At this point, the market structure becomes crucial.  In 

competitive conditions, output and prices change in the same direction and to the extent 

that prices increase more relative to wage costs, this increases the profit share and lowers 

real wage rates (Kalecki, 1971, see also Asimakopulos, 1988).    

When Kalecki’s theory is applied to an open economy context, the class struggle 

that is reflected in changing money wages and prices affects not only income shares by 

altering markups but also the level of profits through their effects on the trade balance, 

the government deficit and workers’ savings (Asimakopulos, 1988).  In a macroeconomic 

framework, profits become equal to investment plus the export surplus plus the budget 

deficit minus workers’ saving plus capitalists’ consumption.  It follows directly that an 

increase in the export surplus will raise profits, all the other things unchanged.   The 

budget deficit has a similar effect as well allowing profits to increase above the level 

determined by capitalists’ expenditures, which is the sum of private investment and 

capitalists’ consumption.  In a sense, the budget deficit can be considered as an artificial 

export surplus (Asimakopulos, 1988).   This shows clearly the role of trade and external 

competition in a capitalist economy (Kalecki, 1969 and Cagatay, 1986).   

Similarly, following Kalecki, and taking into account the disciplining role of 

external competition, Cagatay (1986) shows how trade unions are able to increase real 

wages, and thus wage shares.  The extent of the rise in real wages would depend both on 

the different levels in the capacity of trade unions as well as the differentiation among 
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industries in terms of the degree of external competition they face.  Moreover, this latter 

provides also an explanation for the existence of inter-industry wage differentials from a 

Kaleckian perspective.   

Given this brief review of distribution theories, we present a review of income 

distribution analyses, which deal with the issue of the within-class distribution of income, 

particularly in terms of the existence of wage inequalities. It is important to understand 

the specifics of social and institutional factors.  The next part presents a review of 

feminist economics approach to distribution of income. 

 

 

2.4 Social Conflict and Feminist Approach to  

Distribution of Income 

 

Picking up the issue from the central argument of the institutionalist approach, 

feminist economists repeatedly make the case that a worker’s productivity comes about 

as a result of her command over resources, which in turn depends on her access to those 

resources, taking into account that behavior is determined by social roles. Unequal access 

to resources provides the material basis for conflict among different segments of society 

and conflict is an ongoing process, which recreates itself.  Conflict among different 

groups can occur directly in the working place, in the political process over the role of 

government or in other forms in the social, political and economic processes in a society.  

Building on these basic elements, feminist economists have been arguing that, within a 

given labor market structure, what allocates groups of workers to the various sectors and 
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what sets wages for those available jobs is the institutional process which works through 

social rules rather than through competitive markets and thus through price-clearing.  

Unlike neoclassical analysts, feminists emphasize the importance of power relations for 

establishing institutions, and regard the market as one institution among others.  The 

labor market, in a feminist perspective, as also argued by the institutionalists has the 

primary role of allocating workers in such a way that workers remain productive and this 

structure is governed by conflict.  Conflict, itself, is mediated through the state as another 

institution, which preserves the social ordering (Mangum & Philips, 1988). Thus the 

feminist economics approach to income distribution takes social conflict and power 

asymmetries between different groups within a society as the central issue.   

Unlike other schools, feminist analysis, in proposing gender as an analytical 

category, primarily focuses on the gendered patterns of micro, meso and macro level 

institutions, which have diverse implications on the economic well-being of different 

groups of people and hence on the distribution of income among these groups. Economic 

well-being can take different forms including income earnings, opportunities, access to 

resources and numerous other factors related to various dimensions of human 

development.  In other words, the feminist approach problematizes taking endowments 

solely as the underlying regulatory factor, as posited by the neoclassical approach to 

income distribution.  These arguments are based on the entitlements framework 

introduced by Amartya Sen (Sen, 1981a, 1995).  The entitlement framework provides 

tools to analyze the relationship between rights and entitlements to things including 

rights.  An individual’s entitlement characterizes her/his overall command over things.  It 

has two dimensions: endowment and exchange.  At the outset, an individual is endowed 
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with a set of resources including both material and social resources, which enhances the 

availability of economic and social options.  At this point the role of institutional and/or 

economic factors becomes very significant.  Depending on their nature, institutions such 

as laws, norms and state regulations improves entitlements or lead to entitlement failures 

(Sen, 1981a).  In this way, the distribution of income is placed in a wider context, which 

has many facets.    

With this background, feminist analysis, in extending Sen’s ideas, has argued that 

it is the supply of capabilities that what measures well-being rather than utility or 

resources.  Capabilities, while closely related to entitlements, are what people are actually 

able to do and to be (Nussbaum, 2003; Sen, 1981b, 1985).  The central criticism from the 

feminist perspective against the utilitarian framework has been its failure to challenge 

gender-based inequalities, given the adaptive nature of women’s preferences, i.e. the 

possibility that women’s preferences are adjusted to their second-class status (Sen, 1995).  

Feminist analysis emphasizes the fact that people’s preferences are shaped by inequitable 

initial conditions.  Assessing a life under poverty just by looking at whether the person is 

satisfied or not by her/his life leads to misleading results if that person has never known 

the possibility of a different life.   

The capabilities approach also criticizes normative evaluations based exclusively 

on commodities and material resources.  Resources, as Robeyns (2003) puts it, are only a 

means to improve one’s well-being (Robeyns, 2003).  However, the more crucial issue 

that matters are people’s functionings and capabilities.  This latter does not necessarily 

mean that resources are not important; inequalities in resources are significant 

contributors to the causes of gender inequalities in capabilities (Agarwal, 1994).                   
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In addition to these, particularly when distribution studies focus narrowly on 

household income distribution, feminist researchers have been stressing on the fact that, 

as Seguino (2005) explains, all types of inequalities are not created equal, particularly in 

referring to the expansion of income inequality in the recent era.  There is evidence that a 

number of countries that appear to have very equitable distributions of household income 

have wide gender wage gaps, suggesting that empirical growth analyses that rely only on 

household income inequality fail to identify an important source of inequality and its 

relationship to growth (Seguino, 2005).  

Feminist economists have been studying the causes of unequal income 

distribution both by identifying the nature of the gendered structure of labor markets, as 

well as by understanding the links from the feedback effects between the unpaid and the 

paid spheres of the economy.  They have discussed not only the linkages between the 

accumulation of capital and distribution of income among paid workers and profit 

earners; but they also have analyzed the reproduction of the labor-power and 

accumulation.  Introducing patriarchy as the central form of hierarchical institution 

governing power relations in every sphere of the economy, the reproduction sphere is 

seen as another form that embodies the connection of women to the accumulation process 

in the capitalist system (Hartmann, 1981).  As Hartmann states:  

 
Capitalist development creates the places for a hierarchy of 
workers,…..Gender and racial hierarchies determine who fills the empty 
places.  Patriarchy is not simply hierarchical organization, but hierarchy in 
which particular people fill particular places… (Hartmann, 1981; p.18) 
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The function of reproduction and its inherent complexities establishes the case 

that the role of women as the reproducers of the labor power is at the root of the 

subordination of women (Beneria, 1979).  In analyzing the relationship of reproduction to 

the market, the infeasibility of capitalist accumulation without reproducers becomes 

clear.  Campillo (2003) spells out the role of unpaid household labor, including 

reproductive labor, proposing it as a subsidy to capital accumulation through the transfer 

of value from the household economy to the market economy (Campillo, 2003).  The 

invisibility of unpaid labor and its non-accountability have other implications, like 

depressing the market wages and hence contributing to the surplus value produced.   

Regarding the paid economy and the distribution of income, the feminist political 

economy approach to wage theory starts with the introduction of hierarchy at the 

conceptual level.  Wages, rather than as a price for performance, are conceptualized as 

the outcome of a social practice (Power, Mutari, & Figart, 2003).  Gender is a central 

principle of any social structure and gender relations are reproduced and transmitted 

through a series of social practices.  Wages as a social practice are used to implement the 

perception about the social ordering through categories such as race, ethnicity, class and 

gender.  This conceptualization of wages differs from other approaches mainly because 

of the fact that these categories are taken as integral to the wage setting process, rather 

than as special cases of market failures. 

The central focus of feminist analysis in the determination of wages has been the 

differences between the employment patterns between women and men.  One of the 

known patterns throughout capitalist development is that during the industrialization 

process there has been an expansion of the informal sectors, self-employment, and 
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temporary employment, all of which stimulates the demand for women labor.  Together 

with new trade regimes, the global accumulation of capital has become dependent 

profoundly on women laboring both outside and inside of the center countries.  In the 

recent era, the ongoing system has created jobs for women in export-processing regions 

and free trade zones in most developing countries.  This in one sense has allowed women 

to break the patriarchal relations within the households. However, the link between 

gender and labor market processes has consistently imposed severe disadvantages on 

women historically.  Trade liberalization shifts resources from nontradables to tradables, 

which induces polarization in the labor market.  On one side there are the highly skilled 

workers working with advanced technologies and on the other side women and children 

workers in labor-intensive production relying on cheap and informalized labor (Cagatay 

& Berik, 1994).  Occupational segregation, industrial segregation, lower wages, job 

insecurity and many other factors have been unfavorable to women compared to their 

male counterparts in the labor force (Cagatay, Elson, & Grown, 1995; Elson & Pearson, 

1989).  Gender stereotyped labor processes are interrelated with the economic 

performance at macro level on a national basis.   

Cagatay (2001) outlines the three explanations that account for the links between 

changes in the gender composition of labor and macroeconomic variables: (i) the buffer 

hypothesis, (ii) the segmentation hypothesis and (iii) the substitution hypothesis. 

According to the buffer hypothesis women enter paid employment during periods of 

labor shortages and leave the labor force when unemployment increases after a downturn; 

that is, they constitute a reserve army of labor, whose size fluctuates with the business 

cycle. The segmentation hypothesis states that it is the changes in the composition of 
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output that bring about changes in the gender composition of labor (Cagatay, 2001).  

Thus the labor force participation of women rises as the share of those sectors where 

women are over-represented increases. The substitution hypothesis introduces the fact 

that over time women replace men in jobs that were considered as ‘male’ type jobs.   

Which of these processes is the dominating mechanism behind feminization of 

labor force has been one of the debates in the literature.  While Wood (1994) argues for 

the pattern of comparative advantage of developing countries as the underlying reason, 

Elson (1996) states that it comes about as a result of expansion of female-intensive 

sectors.  Standing (1989), on the other hand, has argued that within the globalization 

process, because of the intensified global competition, employers have tried to ensure a 

more ‘flexible’ labor force by substituting lower paid women workers for men.  He views 

feminization not only as the increased share of women in paid employment, but also as 

the transformation of male jobs so that the conditions of work associated with these jobs 

converge to those associated with women’s work. In this view, feminization and 

flexibility are interlinked: The deterioration of the working standards together with this 

increasing participation of women in labor force has been postulated by Standing (1989) 

through the phrase feminization of labor, a process which perpetuates and reproduces the 

unequal relations in favor of the profit maximizing employers(Standing, 1989, 1999a).   

After this methodological background, next we present a review of earlier studies 

focusing on the Turkish economy.  This section will also assess findings in previous 

studies, from which emerge the main questions of analysis in this research.      
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2.5 Recent Studies on Income Distribution in the Turkish Economy 

 

The empirical evidence indicates that the distribution of income in the Turkish 

economy has always exhibited a very lopsided pattern and that income inequality has 

long been a prominent feature of the economy.  The persistence of income inequality in 

Turkey, contrary to conventional expectations, has become a stylized fact during the new 

restructuring process of the Turkish economy as well.  Even the immediate standard 

indicators suggest that income inequality has perpetuated itself and might have extended 

itself more over time.  The sources and mechanisms behind income inequality depend on 

many different historical and social factors.  Yet, economic policies could also be very 

significant in reshaping the structure of income distribution.   

The size distribution of income, which depicts the income distribution by ranking 

the population by income level, supports these stylised facts.  Table 2.1 below shows the 

breakdown of households by deciles.  As can be observed, the size distribution of income 

shows an unequal pattern between rural and urban households.  The figures indicate that 

income distribution became more unequal in 1994 compared to 1987.  The Gini indices 

also suggest that the income distribution among urban households is more unequal 

compared to that of rural households both in 1987 and 1994. 

Although there are many studies analysing the distribution of income in Turkish 

focusing on the size distribution of income, the underlying processes that generate such  
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Table 2.1 
 

Income Distribution, 1987 and 1994 
 

 
Percentage shares of household income 

 
 

Percentage of 
households 

1987 1994 

 Turkey Urban Rural Turkey Urban 
 

Rural 
 

1 10 1.9 2.2 1.8 1.8 1.9 2 
2 10 3.3 3.3 3.4 3 2.9 3.6 
3 10 4.3 4.2 4.4 3.9 3.7 4.6 
4 10 5.3 5.1 5.6 4.8 4.5 5.6 
5 10 6.4 6.1 6.8 5.7 5.4 6.7 
6 10 7.7 7.5 8.2 6.9 6.5 8.1 
7 10 9.4 9.2 9.8 8.4 7.9 9.7 
8 10 11.8 11.6 12.2 10.6 10 12.1 
9 10 15.9 15.9 16.3 14.4 13.6 16.2 
10 

 
10 
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35 

 
31.6 

 
40.5 

 
43.6 

 
31.5 

 
Gini coefficient 0.43 0.44 0.42 0.49 0.51 0.41 

Source: Yeldan (2000) 
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an unequal pattern of the size distribution of income in the Turkish economy can only be 

understood through a more comprehensive analysis of the mechanisms and forces  

underpinning the new accumulation regime rather than what could be indicated by an 

analysis limited only to the size distribution of income. 

Here, the analytical difference between the size distribution of income and 

functional distribution of income is a key factor.  The functional distribution of income 

provides an analytical framework for understanding the links between distribution and 

the macrodynamic properties of the economy. An analysis at the industry level and 

beyond that at subsectoral level is very crucial.  Even though a large component of 

income inequality is the result of shifts in the structure of functional distribution of 

income, which arises from the primary relations of distribution (Boratav, 1990; Boratav 

& Turel, 1993), inequality is also an outcome of what is conceptualized as the secondary 

relations of distribution which are associated with the redistribution of surplus value 

between different sectors, such as the industrial sector vis-à-vis the banking sector or the 

export sectors versus sectors that produce for the domestic economy.  One should add to 

that, wage inequality is another source of income inequality and indeed this comprises a 

major part6 of the inequality.  This includes wage inequality among different industries, 

occupations or among different social groups.    

Given the fact that many studies explore the structure of wages and markups or 

profit margins rather than profit rates7, we believe this study could provide new and 

interesting findings specific to profit rates.  To give a general idea of the picture of 

                                                 
6 See Milanovic (1986). 
7 Markup is measured as the ratio of valueadded remaining after the wage bill is subtracted over total input 
costs.  Profit margin on the other hand is calculated as the ratio of profits over valueadded.  Profit rate on 
the other hand is measured as the ratio of net profits over capital stock.  Calculation method of profit rate in 
details is explained later in Chapter 5.  
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markups versus wage dynamics: during the period between 1980 and 1988, the decline in 

the real wage was almost 40 percent while markups almost doubled.  Similarly, the share 

of wages in manufacturing value-added declined from 38.7 percent in 1979 to 22.4 

percent in 1985 (Boratav, 1990, p.207).  These trends draw our attention to the interaction 

between the market structure and distribution and it is important to understand how this 

interaction changes over time, particularly with changes in trade structure.   

In general, markup trends over time are used as an indicator of changing 

conditions of competition.  Traditionally, the expected outcome of a trade regime change 

is that, with the opening up of the markets, the existing oligopolistic structure would 

change with competition.  Yet, we observe results in the literature, which contradict the 

expected results.  While some studies show evidence for lower markups after 

liberalization (Foroutan, 1991; Katircioglu, Engin, & Akcay, 1995 ), others bring report 

opposite trends particularly in highly concentrated subsectors, i.e. rising markups are 

observed in sectors where the concentration ratio is high8.  Moreover, Kose and Yeldan 

(1998) find that, except for the three-year period between 1988-1991, from 1980 to 1997 

markup rates have increased even in trade-oriented sectors (Köse & Yeldan, 1998).  

Onaran and Yenturk (2003) reports similar results over the period 1980-1995 (Onaran & 

Yenturk, 2003).  Contrary to expectations, a positive relationship between the increase in 

imports and markups is also found between the years 1980 and 1993 (Bayar, 2002).  Thus 

evidence shows that there has been an increase in the markups in total manufacturing 

industry despite the expectations that competition due to openness would squeeze 

markups (Metin-Ozcan, Voyvoda, & Yeldan, 2002; Onaran & Yenturk, 2003).       

                                                 
8 See Kizilca (2006) for a more detailed discussion of these findings (Kızılca, 2006).  
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We argue that using the markup rates, as a proxy for profitability, is an underlying 

reason why there is no systematic explanation for the contradictory results on markup 

trends as summarized above.  This is because, first of all, markup trends would reflect 

profit rate trends only if there is full capacity of utilization.  Given the fact that excess 

capacity in the manufacturing sector has been a widespread feature of the industry 

structure in developing countries9, the Turkish manufacturing industry is a prime example 

of this weakness.  

In addition, in fact more importantly, what does limit the explanatory power of 

these earlier studies is their perception of competition as a static concept, as defined by 

different market structures.  What is lacking in such analyses is that they fail to take 

account of the dynamics of capitalist competition10.  The concentration on the market 

structure, as mentioned also before, does not allow for a systematic tool to analyze the 

dynamics of competition that determine the distribution of income both between and 

within different classes.  

Regarding the conceptualization of competition, within the neoclassical theory of 

competition, it is observed that there is one distinction between the theory of perfect 

competition and imperfect competition based on a set of behavioral assumptions on the 

market structure.  In neoclassical theory, the highest level of competition exists when 

there is perfect information and firms all possess identical cost structures and identical 

profit rates and where there is perfect mobility.  Perfectly competitive markets must also 

consist of infinitely small firms at infinite number.  In this kind of situation in which 

                                                 
9 See the data on the evolution of the capacity utilization rates in Chapter 5 showing the inter-industry 
variations as well.   
10 See McNulty (1968) on the meaning of competition and the evolution of the concept of competition in 
economic analysis. 
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firms view each other as competitors, any effort such as innovation or price cutting 

strategy is deemed to be both unnecessary and highly irrational (Botwinick, 1993, p.125).   

Given these highly restrictive assumptions, neoclassical theory has had to 

abandon perfect competition.  Imperfect competition, which denotes the existence of 

reduced competition with higher monopoly power and rivalry over market shares, enters 

into the scenario as a sign of the lessening of competition and rising barriers of entry.  In 

general, concentration ratios are used as an indicator to measure how monopolistic or 

competitive firms are in an industry.  As Brenner (1977) argues, taking concentration 

ratios as reflecting competitive behavior is misleading.  These ratios may be high not 

because of the lack of competition but because of the efficiency of firms and high 

profitability may come as a result of the technological dynamics of the industry.  Thus all 

these suggest that, one cannot derive a clear-cut behavior patterns by looking at the 

number of firms (Brenner, 1977).  Rather in Marx’s analysis of competition:  

 
Ongoing accumulation requires capitals continually make room for their 
expanding output thus competition results in a contentious battle over 
market shares, which intensifies, as combatants grow larger.  The key 
weapon in this battle is a more efficient technique of production, and the 
key strategy is to lower prices and drive less efficient capitals to the wall. 
… Given prolonged turnover periods for fixed capital, competition and 
technical change results in the continual redifferentiation of profit rates 
within each industry… Although fixed capital investment increases with 
accumulation this does not imply the notion of “rising barriers to entry” 
(Botwinick, 1993, p. 139)  
 
  
Competition is an inherent force and the main mechanism of the system. 

Following Kalecki and his followers, one can add that the institutional structure plays a 

major role in determining not only the extent of the ongoing competition, but also the 

nature of competition.  As stated by Capoglu (1991):             
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Competition encompasses all the economic activities of a firm from 
finance to investment, to production, to exchange.  Since these inter-
related activities take place in different markets for labor, finance and 
products, competition is influenced by the interaction of different 
markets in the economy.  This implies that an analysis of the competitive 
process requires an understanding of the whole institutional structure of 
the economy…(Capoglu, 1991, p.26)  
 

 
Capoglu (1991), in employing a Kaleckian framework of distribution of income 

posits a new conception of competition as a survival process where the essential 

characteristic of the survival process is that firms are under continuous pressure to 

innovate in order to stay competitive.  Through this conceptual framework, he argues, 

one could set up a survival struggle beyond simple reproduction to reproduction at a 

continuously expanded level.  What do firms do to survive?  Within the similar lines with 

Marx and Kalecki, he contends that they continuously invest and this results in 

technological change.  Accordingly, technological change is the most important aspect of 

competition as argued by Capoglu (1991).  Firms in order to reduce their costs of 

production undertake different strategies varying from innovations to new management 

strategies.  The conception of competition as a survival process that Capoglu (1991) 

suggests allows for an analysis of firms’ pricing behavior together with investment and 

financing decisions, and provides a justification for the concept of a target-return pricing 

behavior of firms11, which is necessary in the survival process.  Once it is understood that 

it is improbable to realize how firms operate without considering competition as the 

                                                 
11 Firm behavior is better defined as profit-targeting rather than profit maximizing.  Firms have to know the 
demand function of their products as an input into profit maximizing.  Knowledge of the demand curve is 
not relevant in a profit-targeting behavior.  Their demand expectations are reflected by their investment 
decisions, so given the cost structure, the pricing decisions of firms are done according to their investment 
requirements depending on their profit targets (Capoglu, 1991).  Such procedures of price decision making 
has been cited as evidence by other researchers: administered pricing procedures as Botwinick (1993) calls 
it, cost-plus pricing by Semmler (1984), and has been operationalized in many other theoretical models in 
the post-Keynesian tradition, among others see Lavoie (2003).       
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regulating institution; it would be easier to connect competition both to accumulation and 

to distribution as wages and profits.   

Following these, in the determination of profit rate and wage trends in Turkish 

manufacturing, we also see that there are roles that other environmental or institutional 

factors play.  For instance, one significant factor that explains the extent of the wage-

productivity gap is high unemployment rates (Ilkkaracan & Selim, 2003; Metin, 1995; 

Onaran & Stockhammer, 2002).  Moreover, regarding the widening wage differentials 

over the period, a general argument is that the ownership differentials among different 

sectors between private/public ownership12 (Bayazıtoğlu & Ercan, 2001; Erdil, 1996; 

Ozmucur, 1996)  is a key driving factor.   

Within the context of the Turkish economy a common question asked by previous 

studies on the external competition is: what is the impact of a shift in the trade regime on 

the structure of the manufacturing sector and thus on income distribution? In general, 

they explore the links between changes in trade-related variables and employment: trade-

related variables such as openness indexes, export/import share in output, import tariffs, 

exchange rates.  Even though there are many variants of the variables used, interestingly 

there is one common finding, which indicates that there is no meaningful relation 

between an increase in trade and employment13 (Erlat, 2000; Onaran & Yenturk, 2003; 

                                                 
12 Erdil (1996) analysing the period 1964 to 1989 shows the expanding trend in inter-industry wage 
differentials.  Beyond that, this study estimates that wage inequality is higher in the private than public 
sector.   Ozmucur (1997) studies the differences in wages and labor productivity in manufacturing 
subsectors.  Focusing on the role of ownership, the study analyzes disparities between the public and 
private sector wage structure in terms of the relations between wages and productivity (Özmucur, 1997).  
Similarly, Bayazıtoğlu and Ercan (2001) suggest that ownership plays a significant role aside from other 
factors such as firm size.   
13 Taymaz (1998) covers the period between 1980 and 1994.  Through an analysis at ISIC-4 digits 
manufacturing sectors, this study shows a negative relationship between a decline in import tariffs and  the 
employment level.  Erlat (2000) shows evidence for the nonexistence of a positive relationship between 
export-led growth and employment over the period from 1969 to 1994 at ISIC-3 digits level.   
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Taymaz, 1998).  Moreover, it has been confirmed that after the year 1980, the capacity of 

the manufacturing sector to create new job opportunities narrowed down despite the 

strategies under ELR.  These findings obviously support evidence against mainstream 

expectations, the theoretical foundation of which is the basic principle called the 

Hecksher-Ohlin-Samuelson law, also known as the law of comparative advantage. Yet 

again, if we consider the competition process at this time at the international level it is not 

hard to see why any increase in trade fails to increase employment.  International trade is 

nothing but the exchange between firms, except that after trade opening, the trade is 

among firms not operating within a common border14.   

The conceptualisation of international trade viewed as if nation states exchange 

among themselves as a whole unit have been criticized by different heterodox analytical 

approaches to trade.  These frameworks allow us to see international trade as the conduit 

of uneven development.  This is in contrast to the neoclassical approach and accordingly 

the neoliberal paradigm, which argues that trade, brings about higher economic growth 

and higher employment particularly in developing and less-developed countries.  Rather, 

through international competition,15 recognizing that external competition is the 

regulating force that determines the accumulation process and profits (which would 

subsequently determine both wage  and employment trends) uneven development would 

be consistent with actual evidence (Shaikh, 1980).  

                                                 
14 See Mandel (1980) and Cagatay (1994). 
15 Among these researchers, Shaikh (1980) suggests that international trade analysis has been based on 
what he calls the classical theory of competitive advantage, which generally favors the developed over the 
developing countries and the rich over the poor.  He criticizes the law of comparative costs theoretically, 
uncovering the inherent forces behind international trade and identifies the deficiencies of the orthodox 
analysis of international trade to explain the real world.  This inadequacy, he argues lies within the very 
principle of comparative cost upon which the theory of free trade is founded.   
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The impact of trade on labor market outcomes through other factors, such as the 

nature of the integration of the Turkish manufacturing sector to international trade. 

specific labor market characteristics, and unemployment or wage bargaining institutions, 

should not be overlooked.  Measuring the profit rate in total manufacturing sector at the 

aggregate level, Eres (2005) finds that the profit rate grew relatively more rapidly under 

ELR compared to the ISI period.  And this growth is largely based on the new 

distributional arrangements under the export-led regime (Eres, 2005).  One evident 

underlying factor is the fact that the bargaining power of the labour force was severely 

suppressed through political authoritarianism and the depoliticization of the labour force 

((Cizre-Sakallioglu & Yeldan, 2000).  Two major regulatory transformations in the 

regulatory system provide a firm basis for this argument: i) the suppressive labour regime 

with the 1982 Constitution and ii) the 1983 Labour Code16.                 

Moreover, changes in the foreign trade regime have also played a significant role 

in relation to the secondary relations of distribution, i.e. the within-class distribution of 

income, through exchange rates and subsidies to exporters.  These subsidies are in 

various forms including export tax rebates to compensate for indirect taxes, export credits 

at below-market interest rates, foreign exchange allocations, corporate tax reductions and 

additional tax rebates for enterprises exporting above a threshold (Krueger & Aktan, 

1992; Rodrik, 1993).  To show how extensively these were used, Rodrik (1993) 

calculates that the combined ad valorem equivalent of these subsidies rose to 34 percent 

                                                 
16 This legislation imposes two requirements on a workers’ organization in order to qualify as the 
authorized bargaining agent in a workplace or group of workplaces. First, it must represent at least 10 
percent of the total employed in the relevant industry. Second, it must represent at least 50 percent of the 
employees in the workplace. This significantly limited unionizing activities and imposed limitations on the 
right to determine how workers will be represented,.  These rules favored large confederations and 
discriminated against small independent unions (World Bank, 2006). 
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in 198317.  This is clear example that illustrates how the state mediates in the 

redistribution of income; furthermore, income and revenue generated in free trade zones 

are exempted from income or revenue taxes, along with several other incentives which 

induce profit dispersion among different sectors.   

Nevertheless, at the end of 1980s, with the course of full-liberalization in place to 

assimilate the requirements of the international order, the State’s mediating and 

accommodating role was dismantled.  The three-fold role of the state, as a provider of 

cheap inputs, as a major supplier of jobs, as creating demand for the private sector18 

started to wither away, having major implications on the conditions of competition for the 

private firms.   

From the same process of the dismantling of the three-fold role of the state, we 

observe the impact on the wage side, with changes in the opposite direction of that of the 

shifts on the side of the capital.  There is evidence for a widening of inter-industry wage   

differentials in Turkey as in many developing countries.  The nature of competition, as 

presented earlier, provides an explanation for many of these findings.  Supporting this 

argument, in an analysis of wage differentials, Cagatay (1986) finds that rather than skill 

differentials, the variation in wages are explained by the degree of export-orientation and 

the degree of external competition faced by these industries.  Widening wage-

productivity gaps could be taken as the expected outcome of profit differentials among 

different firms and industries in which firms find themselves.  On the side of the wages 

                                                 
17 Rodrik (1993) indicates that these subsidies led to widespread abuse bringing about ‘fictitious exports’, a 
term that defines over-invoicing, overstatement of exports that is true only on paper.  Low value items such 
as scrap metal were exported under name of the high-tax rebate industrial products or quantityies shipped 
were overstated such as in the case of leather product exports which were overstated by a factor of 100.  
During the first half of 1980s, ELR implementation led to a level of over-invoicing reaching more than 25 
percent of the value of exports. 
18 See Chapter 3 for a more detailed discussion. 
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similar to Marx’s theory of wages, Marglin (1990) suggests that there are many other 

factors, not only biological factors but also community standards, that play a central role 

in determining the level of wages:   

 
Community standards depend in some part on the course of class struggle 
and the balance of class power between capitalists and workers.  In part, 
the norms that govern real wages come out of a shared cultural tradition 
about what constitutes a fair day’s pay.  Wages are thus a matter of 
convention in two senses of the term, one being the idea of custom, the 
other the idea of agreement, accord or contract……….Over a period of 
time…. The conventional wage cannot be conceived of as an unchanging 
norm: productivity growth must be reckoned in.  However it is not 
primarily the through the demand for labor, as mainstream would have it, 
that productivity has affected wages.  Rather it is through the cultural 
assumption, common to the advanced capitalist countries that workers 
may, by right, lay claim to a share of productivity growth.  Community 
standards combine with the power of the working class to dictate that real 
wages should rise roughly in line with productivity.  As time goes on, the 
presumption of wage growth takes on a life of its own, in the form that 
collective bargaining agreements and in the general expectations of 
workers and capitalists  (Marglin, 1990, p.28).      
 

Using insights particularly from the feminist approach to income distribution, we 

argue in this study that wage growth does not take on a life of its own but rather adapts 

and accommodates itself to the requirements of the survival process of profits.  This does 

not necessarily mean an underestimation of the bargaining power of workers in regard to 

their wages19.  Instead, we argue that the influence of the wage bargaining process is 

limited by inherent forces and also they are being undermined by changes in the 

institutional structure and by different state policies.   

                                                 
19 As argued by Asimakopulos (1988), the larger the role played by the wage bargain in determining the 
shares of income, the narrower the scope for a theoretical analysis of distribution.  To the extent that 
distribution depends on the conditions of wage bargaining, the determination of distribution must be 
contextual. 
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Here, what becomes crucial is how these other factors matter in the dynamic 

process that regulates the distribution of income.  Many studies in the literature, in 

viewing the state as the major institution where power is exercised and hierarchical 

relations between classes are perpetuated and maintained in an economy, discuss how 

state policies and actions operate in mediating and linking the distribution of income to 

trade to employment structure or to production relations.  We discuss some of these 

policies peculiar to the Turkish case later in the next chapter, particularly focusing on the 

impact of neoliberal policies undertaken by the state20 through the new restructuring 

process. 

                                                 
20 See Harvey (2005) for an extensive discussion of neoliberal state in theory and in practice.  



 
 
 
 
 
 

CHAPTER 3  
 
 
 

OVERALL DEVELOPMENTS IN THE TURKISH  
 

ECONOMY AND THE TURKISH  

MANUFACTURING SECTOR 

 
 

3.1 Introduction 
 
 
The Turkish economy has been undergoing major economic restructuring during 

the last twenty-five years, in a period when there have also been unprecedented changes 

in the world economy in institutional and regulatory systems.  Despite peculiarities 

specific to its historical and geopolitical structure, the evolution of economic 

development in Turkey shares similar experiences elsewhere.  The full liberalization in 

commodity and financial markets, though not the sole factor, played a key role in 

restructuring individual economies, transforming them into interdependent parts of the 

world economy.   

  This chapter discusses the developments in the Turkish economy; focusing 

mainly on the impact of export oriented restructuring on the structure of manufacturing 

industry.  Before developing a detailed analysis of the manufacturing structure and in 

order to fully understand the transformations under the new restructuring regime, it will 

be useful to review earlier developments in the Turkish economy.  The sources of shifts 



 

 

44

 

in the distribution of income must be sought both at the microeconomic levels and within 

a macroeconomic context with a special emphasis on specific policies of the state that 

affect the distribution of income directly or indirectly in many ways.  This is the line of 

attack that we use and in this way we hope to contribute to the literature. 

 
 
 

3.2 Overall Developments in the Turkish Economy 
 
 

3.2.1 Economic Policies and Structure Before 1980 
 

From the end of World War II period until the1970s, as was the case in many 

other developing countries, industrialization was regarded as the most significant 

economic objective for the development of Turkey.  Turkey became a significant 

producer of manufactured goods, shifting away from a peripheral agrarian economy.  

This was mainly the outcome of import-substitution industrialization (ISI) policies 

applied just after the war.  Until 1980, ISI policies were applied through a protected 

domestic market.  Similar to policies implemented in other industrialized or 

industrializing countries, the main objective of these policies was first to create an 

industrial base in order to achieve sustainable economic growth.  And secondly, the 

diversification of manufacturing sector activities was pursued in order to deepen the 

industrialization process.     

The start of industrialization in Turkey can be traced back to 1930s, the period 

when many state economic enterprises (SEEs) were established in various subsectors of 

manufacturing industry.   When the Republic of Turkey was founded in 1923, the 

economic structure was largely agrarian, with a very minor manufacturing sector.  The 
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new regime under the republic sought to promote national economic development 

through industrialization.  This, however, required a national bourgeois.  To advance this 

approach, the state took up the role of promoting private enterprise by providing the 

necessary infrastructure.  At that time, the trading regime was not protectionist, 

constrained by the restrictions of the Lausanne Treaty of 1923.  Given the agrarian 

structure of the economy, more than 80 percent of exports were agricultural commodities.  

Agricultural exports did not generate enough foreign exchange to pay for necessary 

imports. The liberal decade ended with the onset of the Great Depression as the time 

when the foreign trade regime suffered under substantive balance of payments deficits.  

Then, in the early 1930s, the state itself took over a leading role in industrialization, after 

its earlier attempts to create an entrepreneurial class in 1920s failed and the economy had 

struggled with high external deficits.   

As is also the case in Latin American countries and, even more so, in East-Asian 

countries, state involvement was very crucial in the industrialization of the Turkish 

economy.  Until 1950, the development strategy depended on the primary agency of the 

state and marked the period as the ‘etatist era’.  In fact, it would not be wrong to argue 

that the role of state, though undergoing changes in form and nature, has always been 

very significant in the restructuring processes of the Turkish economy, as elsewhere in 

the world.   

The most significant development in the etatist era, which provided the 

foundation of manufacturing production until mid-1960s, was the establishment of state 

economic enterprises (SEEs).  The share of SEEs in manufacturing value-added 
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accounted for 58-59 percent, even in the early years of 1950s.  Likewise, 54-55 percent of 

manufacturing investment was undertaken by SEEs (Kazgan, 1999).   

Another important component of etatist strategy was the introduction of five-year 

industrial plans.  The main objective of the first plan, implemented between 1934 and 

1938, was to create a domestic industry for basic consumption goods, i.e. the production 

of cotton and wool textiles, paper, ceramics, glass, iron and steel.  The annual growth rate 

of industrial output demonstrates the success of the economic policies of the period, 

despite the unfavourable impact of the Great Depression (Table 3.1).  

The outbreak of the Second World War and the demands of an emerging industrial 

capitalist class led to a change in the etatist economic regime.  In 1950, economy leaned 

towards a liberal regime, in which the state’s economic role was left aside as being more 

secondary.  Following the liberal period in 1950s, the planning strategies of the 1930s 

were restored in 1960s.  The 1950s were characterized by increasing inflation and high 

foreign debt, which had an unfavourable impact on industrialization.   

  Due to the Korean War, the economy experienced high growth rates in the 

beginning of the period.  However, with the end of the war, balance of payments 

difficulties mounted and the decade ended with a 1960 military takeover, which 

coincided with an economic crisis and social distress.  The planned period, which was 

also supported by the IMF and the OECD, began after the coup.  

The 1960s are properly characterized as a planned period, with import substituting 

industrialization.  The impact of these policies led to high economic growth during the 

period (Table 3.1) and a rapid growth in the manufacturing sector, which was achieved 

primarily by an increase in public sector activity. 
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Table 3.1 

Main Economic Indicators: 1889-1972 

 
Annual 

Growth 

Rates (%) 

 

Population 

 

GNP 

 

Agriculture 

 

Industry 

 

Exports/Imports 

(%) 

 

1889-1914 1 2 1.6 3 55 

1923-1929 ---- 10.4 15 8.5 62.6 

1929-1935 2.1 3.2 -1.3 17.1 105.2 

1935-1939 1.7 11.6 15.6 11 113.1 

1939-1948 1.06 0.5 1 -0.9 137.2 

1950-1953 2.78 11.3 12.2 10.5 61.9 

1954-1958 2.85 4.1 3 9.3 86.8 

1959-1961 --- 3.1 -1.5 5.2 70.5 

1963-1967 2.46 6.7 3.7 10.6 68.1 

1968-1972 2.52 6.6 3.6 9.9 62.2 

        Source: Kazgan (1999, p.91 and p.111) 
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During the 1950-75 period, output and employment in industry doubled (Cagatay, 

1986).  This strategy continued in 1970s as well.  Until 1977, manufacturing remained as 

the most dynamic sector, with annual growth rates as high as 10.2 percent from 1963 to 

1977.  Over the period, there have been major shifts in manufacturing production in terms 

of shifts in the relative significance of subsectors.   

Despite the strong economic performance in the 1960s and early 1970s, by the 

late 1970s, the Turkish economy, similar to Latin American countries, was faced with 

severe balance of payments difficulties, high unemployment and high inflation.  The 

major underlying problem was the economy’s inability to generate sufficient foreign 

exchange.   Various subsectors of manufacturing industry were heavily dependent on 

imported intermediate goods.  Though the level of imports for the production of 

consumer durables declined with the shift to domestic production of intermediate 

commodities, the demand for oil and new technology brought about a foreign exchange 

bottleneck at the end of 1970s.  Thus, the ISI strategy, based on borrowing from abroad, 

led to severe balance of payments problems, which had also a detrimental impact on 

industrialization.  Democratic institutions some of which were introduced by the 1961 

Constitution, and representative government once again left the stage, giving way to 

military power in September 1980, in the midst of another economic crisis and its 

horrendous impacts on the social and political structure.     
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3.2.2 New Restructuring 

 

Turkey greeted the 1980s with a radical transformation, by shifting from an 

inward-oriented regime to an export-oriented economy.  As it has been the case 

elsewhere, this shift did not happen as a simple and smooth economic shift for the 

economy and the society as a whole.  New restructuring through neoliberal policies were 

implemented through fundamental changes in the political and social structure.  In 

January 1980, the government announced the stabilization and structural adjustment 

policies (SSAPs), claiming that there was no other alternative to address the growing 

bottlenecks in the economy.  Opposition to this decision of the government was 

widespread, though the government was forcing the implementation with the 

wholehearted support from the private sector.  Social divisions and rising political 

struggles between the extreme right wing and the revolutionary left had been triggered by 

the economic crisis.  These struggles were intended to be resolved through the military 

coup.   

The military government guaranteed the implementation process under its regime 

until the end of 1983, when a new civilian government was elected.  This new 

government also showed its full commitment to the program in the subsequent years and 

carried it out under the guidance and control of International Monetary Fund (IMF), in 

collaboration with the World Bank.   
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 The policies incorporated standard elements of the new approach.  These included 

the liberalization of the trade regime, the introduction of new measures to promote 

exports, financial deregulation and deregulation of prices, the deregulation of the labour 

market and privatisation to reduce the size of the public sector, under an overall 

framework of liberalization both internally and externally.  The Turkish experience had 

some distinctive features peculiar to her case.  Turkey was one of the first countries to 

receive policy loans from World Bank in 1980 and was selected as a test case for 

structural adjustment programs (SSAP).  Turkey was also singled out in receiving five 

structural adjustment loans between 1980 and 1984.  The scale of the loans was 

unmatched as well.  Beyond these loans, the program was so greatly applauded by the 

IMF and the World Bank that it stimulated sizeable funds from OECD member countries, 

Saudi Arabia and the European Settlement Fund (Onis, 1998). 

 Against this background, the ELR did not meet expectations and did not bring 

with it high economic growth and more equal income, compared with the pre-

liberalization period (Table 3.2).  Although figures in Table 3.2 represent ten-year  
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Table 3.2 

Main Economic Indicators: 1969-1999 

  

 

1969-

1979 
 

1980-

1989 
 

1990-

1999 
 

GDP growth (annual %)  4.6 4.1 3.9 

GNP (annual growth rate, 1987 prices)  4.7 4.0 3.9 

Agriculture, value added (% of GDP)  34.9 21.1 16.5 

Industry, value added (% of GDP)  20.8 27.8 28.7 

Services, etc., value added (% of GDP)  44.3 51.2 54.8 

Agriculture, value added (annual % growth)  1.4 0.7 1.7 

Industry, value added (annual % growth)  6.1 6.1 4.0 

Services, etc., value added (annual % growth)  7.3 3.4 4.1 

Exports of goods and services (annual % growth)  ---- 9.1 9.4 

Trade (% of GDP)  12.8 29.7 41.8 

Gross domestic savings (% of GDP)  12.1 16.4 20.5 

Gross fixed capital formation (% of GDP)  14.8 18.1 24.3 

Gross fixed capital formation (annual % growth)  ---- 0.6 5.2 

Gross foreign direct investment (% of GDP)   0.1 0.2 0.6 

Inflation, consumer prices (annual %)  21.9 51.3 77.2 

Inflation, food prices (annual %)   ---- 48.3 81.3 

PSBR (% of GNP)   6.0 5.0 9.4 

  Source: State Planning Organization (SPO), Social and Economic Indicators, World 
Bank Development Indicators (WDI). 
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averages and in that sense capture the whole story, it is still possible to observe that the 

post-1980 liberalization policies led to high inflation rates and a substantial rise in public 

debt. 

After reviewing the major policies and changes in regulations, we shall explore 

the impacts of these policies in the following aspects: impacts on income distribution and 

how these policies worked as mechanisms to transfer income between and within 

different classes.  This is followed by an analysis of the changes in the production and 

export structure of manufacturing industry under the new regime.  

It is possible to categorize the principal policy components into the following:  (a) 

changes in foreign trade and investment regime, (b) changes in labour market policies, (c) 

privatization, and  (d) financial liberalization.  

(a) The main elements of the new foreign trade and investment regime can be 

listed as:  changes in exchange rate policy, the introduction of new regulations and 

measures related to foreign trade, and new regulations on foreign investment. 

In terms of exchange rate policy, the cumulative depreciation between 1979 and 

1987 added up to 98 percent (Aricanli & Rodrik, 1990).  When evaluated only against 

export performance, the impact of such an exchange rate policy could be considered a 

great success.  However, the dilemma of a downwardly biased exchange policy revealed 

itself in the damage on the fiscal balance, which increased the debt burden and had 

further implications on the composition of public expenditure.  As suggested by many 

theoretical and empirical studies, systematic depreciations cannot be a sustainable long-

term policy to rely on.   Moreover, the exchange rate policy was effectively enforcing an 

income transfer mechanism into the pockets of exporters, which had a distorting effect on 
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the income distribution (Boratav, 1990).  For instance, since the enactment of the Free 

Trade Zones Law in 1985, all of the duties, taxes and charges on exporters have been 

treated differently in legislation.  The creation of free trade zones and export processing 

zones, on the other hand, created an impetus for the marginalization of the labor 

employed in these areas and this became the social basis of exporting industries.   

The introduction of generous direct export incentive mechanisms played a crucial 

role in shifting resources to tradable sectors, besides the exchange rate policy mentioned.  

Exporting firms were supported not only by subsidies, but also through tax rebates, 

export credits at preferential rates of interest and duty free imports.   Production tax 

rebates which accounted for about half of the total subsidies granted in 1982 and 1983, 

and as much as 75 percent in 1984 were the most important component of these schemes.  

The average subsidy rates during the same years were around 22 percent (Milanovic, 

1986).  In addition, major export companies were given the status of Foreign Trade 

Companies (FTCs), which is an institutional mechanism similar to the Japanese Sogo 

Shosa and other counterparts in East Asian countries.  FTCs that were able to meet 

specific export volume targets were granted additional subsidies by the government.  

These companies were concentrated mainly in textiles and iron and steel industries.  This 

biased incentive system, while favouring large producers, had adverse implications on 

small and medium-sized exporters (Balkir, 1993).         

Export performance responded strongly to the generous incentives so that the 

annual growth of exports increased to around 10 percent over the period (Table 3.2 

above).   One factor to remember is that the high growth of exports also includes the 

element of over-invoicing, (for example, in 1984 fictitious exports were estimated to have 
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amounted to around 14 percent of total exports (Balkir, 1993).  In response to this defect 

of the export incentive system, several modifications were introduced starting in 1984.  

However, in many ways, these institutional changes introduced mechanisms that not only 

changed the inter-class distribution of income but also the intra-class distributions as 

well. 

Moreover, sectoral composition figures indicate a declining significance of 

agriculture vis-à-vis industry and services. This has a major impact on distribution, 

creating a mechanism of resource transfer from rural to urban areas.  Within the ten-year 

period of 1976-85, there was a 38.4 percent decline in the real incomes of farmers. The 

agricultural terms of trade declined by more than 50 percent between 1976 and 1985 

(Boratav, 1990).  Furthermore, the deterioration of the domestic terms of trade led to a 

shift of agricultural population to other sectors usually occupied by low-paid, low 

technology industries.  These industries provided the places for the unemployed in the 

reserve army of labour, which in all likelihood had both direct, and contagion effects on 

the wage structure.  The share of marginal and informal labour in total manufacturing 

industry employment was estimated to be as much as 41per cent in 1980.  This number 

increases to 49 per cent in 1994.  Hence the marginalization phenomenon turned out to be 

a structural feature of the labour market over the period.   

The new foreign trade regime also led to shifts in the structure of imports through 

changes in import regulations.   Starting with the elimination of quotas in 1981 and the 

lifting of import restrictions in 1983 (both of which were major steps in import 

liberalization), the old strategy to protect domestic industry measures was replaced by a 

new system of import tariffs and levies.  This was then followed by large reductions in 
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import tariffs, starting with the import protection tariff.  Two other steps that 

strengthened the import liberalization process were the enforcement of the EU Customs 

Union agreement in 1996, which established zero duty rates and no quotas for non-

agricultural items of EU and European Free Trade Association (EFTA) origin together 

with the adoption of EU's common external tariff (CCT) which set lower duties on 

imports from many countries.   

In relation to new regulations on foreign investment, the new restructuring pol;icy 

placed a major emphasis on foreign direct investment (FDI) as a source of capital and 

technology transfer.  Although there had been major steps21 before this to encourage FDI, 

investment inflows showed a very unstable pattern (Onis, 1998) and stayed at very low 

levels particularly in the first half of 1980s.  There was a substantial rise (comparatively 

speaking) after 1988 but the rise has been associated with the services sector, which was 

concentrated mostly in banking and tourism.  These (un)expected results confirm the 

general character of FDI flows into developing countries which tend to be concentrated in 

investment in offshore financial and trade related services (Onis, 1998).  In terms of the 

volume of FDI flows, the evidence suggests that developed countries have always been 

the dominant destination of major FDI flows.  Since the 1970s, except for Brazil (in the 

1970s and 1980s), Mexico (in the 1980s and 1990s) and China, no other developing 

countries are among the top 10 FDI recipients (Montes and Memis, 2005).  

(b) Changes in the labor market policies:  Championed by the anti-labor and anti-

union supporters of the SSAPs there were major attacks on the bargaining power of labor.  

                                                 
21 In 1986, a supplementary decree entitled Foreign Capital Framework Decree was enacted widening the 
scope of the Law Concerning the Encouragement of Foreign Capital issued in 1954.  Also in the 
establishment of the Foreign Investment Department in 1984 under the State Planning Organization, 
specific legislation on free trade zones law in 1985, the introduction of the build-operate-transfer (BOT) 
model to encourage infrastructural investment was one of the institutional changes (Onis 1994, p.94-96). 
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The military government in its first days banned all trade union activity, put an end to all 

ongoing strikes and a large number of trade union leaders were imprisoned (Senses, 

1994).  These reforms also were embodied in the labor market provisions of the 1982 

Constitution.  With the new laws and legislation, on trade unions and collective 

bargaining, the right to take part in collective bargaining was allowed only if authorized 

by the Ministry of Labor.  Beyond that there were many new requirements and rules both 

in the authorization process and in membership in a trade union.  The rules were so 

complex that even after the removal of the ban on some activities, they were still 

effective in restricting unionisation.  DISK, which was representing the more militant 

sections of trade unions, was shut down and instead TURK-IS was left, as an 

organization, which cooperated closely with the military government.  In 1988, as a result 

of the strong pressure from the ILO, many of the labor rights were restored, but the losses 

in terms of working standards and wages have not been recovered easily, and this 

effectively favored exporters.  Low wages and lower labor standards played a significant 

role in intensifying the impact of export-oriented policies.     

For a picture of the conditions of the labor market in the period after 1990s, the 

poverty report prepared by World Bank and SIS provides several clues.  It indicates that 

employment declined in 2003 following public and private sector restructuring, which, 

together with three years of decline in real wages, helped preserve competitiveness in 

spite of strong currency appreciation.  In 2000s, the open unemployment level stayed at 

around 10 percent, during which time, the unemployment rate approached 15 percent in 

urban areas, and the unemployment rate of educated youth rose above 30 percent at the 

end of 2003 (World Bank and TURKSTAT, 2005, p.21).    
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 (c) Privatisation policies such as the deregulation of price controls on 

commodities produced by SEEs, the imposition of user charges for public goods and 

services, contracting-out, and the selling shares of assets were implemented as a solution 

to budget deficits.  Several statutory monopolies such as Tea and Tobacco Monopoly, 

Electricity Power Monopoly were dismantled under the same justification.  In 1986, the 

law concerning the denationalization of SEEs was passed, in which the prime minister’s 

office was appointed as the agency to carry out the process.  Aside from these actions, 

new regulations were introduced, such as tolls, fees in public hospitals or tuition in higher 

education at public universities.  In 1984, a law was passed allowing for the 

establishment of private schools, which also made these schools exempt from personal or 

corporate taxes.   

 The privatization of SEEs, which was expected to be a solution to public sector 

deficits, became an arena for wild competition and corruption and led to employment 

losses, on one hand, and increases in imports of intermediate goods that had previously 

been domestically supplied by SEEs, on the other.  Efforts to encourage private 

entrepreneurship ended up in some cases as new burdens for the state and hence for the 

people.  All these by far had a huge impact on the wage structure and also on the 

employment structure as well.  It has been shown that privatisation led to significant 

employment losses and earnings losses in re-employments, i.e. in comparison to the pre-

dismissal earnings, reemployed workers earned only 33 percent of their SEE earnings 

(Tansel, 1998).  Tansel also provides evidence that the post-dismissal jobs were not only 

worse in terms of pecuniary earnings but also worse in terms of quality, i.e. lower labour 

standards, no premiums or fringe benefits.   
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(d) Financial liberalization was completed with full financial liberalization in 

1989 as the last stage of the liberalization process.  One of the standard expectations was 

that with the creation of an efficient financial market savings would be channelled into 

investment at a lower cost, based on the McKinnon-Shaw hypothesis of financial 

deepening.  Another basic justification was the need to modernize the process of 

financing large public sector deficits, i.e. shifting the financing role of away from the 

Central Bank to private markets.  In addition, because international competitiveness was 

critical, the ELR was dependent on wage suppression and the depreciation of currency 

and export incentive systems reached its limits by 1988.  Hence, in a sense, the new 

strategy reached a point of exhaustion.  Thus, financial liberalization was seen as a way 

to leap over the limitations of the strategy.   

However, because of budget deficit financing, the public sector became the 

largest supplier of securities.  This financing scheme created a vicious cycle in public 

debt.  Under financial liberalization interest rates were tied to the foreign exchange 

regime and to the need to attract (and retain) foreign capital and this induced a regime of 

high interest rates.  As a result interest payments absorbed almost all of the public sector 

disposable income. Substantial rises in interest income through changes in the banking 

system and government’s financial policies led to a shift of resources from industry to the 

financial sector.  It has been argued that this has been the major factor behind the slowing 

pace of capital accumulation in the manufacturing sector (Boratav & Turel, 1993).   The 

profitability of the banking sector has surpassed that of the industrial sector, with real 

profits of the private commercial banks increasing by as much as six fold in the 1980 to 

1990 period.  Inflation rates increased to levels as high as 90 percent and nominal interest 
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rates skyrocketed to three digit levels in the second half of the 1990s.  The economy, 

coping with serious macroeconomic instabilities combined with a fragile financial 

structure, faced three major macroeconomic crises in a seven-year period, in 1994, 2000 

and 2001.   

The current decade started with a new IMF-led disinflation program launched just 

after the crisis in 2000.  The main objective of the program was to reduce the inflation 

rate by setting targets on monetary aggregates, exchange rate and fiscal balances.  In the 

year 2005, the performance of the Turkish economy was greeted with acclaim by the 

government and the IMF, declaring that the economic performance is a successful 

outcome of the disinflation program.   However, there are two major facts that are 

missing in this positive scenario: i) growth has not provided sufficient employment; ii) 

growth has had an immiserizing character, i.e. there has been income-reducing growth 

due to losses from the negative trends in the terms of trade.  The Turkish economy 

followed a speculation-led development path, which has warped the economic system 

into a deeply fragile state, both in terms of its domestic structure and in its vulnerability 

to short-term speculative capital attacks.  Figure 3.1 depicts how volatile GNP has 

become in the last five-year period.    
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Figure 3.1 Annual Growth Rate of GNP (1950-2003) 

   Source: Table A.1 in Appendix A 
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3.3 The New Restructuring and the Turkish Manufacturing  

Industry: Trends and Structure 

 

As also mentioned above, one of the chief components of the regime change in 

Turkey was the shift in trade and production structure toward export-orientation.  Export 

promotion schemes involving export and investment incentives, tax rebates were steps in 

this direction.  In order to see the impact on manufacturing sector, this chapter aims to 

review first the impact of the structure of Turkish manufacturing ion the export structure 

then the basic indicators on the structure of production that reflects the pattern of growth 

and distribution dynamics in the sector are summarized.  For this, we make an analysis of 

the sectoral composition of i) value added, and ii) employment in the manufacturing 

sector.    

 

 

3.3.1 The Export-Led Regime and the Structural Change in 

Manufacturing Sector 

 
The new restructuring model of the Turkish economy was welcomed more than 

anything else because it was accompanied by substantial increases in export volume.  As 

export earnings increased from $2.9 billion in 1980 to $28 billion in 2000, the share of 

exports in GNP rose from 4.2 percent in 1980 to 13.8 percent in 2000.  Over the period, 

the early 1980s were distinguished for reaching high export growth rates.  One major 
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factor behind this export boom was the exploitation of excess capacity mainly in 

industries established under the ISI schemes (Senses, 1994).   Trends in capacity 

utilization rates in the manufacturing sector confirm this argument, i.e. rates increased 

from 55.2 percent in 1980 to 75.9 in 2000 (the sector indeed reached the levels of 75 

percent and even higher in late 1980s (see Table A.2 in Appendix A.)  Among others, the 

rise in OPEC income over that period and the Iran-Iraq war provided a higher demand for 

exports.  In addition, restrictive monetary and fiscal policies played a major role by 

restraining domestic demand.  Beyond all these influences, export promotion schemes; 

export incentives and currency depreciations indeed laid the ground for higher exports 

during the first half of the period as mentioned above.     

On the other hand, in the early 1990s, ample opportunities for high growth ceased 

and concurrently the economy passed through two major crises, one in 1994 and another 

in 1999.  Export incentive schemes were also eliminated in 1989.  More important than 

these, financial liberalization, completed in 1989, led to real appreciation of domestic 

currency and this had an adverse impact on export sectors.  Furthermore, from the late 

1980s onward, the excess capacities particularly in export sectors had already been used 

up.  Thus any export expansion had to depend on increases in volume by other means 

either, by keeping export goods prices at very low levels or somehow by changes in 

exports demand structure or by depending on structural shifts in the sectoral composition 

of investments.  The latter would definitely require investment in high-value added 

subsectors rather than in traditional consumption goods.  However, the share of 

Manufacturing sectors on the whole in both public and private investment exhibit very 

low levels (Figure 3.2).   
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    All along, in the late 1990s there was once again high growth in exports but 

these were based on an export structure, which was highly dependent on imports.  These 

results confirm earlier evidence.  For instance, it has been shown that contrary to 

conventional expectations, the export performance of Turkish manufacturing was not 

found to lend itself to productivity contributions, and could not be sustained as a viable 

strategy of ELR (Voyvoda & Yeldan, 2001).  Investment trends point to the major fact 

that the public sector was moving away from manufacturing.  Until 1972, the share in 

public investment shows a major rise and indeed it reaches its highest share in 1972 over 

the whole period from 1968 to 2000.   

Then, in rest of the 1970s, as expected, there is a stagnation period with the share 

in private investment actually declining by half.  1980 marks the turning point for public 

investment and marks the start of a drastic decline in the share of private investment.  

Until 1989, we observe large declines in all three of the shares in investment but more in 

the share in public investment so that it eventually becomes negligible probably 

representing only depreciation costs.  There is a slight recovery in the share of 

manufacturing investment in total private gross fixed investment, yet again the 1990s 

presents a stagnation period during which the public sector is constantly moving away 

from investing in the manufacturing sector.  All these provide supporting evidence for the 

stylised facts reported in earlier studies as well.  As Yenturk and Onaran (2001) indicate, 

the ratio of private gross fixed formation to GNP declined in the first half of the 1980s  
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Figure 3.2 Manufacturing Sector Share in Gross Fixed Investment 

Source: Table A.3 in Appendix A 
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and reached its 1977 level only in 1988.  Housing investments in the late 1980s, has been 

an important source of the increase in private investments (Onaran & Yenturk, 2001).  

Compared to the 1970s, in the 1980s, as we show above, the share of 

manufacturing investments in private investments declined.  In the 1990s, the upward 

movement in private investment is, as argued, due to a rise in domestic demand and to the 

decrease in price of imported capital goods as a result of the appreciation of the local 

currency.  However, the rise is still very moderate.  There may be many underlying 

reasons behind this picture.  Financial liberalization contrary what is expected may not 

necessarily increase allocative efficiency; rather it may divert private savings to 

speculative investments and into financing public sector spending. The demand for real 

estate and consumer credits, which expanded after financial liberalization, also squeezed 

out investment credits (Onaran & Yenturk, 2001). 

The poor account of public investment is associated with high public debt due to 

high foreign trade deficits coupled, with large interest payments required for financing 

these deficits.  High levels of foreign debt are not inconsistent with interests of capital; 

capital flight can potentially be more profitable than supporting domestic saving and 

investment.  Besides the fact that public investment as a whole was affected adversely by 

mounting public debt, the more significant factors explaining the decline in public 

investment were the major elements of SSAPs.  These include the privatization program 

and the deliberate contraction of the public sector, in general, and the policy stance that 

industrialization was no longer regarded as part of the ELR, in particular..  An analysis of 

the sectoral composition of public investment also supports the argument that, under the 

new regime, there has been overall abandonment of industrialization policies.  The 
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emphasis shifted to privatization, FDI, and export promoting schemes.  One indication of 

this fact was the state’s withdrawal from earlier aims to improve productivity and 

efficiency in SEEs which had a solid presence in the intermediate goods sector, as 

observed earlier.  However, with the new restructuring, there has been a major shift in 

public investment to such activities as transport, energy and communications (Table 3.3).  

By 1990, the share of transport and energy sectors in public investment reached higher 

than 50 percent whereas the share of investment in manufacturing share declined to less 

than 5 percent.    
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Table 3.3 

 Composition of Fixed Investment (Selected Years) 

Total Fixed Investment 1980 1985 1990 1995 2000 

 AGRICULTURE 7.6 7.4 5.4 5.4 4.9 

 MINING 3.3 5.1 1.8 1.3 1.1 

 MANUFACTURING 28.5 23.1 19.5 22.6 19.4 

 ENERGY 8.7 10.2 7.3 2.7 6.3 

 TRANSPORT. & COMMU. 14.2 22.0 17.9 18.8 30.1 

 TOURISM 0.6 1.4 3.8 2.4 3.6 

 HOUSING 27.8 18.8 33.4 36.0 16.8 

 EDUCATION 1.8 2.2 2.6 2.0 4.9 

 HEALTH 0.8 0.8 1.5 1.8 4.0 

 OTHER SERVICES 6.7 8.9 6.7 6.9 9.1 

TOTAL 100 100 100 100 100 

Private Sector Fixed Investment 1980 1985 1990 1995 2000 

 AGRICULTURE 7.4 7.7 3.6 4.1 3.3 

 MINING 0.5 1.2 1.1 1.1 1.1 

 MANUFACTURING 30.0 31.9 26.2 26.2 26.5 

 ENERGY 0.4 0.4 0.8 0.5 2.4 

 TRANSPORT. & COMMU. 9.7 17.0 10.7 16.4 27.9 

 TOURISM 0.6 1.8 5.0 2.4 4.9 

 HOUSING 44.7 32.3 46.5 43.3 23.7 

 EDUCATION 0.2 0.5 0.7 0.7 1.9 

 HEALTH 0.2 0.5 0.9 1.2 3.7 

 OTHER SERVICES 6.3 6.7 4.4 4.1 4.7 

 TOTAL 100 100 100 100 100 

Public Sector Fixed Investment 1980 1985 1990 1995 2000 

 AGRICULTURE 7.9 7.0 9.6 11.7 8.7 

 MINING 7.6 9.8 3.4 2.1 1.2 

 MANUFACTURING 26.3 12.6 4.5 5.7 2.9 

 ENERGY 21.3 22.0 21.7 12.9 15.2 

 TRANSPORT. & COMMU. 20.8 28.0 34.0 30.2 35.2 

 TOURISM 0.5 0.9 1.2 2.4 0.5 

 HOUSING 2.4 2.6 4.0 1.5 0.8 

 EDUCATION 4.1 4.2 6.9 8.3 11.9 

 HEALTH 1.8 1.2 2.8 4.9 4.5 

 OTHER SERVICES 7.2 11.6 11.9 20.2 19.2 

 TOTAL 100 100 100 100 100 

Source: State Planning Organization Economic and Social Indicators Database 
http://ekutup.dpt.gov.tr/ekonomi/gosterge/tr/esg.asp 
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Table 3.4 
 

Breakdown of Manufacturing Exports (%) (Selected Years) 
 

 
  

 
1981 

 
1985 

 
1990 

 
1998 

 

Consumption Goods 80.1 53.6 57.1 55.2 
Intermediate Goods 14.8 33.3 32.9 24.0 
Investment Goods 5.1 13.1 10.0 20.8 
Total 
 

100 
 

100 
 

100 
 

100 
 

         Source: UNIDO Industrial Demand-Supply Database (IDSD) 
http://www.unido.org/doc/3473. 
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3.3.2 Direction of Trade 

 

Given the disappointing trends in investment shown above, it would not be 

surprising that there has not been much change in the structure of manufacturing exports 

despite the export-led objectives of the new regime.  Indeed the composition of 

manufacturing exports positively confirms this argument (Table 3.4).  Until the end of the 

decade in 1990s, more than 55 percent of the manufacturing exports were still exports in 

consumption goods.  Around 10-15 percent of the consumption goods were food products 

and remaining 40-35 percent share belonged to traditional textiles and wearing apparel 

goods.  As can be observed in Table 3.4, there has been a constant decline in the 

intermediate good exports share (from 33 percent to 23 percent, mainly due to declines in 

the share of iron and steel exports).  In terms of investment goods, we observe a 

substantial rise in its share late in 1998 and 1999 mainly because of increases in electric 

machinery and transport equipment exports. 

Overall, the figures on the composition of manufacturing exports suggest that the 

manufacturing exports of Turkey have been predominantly consumption goods.  These 

sectors are mainly characterized by the fact that they are labor-intensive industries using 

low-technology.  Despite the expectations of the new restructuring, the Turkish economy 

has been locked into low-technology exports.  Furthermore, how dense the backward and 

forward linkages of such industries to the rest of the economy are questionable.   
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The export-led regime of the Turkish economy has neither resulted in the 

economy achieving high stages of the technological ladder nor close to being there.  This 

can be observed clearly in comparison with other developing countries.  As can be seen 

in Figure 3.3, in the case of selected East Asian countries, there have been enormous 

changes in the structure of exports since the 1980s.  Exceptionally high shares of high-

technology exports within manufacturing positively support this observation.  For 

instance, by the end of 1980s, almost 40 percent of Malaysian manufacturing exports 

were high-technology products.  In Thailand and the Republic of Korea the figure was 

again as high as at 18 and 17 percent respectively, while in Turkey the share was only 1.6 

percent over the same years  (Montes and Memis, 2005).  Even between 2000 and 2003 

despite a jump to 4 percent, this share is still so low in comparison with Malaysia (58 

percent), Thailand (32 percent) and the Republic of Korea (32 percent).  Similar to 

Turkey, in Argentina and Chile, where the corresponding figures are 9 and 4 percent 

respectively, the structures of manufacturing exports do not display drastic changes, 

though Argentina can be singled out among the three as the one with the highest figure in 

2000s.     
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Figure 3.3 Share of High-Technology Products in Manufacturing Exports 
Source: Montes and Memis (2005), Figure 2. 
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Besides, the low-technology cum labor-intensive characteristics of manufacturing 

exports, one other important feature is the unbalanced distribution of these exports in 

terms of their destination.  As Table 3.5 indicates, compared to early 1980s, by the end of 

1990s almost all consumption exports have been directed to developed countries.  The 

share of exports to developed countries in consumption goods sectors was as high as 90 

percent in 1990, with a decline to 83 percent in 1997.   

When we look at the breakdown of intermediate goods, we observe a shift in 

1990s, i.e. a majority of intermediate exports were directed to developing countries in 

1980s but by the beginning of 1990s exports to developed countries made up more than 

half of the intermediate goods exports.  In all subsectors, we observe substantial declines 

in the share of developing countries over the period.  This is an expected result from the 

fact that many developing countries have become manufacturing producers as well as 

exporters by the end of last decade.  We observe the same pattern in investment goods 

exports.  While in early 1980s almost all exports were directed to developing countries in 

1990s this picture totally changed and a majority of the exports’ destination has become 

developed countries (Table 3.5).   

Among the developed countries, the European Union and other high-income 

OECD countries in Europe comprise more than 50 percent of exports.  The breakdown of 

exports to developing countries indicates that the highest shares belong to destinations in 

the Middle East region in mid 1980s and East Europe and Central Asia after 1988.    
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Table 3.5 

Breakdown of Exports According to Destination (%) (Selected Years) 

   

 
Consumption 
Goods 
 

Intermediate 
Goods 
 

Investment 
Goods 
 

 
1981   
 Developing Countries 

 
37.4 74.9 76.7 

 Developed Countries 62.3 24.5 22.9 

1985 
 

 
 

 Developing Countries 
 

44.1 68.9 50.8 
 Developed Countries 55.9 31.1 49.2 

1990 
 

 
 

 Developing Countries 
 

10.2 45.3 25.2 
 Developed Countries 89.7 54.2 74.5 

1997 
 

 
 

 Developing Countries 
 

11.6 36.4 20.1 

 
Developed Countries 
 

83.4 
 

60.7 
 

76.6 
 

Source: UNIDO Industrial Demand-Supply Database (IDSD) 
http://www.unido.org/doc/3473. 
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One of the characteristics of the structure of manufacturing sector in Turkey has 

been its being highly dependence on imports.  Indeed, after 1980s when the limits to 

export growth through the reactivation of excess capacity were reached, the 

manufacturing sector’s import-dependent character has become more significant, with 

severe impacts on the economy.  The figures for manufacturing imports over the period 

positively confirm this argument (Table 3.6).  While the share of consumption good 

imports in total manufacturing imports maintains its 1980 level in 2000 (20 percent, even 

higher in 1995), intermediate good imports have values higher than 70 percent and this 

has maintained its major position despite a slight decline in 2000 (to 65.5 percent).  

Along with these, by the end of 1990s, the share of investment good imports increased 

more than three times its level of 1985, i.e. more than six times that of the 1980 figure.  

Although, we observe an increase in the share of imports from developing countries in all 

groups of products, the share belonging to developed countries has been remarkably high 

overall (Table 3.7).     

 

 

Table 3.6 

Breakdown of Manufacturing Imports (%) (Selected Years) 

  1980 1985 1990 1995 2000 
       
Consumption Goods  20.0 16.1 18.1 22.7 20.8 
Intermediate Goods  77.9 79.8 72.4 70.2 65.5 
Investment Goods 
  

2.2 
 

4.1 
 

9.3 
 

6.8 
 

13.3 
 

Source: UNIDO Industrial Demand-Supply Database (IDSD) 
http://www.unido.org/doc/3473. 

 



 

 

75

 

 

 

 

 

Table 3.7 

Breakdown of Manufacturing Imports According to  

Country of Origin (%) (Selected Years) 

   

 
Consumption 
Goods 
 

Intermediate 
Goods 
 

Investment 
Goods 
 

1981   
 Developing Countries 

 
14.5 7.1 0.5 

 Developed Countries 85.5 92.9 99.5 

1985 
 

 
 

 Developing Countries 
 

23.0 13.0 2.8 
 Developed Countries 77.0 87.0 97.2 

1990 
 

 
 

 Developing Countries 
 

26.5 13.4 7.2 
 Developed Countries 73.5 86.6 92.8 

1997 
 

 
 

 Developing Countries 
 

28.9 8.6 9.8 
 Developed Countries 71.1 91.4 90.2 

Source: UNIDO Industrial Demand-Supply Database (IDSD) 
http://www.unido.org/doc/3473. 
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3.3.3 Changes in the Composition of Value Added 

 

The sectoral composition of GDP exhibits a major decline in the significance of 

the agricultural sector vis-à-vis industry (to manufacturing in the first half then mainly 

toward energy afterward) and services.  This has been one of the significant outcomes of 

the new restructuring of the Turkish economy.  Over the period, the share of 

manufacturing value added corresponds to one fifth of GDP on average, rising during the 

first half of the period (1980-1989) and then declining steadily over the second half 

(1990-2000).  The annual growth rates of value added also support this trend.  The 

average annual growth of manufacturing real value added is lower in the second half in 

comparison to the first half (declining from 8 percent to 5 percent on the average with 

negative values of growth after 1996).  

As can be seen in Figure 3.4, the sectoral breakdown of manufacturing value 

added does not display much change over the period.  The stagnation in the pace of 

structural change in manufacturing sector under the new regime is more evident here.  In 

1980, the consumer goods sectors’ total value added comprises roughly one third of the 

whole sector’s value added.  When we look at the picture in 1990, we observe almost no 

change.   
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Figure 3.4 Sectoral Composition of Manufacturing  
Value Added, 1980-2000 (Selected Years) 

Source: Table A.4 in Appendix A 
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Figure 3.5 Sectoral Composition of Manufacturing  
Value Added in Public Enterprises 
Source: Table A.5 in Appendix A  
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In terms of public and private sector decomposition within sectors, we observe the 

strong presence of SEEs in intermediate goods production, i.e. petroleum, iron and steel, 

paper and paper products industries (Figure 3.5).  The intermediate goods share in total 

value added stays high over the period because, on one hand, these sectors produce the 

highest value added goods, yet, on the other hand, until very recently, almost the only 

publicly owned establishments left, were found in these sectors.  Moreover, on the private 

sector side, we observe once again the lack of structural change in production as 

indicated in Figure 3.6.    
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Figure 3.6 Sectoral Composition of Manufacturing  
Value Added in Private Enterprises 
Source: Table A.7 in Appendix A 
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3.3.4 Sectoral Composition of Employment 
 

Before summarizing the developments in manufacturing employment under ELR, 

it is important to mention some stylized facts on the employment structure in Turkey.  A 

large proportion of the population still lives in the rural areas and work in agriculture.  

Thus, the unpaid family workers constitute the majority of employment.  For instance, in 

1993 about 61-64 % of total employment in agriculture are unpaid family workers 

(Bulutay, 1995).  It has been argued by many researchers that the job-creating capacity of 

the industries and job opportunities in urban areas are limited.  In this the impact of 

substantial movements of internal and external migration after 1950, was also very 

significant.  Given the nature of the investment structure, the inability to create new jobs 

perhaps deserves more attention than destruction of existing jobs.  As the capacity of 

industry to create new jobs is quite limited to absorb this surplus labor, the scarce 

employment opportunities in the industry have made the state and public enterprises the 

employers of last resort, with the result that there is considerable disguised 

unemployment in these enterprises.  However, with the onset of privatization, this role of 

the state has also become an infeasible solution to high unemployment, which is still one 

of the serious weaknesses of the Turkish economy.  The unemployment rate for young 

people (15-24 age group) is particularly very high; three times as high as the rate for all 

ages (Bulutay, 1995).  The labor market in Turkey is also usually described as segmented 

in several ways and labor is heterogeneous with large wage differentials.  In sum, one can 

argue that all these features of the employment structure in Turkey provide ample 
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evidence on the inadequacy of conventional arguments to explain the existence of such 

an employment structure and at the same time that wages are declining. 

Coming back to manufacturing employment, we observe that the share of 

manufacturing employment in the total labor force increased from around 12 percent in 

1980 to 17 percent in 2000.  The value added share in GDP increased again from around 

17 percent to 20 percent.   

Along with drastic declines in public sector’s value added in manufacturing (its 

share in the total declines from around 45 percent to 20 percent from 1980 to 2000), 

indicators about employment show that there have also been substantial job losses in the 

public sector with the privatization of SEEs.  Until 1970, the public sector share in 

manufacturing employment was ranging around 60 to 50 percent, except for a couple of 

years in late 1960s.  This also supports the fact that SEEs were not only supporting the 

private sector by playing the role as low-cost producers of intermediate goods but also 

were a major source of employment for the public.  However, by the end of 1990s we 

observe that the capacity of this source declines to as low as 10 percent (of total 

manufacturing employment) in 2000.   

 It is often argued that an ELR in a semi-industrialized country would boost 

employment in the manufacturing sector these countries export mostly labor-intensive 

goods.  Consequently a rise in exports would raise the rate of growth of employment.  

Against this proposition, the growth of employment in Turkey under the new regime has 

been much lower compared to the ISI period, i.e. the annual average growth rate of the 

number of employees in establishments with 10 or more workers between 1980 and 2000  
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Figure 3.7 Public and Private Sector Shares in  
Total Manufacturing Employment (%)  

Source: Table A.8 in Appendix A 
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Figure 3.8 Employment (Number of Workers) (Thousands)  
Source: Table A.9 in Appendix A 
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(almost 6 percent) was half of the average figure between 1960 and 1979 (12 percent).     

To summarize, this chapter analyzed the evolution of the structure of the 

manufacturing sector, paying special attention to developments in investment and the 

employment structure.  Subsequent to the introduction of ELR, the Turkish 

manufacturing sector underwent changes, which contradicted the optimistic expectations, 

which had justified the introduction of the regime shift.  These changes were similar to 

those that have been observed in many Latin American countries.  As in Latin America, 

even after liberalization and the opening up of markets, investment did not necessarily 

rise; a phenomenon that can be described as profits without investment.  The experience 

of the Turkish manufacturing sector demonstrates how the interaction of the forces of 

accumulation and distribution with a program of economic liberalization can induce 

perverse impacts on certain sectors and certain groups in a society. 



 

 

 

CHAPTER 4  
 
 
 

PROFIT RATE TRENDS IN TURKISH MANUFACTURING  
 

AT THE SUBSECTORAL LEVEL 
 
 
 

4.1 Introduction 
 

 The purpose of this chapter is to analyze the structure of profit rates in Turkish 

manufacturing at the subsectoral level. Since the profit rate is an indicator of the rate of 

accumulation, the study of the structure of profit rate trends is crucial for the purpose of 

understanding the process of economic growth. Furthermore, the analysis of profit rate 

trends in Turkish manufacturing is also important for understanding the impact of the 

major economic restructuring that the Turkish economy has been undergoing over the last 

twenty-five years, during which the manufacturing sector was specifically targeted as 

mentioned in the previous chapter.   

 Most of the earlier studies measuring profitability in Turkish manufacturing 

focused on markups or profit margins rather than on profit rates22. To the best of our 

knowledge, there is only one study on the pattern of profit rates and this one is at the 

aggregate level (Eres, 2005). The biggest obstacle in calculations of the profit rate at the 

                                                 
22 See Cagatay (1986), Boratav (1990), Ozmucur (1997) and Yeldan (2001), among others. 
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disaggregated level is the availability of capital stock data23. We present a method to 

overcome this problem in calculating profit rates at the two-digit level of ISIC (Rev.2).    

The theoretical framework of the analysis is based on Marxian and post-

Keynesian approaches to income distribution and the distribution of power between 

classes.  The structure of this chapter is as follows.  The next section explains the 

methods used to generate the capital stock series for each subsector and to calculate profit 

rates.  In the third section, we present the long-term trends in profit rates.  The fourth part 

summarizes the findings on the decomposition of the profit rate among its major 

components and presents the various sources of changes in the profit rate.  In linking our 

results to major policy changes in the domestic and international economic environment, 

as summarized in the third chapter, we employ Weisskopf’s (1992) decomposition 

method to identify the relative impact of different factors in determining changes in the 

profit rate over the period.  In the last part, we present a summary of the major findings of 

this chapter.  

 

 

4.2 Calculation of the Capital Stock Series and  

the Profit Rates for Each Subsector 

 

 The most up-to-date capital stock data series available for the Turkish 

manufacturing industry is provided by Saygili et al. (2002)24 for the years between 1972 

and 2000. 

                                                 
23 Subsectoral capital stock data is required in order to calculate profit rates at a disaggregated level.  In 
Turkish manufacturing this series is only available at the aggregate level.  
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However, these series are only available for the manufacturing industry at the aggregate 

level for both the public and private sectors. In order to generate the public and private 

sector capital stock series separately, we implemented the OECD’s ‘perpetual inventory 

method’ (OECD, 2001). The capital stock for each year was calculated as the sum of 

investments on different fixed assets, after making corrections based on the survival 

coefficient of the corresponding asset.  The survival coefficient is obtained by using the 

average service lives of different assets and the rate of scrapping (Saygili, Cihan, & 

Yurtoglu, 2002).  The method can be formulated as: 

 

 ∑= tt
gIK *                (4.1) 

 

where : 

 
 K : Gross capital stock at the end of the period 

                                                                                                                                                 
24 There are two other studies that provide capital stock data in Turkey.  Maraslioglu and Tiktik (1991) 
presents gross capital stock for the period between 1968 and 1988.   The method of calculation used in this 
study is as follows: gross capital stock series is obtained by adding net fixed investment for each year to the 
previous year’s depreciated capital stock starting from the base year.  There are two shortcomings of the 
data series formed by Maraslioglu and Tiktik (1991).  The study uses different assumptions on the maturity 
period for capital goods and for annual depreciation rates than those are used for OECD countries.  
Moreover there was a need to update the investment data series they utilized.  The other series is formed at 
the subsectoral level but using a different method.  Ebiri et al. (1977) provides capital stock figures for 
manufacturing sector between the years from 1965 to 1975.  One way to calculate the figures for our period 
of analysis was to add following new investments adjusted by depreciation.  However, it was not possible 
to find consistency among Ebiri et al (1977) and Saygili et al (2002) for the years commonly covered by 
both from 1973 to 1975.  Main reason for this is because they use different approaches to calculate.   
Saygili et al (2002) formed the series according to OECD method whereas Ebiri et al (1977) uses the 
following method: 
 Kt = Ko (1-at) + I1 (1-a (t-1)) + I2 (1-a (t-2)) +….+ It-1 (1-a) + It 

 Capital stock at time t (Kt) is formed as a summation of all periods’ new investment (It) adjusted 
by depreciation rate (determined as fixed 6.6 % for machinery and dwellings 3%) followed by the 
correction according to the survival period of the capital goods (Ebiri, Bozkurt, & Çulfaz, 1977).  Given the 
fact that different methods as well as different deflators for investment are used by the two studies because 
of our period of analysis covers the period 1970 to 2000, we preferred using the series constructed by 
Saygili et al (2002) for consistency reasons.   
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 I: Real fixed capital investment during each period 
 g: Survival coefficient, 10 ≤≤ g  

 t: time 

 One of the assumptions used in the OECD method corresponds to the depreciation 

structure of the capital asset.  The assumed depreciation structure is a lagged one.  This 

means that every new investment starts to depreciate after a period of time, i.e. it is 

assumed that only after five years does the value of the asset decline linearly, assuming 

that the depreciation rate is constant in every period following from the sixth year until 

the end of the life time of the capital asset.  If it is known that a capital asset is totally 

depleted at the end of, let’s say, the nth period, then the depreciation rate a and the 

depreciation in period x is: 

    

 na /1=                   (4.2) 

 

 xaD *=                  (4.3) 

 

This can be also expressed as a survival function of the capital asset in this form: 

 

 xaY *1−=                 (4.4) 

 

Then Y stands for the portion of the asset that is still alive and should be counted within 

capital stock.  If we know the average serving lifetime (aveg) of an asset, we can 

calculate n by multiplying it by 2 and hence survival coefficient can be calculated as: 
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 ))2/1((*))*2/(1(1())2/1((1( +−=+−= xavegxag         (4.5) 

 

If the number of lagged periods is s, the period when at the end of which the value of the 

capital asset starts declining, then the life-time period of the asset can be shown as 

n = m+s  and the net capital stock can be defined as: 

 

 ∑∑ −−

+−+−= )))2/1((1(
smtt

ImaiIK           (4.6) 

 

 By using the perpetual inventory method we calculated public and private sector 

capital stock series using the fixed investment data provided by SPO.  We took the 

average maturity period as 26 years which is taken as given for the manufacturing sector 

in Turkey (Saygili et al., 2002).  We also assumed this is true both for the public and 

private sectors.  Starting with the year 1948, we assumed that new assets depreciate also 

with a lag (after 5 years), which we applied for both the public and private sectors25.  We 

checked the consistency of the method by reproducing the capital stock series from 

Saygili et. al. (2002).  Figure 4.1 shows the total capital stock reported together with the 

series we reproduced for consistency check. Other than the years from 1998 to 2000, with 

                                                 
25 We had to make two assumptions in order to solve data problem.  First, even though we have the real 
investment data series that goes back until 1948 we do not have those reported separately for public and 
private manufacturing sectors.  SPO provides them only starting from the year 1968.  Thus for the real 
investment data series we allocated the total investment using the ratio of public and private investment in 
the dataset used by Ebiri et al. (1977) to obtain the data for the public and private manufacturing sector for 
the years starting from 1951 to 1967. Thus our first assumption is that the share of public/private sector 
investment in total investment is equal to the shares obtained from manufacturing surveys covering large 
establishments i.e. the dataset used by Ebiri et. al. (1977).  Secondly, given the fact the Ebiri et al. study 
provides the figures only back to 1951 for the years between 1948 and 1950 we made the assumption that 
the share of public investment in total investment (about 80 percent) was the same as for the year 1951 and 
allocated the total investment accordingly for the years back until 1948.    
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the method we applied we reproduced the data series provided by Saygili et. al. (2002) 

without any slight errors.  Only for the last three years are our figures slightly higher, by 

a 0.006 percent error (Figure 4.1). 

 Next we explain the method we used to disaggregate the total capital stock into 

the subsectoral level series.  If we had the fixed investment data for each subsector, we 

could calculate the capital stock series as explained above.  Assuming that each 

subsector’s capital stock is proportional to the depreciation in each period, we can 

calculate the share of each sector in total capital stock by using the share of depreciation 

in the total depreciation data that is available from the input-output tables.  For this, we 

calculated the shares of our subsectors’ depreciation in total depreciation for the years 
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Figure 4.1. Capital Stock 
Source: Table C.1a in Appendix C. 
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when input-output tables are available 26.  Employing linear interpolation we then 

completed the series for the missing years. Using these figures as the shares of each 

sector’s capital stock in total manufacturing capital stock, we disaggregated the total 

capital stock among subsectors. We then calculated the profit rate for total, private and 

public manufacturing at the aggregate level as well as at the subsectoral level.   Here is 

the formula we used for interpolation:  
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dd
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t
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t

−
+=

+
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              (4.7) 

 

where: di

t stands for the share of subsector i in total manufacturing consumption of fixed 

capital at time t and we calculated this for all subsectors for the years 1973, 1979, 1985, 

1990, 1996 and 1998.  Then for the years in between we used the formula above and 

filled in the figures for all years between.  For the years 1999 and 2000 we assume the 

shares of all the subsectors remained the same as in year 1998.  Also for years between 

1970 and 1973 we made a similar assumption keeping the shares as the same as in the 

year 1973.  Then for each subsector gross capital stock at time t we multiplied these 

shares by the total manufacturing capital stock: 

 

   
                                                 
26 The statistical data used in input-output tables are collected through sampling surveys and censuses.  
These tables are usually compiled at the beginning of the Five-year-Development Plans.  Depreciation 
(consumption of fixed capital) refers to the wear and tear of the machinery equipment, transport vehicles, 
buildings, and other construction and office equipment during the production process.  The data on these 
expenses at the sectoral level were collected through several sectoral surveys and censuses by SIS.  We 
used data covered in 1979, 1985, 1990, 1996 and 1998 that were available corresponding to our period of 
analysis.  The industry categorization of input-output tables for years 1979,1985 and 1990 (39 
manufacturing subsectors (3-digit)) are not the same as those for years 1996 and 1998 (56 manufacturing 
subsectors).  To harmonize them we used the 2-digit disaggregated ISIC categorization.    
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t

i

t

i

t
KdK ×=                   (4.8) 

 

where Ki 

t is gross capital stock of subsector i and Kt is total sector capital stock (Table 

C.2 in Appendix C). 

 Next we calculated the profit rate for each subsector.  The profit rate is defined as 

the ratio of net profit before tax to net capital stock.  The method used to calculate net 

capital stock is explained above.  Net profit is defined as the portion of value added that 

goes to the capital owners after wages and depreciation cost are subtracted.    

 

    r
i
 t =  (P

i
 t / K

i
 t )               (4.9) 

 

  P
i
t = Net Profit

i
 t = VA

i
 t - W

i
 t  - CFC

i
             (4.10) 

 

where:   

 
  r: the profit rate 
  P: net profit before tax 
  K: net capital stock 
  VA: value added 
  W: wage payments 
  CFC: consumption of fixed capital  
  i: subsector 
  t: time (year) 
  

 The data descriptions and the sources are summarized in Appendix B, which also 

explains the adjustment methods we applied to the available data to ensure consistency 

among different data sources.   
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4.3 Long-term Trends in the Profit Rates 

 

 Figure 4.2 presents the long-term trends of profit rates both in the manufacturing 

industry as a whole and in the private manufacturing sector.  The dotted lines mark the 

significant turning points in the Turkish economy.  1980 is when the SSAP is launched.  

1973 marks the oil crisis all over the world.  1989 is the year when the regime shifted to a 

fully liberalized one with the financial liberalization as the last step of the whole new 

restructuring.  1994 is a crisis year and 2000 marks the year when another crisis showed 

its first signals towards the end of the year despite a high economic growth interest rates 

skyrocketed to over 1000 percent in December, 2000.   
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Figure 4.2. Manufacturing Sector Profit Rate at Aggregate Level, 1970-2000 
Source: Table C.3 in Appendix C. 
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Figure 4.3 Profit Rate at Subsectoral Level, 1970-2000 
    Source: Table C.4 in Appendix C 
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 Figure 4.3 exhibits the same trends for each subsector studied.  Our analysis 

covers five of the nine subsectors at two-digit ISIC (Rev.2) categorization.  We excluded 

the sectors that have a very small share in total manufacturing sector value added, and 

employment.  The selected sectors account for around 81 percent of the total 

manufacturing value added and around 80 percent of total manufacturing employment 

over the period (See Appendix B for detailed explanations).  The following observations 

can be made from these figures: 

 

1. As depicted in Figure 4.2, the total manufacturing profit rate shows a sluggish 

decline from 1970 to 1978  (1972 marks the peak year in the 1970s depicted by 

the grey solid line, see Figure 4.2).  The lowest level corresponds to 1978.  This is 

followed by a rising trend until the year 1996.  Over this rising trend we observe a 

five-year period between 1987 and 1991 when the profit rate first follows a 

stagnant path then declines back to its level before 1987.  1996 marks the year 

when the highest peak is reached over the whole period of analysis.  After 1996, 

there is a declining trend until the end of the period, which is also obviously more 

rapid compared to the previous decline.  

2. The private sector profit rate shows a similar trend to that of the total 

manufacturing sector after 1980, which is the start of the new restructuring in the 

Turkish economy.  1980 marks the transition from ISI to export-oriented 

industrialization.  Before 1980, in contrast to the trend of the profit rate in total 

manufacturing, the private sector’s profit rate exhibits an increasing trend (see 

Figure 4.2).   
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3. What is striking is that after 1988, both in the private sector and the whole 

manufacturing sector, profit trends demonstrate a more volatile pattern.  Volatility 

is observed until the end of the period, i.e. year 2000.  1988-2000 corresponds to a 

particular phase of the new restructuring regime in the Turkish economy, i.e. with 

financial liberalization, full liberalization was completed and the economy entered 

a new phase.    

4. Figure 4.3 demonstrates the importance of an analysis at the disaggregated level.  

There are huge variations in the trends among different subsectors, which cannot 

be observed by an analysis only at aggregate level.  

5. Except for the food manufacturing (31) and chemical products manufacturing (35) 

sectors, the private sectors’ profit rate in all other sectors is higher than the total 

sector profit rate.   

6. In the food-manufacturing industry, even though we observe a declining trend 

from 1970 to 1979 in the profit rate trend of total manufacturing sector, the 

private sector profit rate steadily increases until the year 1996.  After 1996, there 

is a decline in the trend and an increase in the volatility of profit rates in both the 

total and the private food-manufacturing sector.  

7. In the textile industry, we observe that the private sector profit rate follows a very 

similar trend to the total sector trend.  This is an expected result, given very low 

levels of the public sector share in textile manufacturing.  It shows almost a 

fourfold rise from its level in 1980 to 1990 when it reached its peak. A rapid 

decline follows, more rapid than its rising trend, declining to its level of the late 

1970s, so whatever was gained in the 1980s was lost. This corresponds to the 
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period when the State’s accommodating role through subsidies in various forms 

diminishes. The state’s support ended with the elimination of export tax rebates to 

compensate for indirect taxes and export credits; at the same time external 

competition in textile exports was rising when many other developing countries 

became exporters of the same products.  

8. Chemical products manufacturing shows huge variations between the private and 

total sectors’ profit rate trends.  While the private sector’s profit rates increase 

until 1982, the sector as a whole faces a decline over the first half of 1970s, which 

signals the impact of oil crises in 1973 all over the world.  Then following a 

decline again between 1982 and 1985, the highest peak in profit rates is reached 

in 1985.  From then onwards we observe a stagnant trend until 1993.  A highly 

volatile trend follows after the 1994 crisis until the end of the period of analysis.  

9. In the glass and pottery industry, as the figure suggests, there is a slow but steady 

increasing trend from 1973 to 1988 (availability of data limits us to start from 

1973 rather than 1970).  1988 is the highest maximum profit rate reached over the 

whole period.  Then follows a stagnant period for both private sector profit rate 

and the profit rate of the sector as a whole. 

10. Machinery and equipment manufacturing sector exhibits a rising trend until 1997 

though the growth rate is smaller in the post-1988 compared to the pre-1988 

period.  

11. Interestingly enough, the only subsector that shows a decline in the year 1994, 

which is a crisis year, is the machinery and equipment subsector, contrary to its 

overall rising trend.  The 1994 profit rate is lower than the previous year’s also in 
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textiles manufacturing sector but after 1988, the trends have already switched to a 

declining phase.  Thus, it is not against the general trend of the sectors’ profit rate. 

12. When comparing the trends in the ISI period with the export-oriented regime, we 

observe that the rising trend of profit rates are more rapid (except in the 

manufacturing of chemical products) in the latter period.  However, this is only 

true for the period until the end of 1980s.  Over the fully liberalized period 

(except in the manufacturing of food products and machinery and equipment 

manufacturing sector), we either observe drastic declines or a stagnant pattern in 

profit rate trends.           

     

 

4.4 The Role of Distributional Conflict – Decomposition 

of Capital and Labor Shares 

 

Following our findings on the profit rate trends, it is possible to say that 

manufacturing sector profit rates in 1980s were not only supported by the changes in the 

‘environmental’ factors as a result of policies summarized in the previous chapter, but 

also through changes in conflict-based factors through the suppression of real wages 

consistent with labor market deregulation.  As mentioned before, the 1980s started with a 

military regime that outlawed protected worker rights such as joining unions, and the 

rights to associate and bargain.  Major distributional conflicts that are endemic in a 

capitalist economy occur between private capitalists and wage earners.  Given this fact, 
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we consider only the private manufacturing sector in the following analysis but include 

observations on public sector when necessary for a comparative analysis.   

 

 

4.4.1 Simple Decomposition of Profit Rates and Wage Shares 

 

The profit rate can be decomposed into two basic components, which are the 

share of profit in income and the capital-output ratio as: 
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The share of profits in income (π ) representing the pattern of income distribution 

is important in the explanation of profit rate change.  Equation 4.12 points to the fact that 

given a change in profit share of income an increase in the capital-output ratio ( YK / ) 

leads to a fall in the profit rate.  A further decomposition of the capital-output ratio 

indicates whether the change in capital-output ratio is because of a change in real capital-
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output ratio ( yk / ) or because of a change in the relative price of output to the price of 

capital ( ky PP / ).    

 














×








≡














≡









kyy

k

PPy

k

yP

kP

Y

K

/

1

       (4.13) 

 

then: 

 

)/()/()/( ky PPykYK ggg −=          (4.14) 

 

Equation 4.14 demonstrates that a decline in the capital-output ratio ( YK / )  can 

occur if the price of output rises less than price of capital ( ky PP / ) when the real capital-

output ratio ( yk / ) is given.  In the following we present the empirical evidence on the 

simple decomposition of profit rate outlined above.  

Changing the balance of power between labor and capital can be expressed as a 

change in the profit share.   The Marxian reserve army of labor hypothesis or the 

changing power of trade union militancy might explain this.  Note that a rising profit 

share is not necessarily attributable to reduced labor strength but might be a result of a 

larger markup.  One can also write the profit share of income as one minus the wage 

share.  A decomposition of the wage share could provide further information on the 

changes in distributional conditions. 
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then: 
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Equation 4.16 points to the possibility of a decline in wage share (W/Y) of income 

with a rising real wage-productivity gap (v/(y/L)) given the relative price of wage goods 

to general output price (Pw/Py).  On the other side one can also say that if the real wage-

productivity gap is stable then relative price effects become significant in changing the 

wage share of income.  A further decomposition of the real wage productivity gap into 

two basic components as real wage and real productivity is more important since it 

delineates more clearly the changes in distributional conditions (see equation 4.17).  

 

)/())//(( LyvLyv ggg −=           (4.17) 

 

Dividing the whole period into three sub-periods with regard to the changes in the 

economic regime summarized in the previous chapter, we calculated the average growth 

of each component for each sub-period.  Since in the mid 1970s the ISI strategy 

exhausted itself, we name the first sub-period the ISI-last phase.  The 1980s are 

associated with the new restructuring period during which the state’s accommodating 

policies were applied, along with export-led strategies supporting particularly the export 
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sectors (SA-NR phase I).  The last sub-period is called the second phase of new 

restructuring when both the content and the extent of the state’s support to export sectors 

were changed and starting in the first years of 1990s the state’s accommodating policies 

were dismantled (NR-phase II). Table 4.1 presents the figures for the total manufacturing 

sector.  The rate of increase in the profit rate declines from first to second phase basically 

because both of the two components’ rising rate decline.   

      

 
 

Table 4.1 

Simple Decomposition of Changes in the Rate of Profit  

 
Growth Rates (Phase Averages) (%) 

  

 
ISI (Last Phase) 

 
SA-NR Phase I 

 
NR Phase II 

 
 
Total Private Manufacturing Sector    

 r
g  9.8 6.4 1.1 

 π
g  11.3 -0.9 -0.8 

 )/( YK
g  1.5 -7.3 -1.9 

 )/( ykg  1.5 -3.3 -2.5 

 )/( ky PP
g  -0.1 -4.0 0.6 

     
      Source: Table C.5 in Appendix C. 
      Note: Average growth rate for each variable in each phase is calculated as (ln(t1)-

ln(t2))/(t1-t2))*100% where t1 and t2 corresponds to the beginning and the 
ending year of the corresponding phase respectively.   
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Figure 4.4 Relative Prices of Capital Goods and Output, 1970-2000 
    Source: Table C.5 in Appendix C. 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 4.5 Profit Rate and Profit Shares, 1970-2000 
Source: Table C.5 in Appendix C. 
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The growing profit rate during SA-NR phase 1, comes as a result of a sharp 

decline in the capital-output ratio both because of decline in real terms but also because 

of faster rising capital good prices compared to output prices, which is not surprising 

given the constant devaluations during the period and the fact that investment goods were 

predominantly imported goods (see Figure 4.4 above).    

Over the second and third phase in contrast with the first, we observe a rising, 

profit rate, even though the trend of the profit share of income shows a constant or 

slightly declining trend (see Figure 4.5).  This again confirms our view that the rising 

capital-output ratio plays a significant role in the change in profit rate during the period.  

If the potential output capital ratio is taken as given over time, the rising capital-output 

ratio is the outcome of rising capacity utilization, which is supported by the fact that the 

manufacturing sector had reached its full capacity utilization by the mid 1980s (Table D.1 

in Appendix D).  

The decomposition of the wage share of income based on equations 4.15 - 4.17 

demonstrates that the movements in the wage share is explained significantly by the 

trends in the real wage productivity gap (see Table 4.2).  Over the second and third 

phases we observe substantial rises in the gap.  In other words, the real wage growth falls 

way behind productivity growth.  In fact real wage declines over these two periods.   

Another reason why we observe substantially high decline in the wage share in the 

second phase is the fact that despite very high growths in productivity real wages show 

again a negative growth rate though very close to zero particularly because in the last 

years of the 1980s there were increases in real wages due to political reasons, but still, as 

we observe, the phase average falls below than zero. 
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Table 4.2 

Simple Decomposition of Wage Share 

 
Growth Rates (Phase Averages) (%) 

  

 
ISI (last phase) 

 
SA-NR Phase I 

 
NR Phase II 

 

Total Private Manufacturing Sector   
 

)/( YW
g  -0.1 -4.0                  -0.1  

 
))//(( Lyvg   -1.2 -7.2 -6.5 

 
)/(

yw
PP

g  1.1 3.2 6.4 

 
)/( Lyg  3.8 6.8 4.1 

 v
g  2.6 -0.4 -2.4 

        Source: Table C.5 in Appendix C 
        Note: See the note for Table 4.1.   
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The negative growth rates in real wages, a rising price of wage goods, which rose 

faster in comparison to output prices, has increased its impacts on the movements of the 

wage share.  All these effects are more severe in the last phase.  The gap between real 

wages and productivity gets larger even though the rate of labor productivity growth is 

lower compared to the second phase but only because there has also been a sharp decline 

in the real wage growth.  Thus, the wage share is worsened throughout the whole period 

of analysis both with the relative price effects as can be observed and with the rising gap 

between the wage share and the real wage-productivity gap (see Figure 4.6).  The wage 

good price rises much higher than the general output prices, as the cost of living Index 

skyrocketed in 1990s (see Figure 4.7). 
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Figure 4.6 Wage Share of Income, 1970-2000 
Source: Table C.5 in Appendix C 
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Figure 4.7. Relative Price of Wage Goods and Output (Pw/Py)  
Source: Table C.5 in Appendix C. 
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Next, we present the simple decomposition of the profit rate changes for each 

subsector.  Similar to the findings for the total manufacturing sector, the results at the 

subsectoral level confirms the fact that the most important component of the profit rate 

changes during the ISI-last phase come from the changes in the profit share of income 

whereas in the following two phases movements of capital-output ratios play the 

determining role.  Despite this commonality, Table 4.3 demonstrates that there are major 

variations both in terms of levels but also in the direction of the profit rate changes 

among different subsectors, going from the first phase towards the following phases. For 

instance while we observe increases in the average growth of profit rate as we move 

along all three phases, in machinery and glass and pottery we observe sharp declines.    

The trends in the manufacturing of textiles and manufacturing of chemical 

products manifest opposite patterns.  The profit rate of chemical products manufacturing 

declines over the second phase then rises to positive growth figures in the third period.  

On the other hand, the textile products profit rate climbs up to a level (13.4 percent) more 

than double that of the earlier periods’ average (6 percent).  Then in the last phase we see 

that it declines enormously.  The reasons behind this difference can be found in the 

different trends in the profit share of income but also more so in the differences between 

movements in the capital-output ratios (Figure 4.8).  The manufacturing of textile 

products sector stands out among all the sectors with a rising profit share in SA-NR phase 

I.  It is also possible to see within the context of the declines in output-capital ratio at 

such high rates, that output in this sector shows a rising trend leaving significantly behind 

the sector’s capital stock increase.  During the second phase only the manufacturing of 

chemical products industry demonstrates a rising capital-output ratio (Table 4.3). 
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Table 4.3 

Simple Decomposition of Profit Rate Changes (Subsectors) 

Growth Rates (Phase Averages) (%) 

  

 
ISI (last phase) 

 
SA-NR Phase I 

 
NR Phase II 

 
Manufacturing of Food Products   

 r
g  1.8 2.9 4.9 

 π
g  6.5 -1.4 -0.3 

 )/( YK
g  4.6 -4.3 -5.3 

 )/( ykg  3.8 -1.5 -5.9 
Manufacturing of Textile Products   

 r
g  6.0 13.4 -6.8 

 π
g  11.6 0.8 -2.1 

 )/( YK
g  5.7 -12.6 4.6 

 )/( ykg  4.8 -9.8 4.0 
Manufacturing of Chemical Products, Rubber and Plastics  

 r
g  12.7 -3.4 4.6 

 π
g  11.1 -2.7 0.3 

 )/( YK
g  -1.6 0.7 -4.3 

 )/( ykg  -2.3 3.4 -4.5 
Manufacturing of Glass and Pottery   

 r
g  6.4 3.9 1.3 

 π
g  12.9 -1.5 -0.6 

 )/( YK
g  6.6 -5.4 -1.9 

 )/( ykg  6.8 -2.6 -2.5 
Manufacturing of Machinery and Equipment 

 r
g  11.1 7.3 1.7 

 π
g  14.5 -0.4 -0.9 

 )/( YK
g  3.4 -7.7 -2.6 

 )/( ykg  2.6 -5.0 -3.2 
         Source: Tables C.6 –C.10 in Appendix C. 
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Over the third phase, the figures point to continuing declining trends in the 

capital-output ratio in all subsectors except in textiles manufacturing.  The reason behind 

this is the rise in the investment in this sector starting with the early years of 1990s.  

Turkey was one of few countries during the years between 1995-1998, investing in the 

sector in the world (SPO, 2001).  One reason behind could be the high expectations on 

the profitability of the whole sector after the GATT trade agreements signed in 1996.  

Another could be the fact that capacity utilization had already reached its full level in the 

mid 1980s.    

Note that all these findings show that studies that investigate only profit shares 

may not uncover the underlying variations as we have found here.  It is pointed out that 

the differences in profit rate trends are due to differences in the growth of the real capital 

stock as documented in Table 4.3 (See also graphs in Figure 4.8). 

For instance looking at the profit shares of the manufacturing of textile products 

and manufacturing of machinery and equipment industry, we observe that they exhibit 

very similar patterns over time (Figure 4.9) despite the differences in profit rates (Figure 

4.10).
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Figure 4.8 Capital-Output Ratios, 1970-2000 
Source: Tables C.6-C.10 in Appendix C. 
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Figure 4.9 Profit Shares (Selected Subsectors), 1970-2000 
Source: Table C.7 and Table C.9 in Appendix C. 
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Figure 4.10 Profit Rates (Selected Subsectors), 1970-2000 
Source: Table C.7 and Table C.9 in Appendix C. 
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Wage share decomposition results for each subsector are summarized in Table 

4.4.  Over the first phase corresponding to the ISI period, except for the food 

manufacturing and manufacturing of glass and pottery we observe negative growth rates 

in other three sectors.  In textiles manufacturing and the manufacturing of food products, 

real wages decline even over the second phase when we observe positive growth rates in 

the other sectors.  Over the last phase, the wage share shows either lower declines or 

slight rise in like in textiles and machinery manufacturing subsectors. However, the 

underlying reason behind this observation is the rising relative price of wage goods 

versus output price level and the decline in productivity growth relative to the previous 

phase.      

Second, at no time does the growth rate of real wages catch up with the growth 

rate of labor productivity.  Rather, as we observe, real wage growth figures for all other 

subsectors over the three phases are either negative or lower than the productivity figures. 

As can be seen in Figure 4.11, the wage share shows a downward trend in each 

subsector.  The conclusion that wage earners have consistently lost ground throughout the 

whole period of analysis is very clear with these simple decomposition analyses.  

Furthermore it can be observed that they have not been able to restore the redistribution 

of income away from them.  

    



 

 

113

 

 

Table 4.4 

Simple Decomposition of Wage Share Changes (Subsectors) 

Growth Rates (Phase Averages ) (%)  

  

 
ISI (last phase) 

 
SA-NR Phase I 

 
NR Phase II 

 

Manufacturing of Food Products   
 

)/( YW
g  4.0 -4.7 -0.8 

 
))//(( Lyvg   2.9 -7.9 -7.2 

 
)/( Lyg  2.8 6.2 5.5 

 
v

g  5.6 -1.7 -1.7 

Manufacturing of Textile Products   
 

)/( YW
g  -1.4 -3.3 0.6 

 
))//(( Lyvg   -2.5 -6.5 -5.8 

 
)/( Lyg  4.6 5.1 3.0 

 
v

g  2.1 -1.4 -2.7 

Manufacturing of Chemical Products, Rubber and Plastics  
 

)/( YW
g  -1.9 -2.6 -1.3 

 
))//(( Lyvg   -3.0 -5.8 -7.7 

 
)/( Lyg  5.2 6.8 6.0 

 
v

g  2.2 0.9 -1.6 

Manufacturing of Glass and Pottery   
 

)/( YW
g  1.7 -2.7 -1.1 

 
))//(( Lyvg   -1.3 -5.9 -7.5 

 
)/( Lyg  2.5 7.7 3.6 

 
v

g  1.2 1.7 -3.9 

Manufacturing of Machinery and Equipment 

 )/( YW
g  -1.7 -4.6 0.6 

 ))//(( Lyvg   -2.9 -7.8 -5.9 

 )/( Lyg  4.4 7.9 4.1 

 v
g  1.6 0.1 -1.7 

         Source: Tables C.6 –C.10 in Appendix C. 
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Figure 4.11 Wage Shares, 1970-2000 
Source: Tables C.6 –C.10 in Appendix C. 
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4.4.2 Distribution Frontiers 

 

One powerful analytical tool for studying the nature of distributional conflict is 

the distribution frontier.   It provides a device for studying changes in the bargaining 

power of profit earners vis-à-vis wage earners.  There are alternative techniques to 

empirically derive wage-profit curves.  In comparison to other approaches, the 

framework introduced by Weisskopf (1992) provides the most relevant analytical tool for 

our purposes.   

 In his theoretical framework, Weisskopf associates the increase/decrease in profit 

rates (r) as representing the gain/loss in capital’s power vis-à-vis labor.  On the other side 

of the coin, whether the distribution changes in favor of laborers or not, cannot be 

understood only by looking at real wage level changes.  But rather, as argued by 

Weisskopf rises/declines in the growth of real wage rate (g) indicate the laborers’ 

success/failure in deriving benefits from their economic activity.  The reason behind this 

is because, while it is expected that real wages would rise over time with productivity, the 

change in real wages do not purely indicate the attainments favoring wages due to the rise 

in their bargaining power.  Thus, movements in the growth of the real wage seem more 

appropriate for studying the pattern of distributional conflict.   

 Based on the rationale explained above, in order to address the impact of 

distributional conflict on patterns of both the real wages and profit rates, we calculated 

the growth of real wages and obtained scatter plots of real wage growths and profit rates 
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as presented in Figure 4.12.  In order to reduce the effects of short-term fluctuations we 

have grouped the observations from 1970 to 2000 into 9 three –year averages.  This 

periodization also matches the phases of major economic changes at the macroeconomic 

level.  Figure 4.12 allows us to assess the relative success of labor vis-à-vis capital.  A 

move toward to the north represents a gain for capital and vice-versa, a move toward to 

east stands for a gain for labor.  Movements towards northeast and southwest direction 

represent simultaneous gains from an economic activity and the equal sharing of the 

burden.  
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Figure 4.12. Distribution Frontier, x-axis: real wage growth (g),  
y axis: profit rate ( r) 

Source: Table B.8 and C.3 
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The following observations can be drawn from Figure 4.12: 

1. From the first three-year period (1970-1973) to the second three-year period (1974-

1977), we observe that while profit earners gain (as r increases), they gain at the 

expense of laborers.  As depicted, g falls drastically going from the first to the 

second period.  This trend continues when we go towards the third three-year period 

(1978-1981).  This marks significant losses on the side of the wage earners vis-à-vis 

profit earners as the average annual real wage growth declines to –8 percent. 

2. Going to the fourth period (1982-1985), we observe a somewhat mutual gain on 

both sides.  However, one should keep in mind that within the first three three-year 

periods profit rate keeps rising whereas only in passing from the third to fourth do 

we see an increase in the annual growth rate of real wages.   

3. When the fifth three-year period (1986-1989) is compared with the fourth, we see 

again a mutual gain but the gain on the side of the profit rate is much higher 

compared to wage earners.   

4. From fifth to sixth, there is a little gain observed on the side of the wage earners 

while the profit rate keeps its earlier level.  

5. The seventh three-year period (1994-1996) brings about a rise in the profit rate 

whereas there is a drastic decline in the annual growth of real wages compared to 

the previous period. 

6. In the last period (1997-2000), there is a decline in profit rate level while the real 

wage growth rate recovers a bit but still staying in the negative quadrant.    
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 In addition to this aggregate level, distribution frontier analysis at the subsectoral 

level generates some interesting results.  Figure 4.13 depicts the plots of r and g for the 

five sectors over the period studied.  To begin with, if we look at the movements from the 

first three-year period to second, we observe that the extent of the decline in real wage 

growth (g) is highest in the textiles sector compared to others (due to data problems we 

cannot analyze first versus second period for machinery and glass and pottery 

manufacturing).  And the reverse is true for the gain in the profit rate.  Though the 

decline in g is highest, the change in r is lowest in the manufacturing of textile products.  

The rise in r is much higher in the food manufacturing and chemical products 

manufacturing sectors.  In addition, unlike in other industries, in the textile industry the 

declining portion of r starts with the fifth three-year period and the decline continues until 

the of end period.  In contrast, except for the manufacturing of chemical products, the 

decline of r is observed only in the last period after 1996.  

 Looking at the period after 1996, during the falling profit rate period, we observe 

that in textile manufacturing and glass and pottery manufacturing there are also declines 

in g.  In the food manufacturing and machinery and equipment industry, g increases when 

r decreases.  In general, if the movements look more horizontal or vertical as in textiles 

manufacturing sector, that indicates an unequal sharing of economic gains or losses from 

an economic activity.  More circular shapes like in the manufacturing of chemical 

products indicate a more equal division of gains/losses between profit earners and wage 

earners.     



 

 

119

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4.13. Distribution Frontier for Each Subsector, x-axis: real  
wage growth (g), y axis: profit rate (r ) 

Source: Table B.8 and C.3 
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4.4.3 Weisskopf Decomposition of Changes in the Profit Rates 

 

Weisskopf (1992) also provides another analytical indicator that can be used to 

compare two different distributional frontiers.  He provides an analysis of a shift from 

one to another by isolating the effects of distributional conflict from general economic 

environment effects.  In simple terms, the method introduces a hypothetical profit rate, 

which is obtained on the condition that distributional factors stay the same as in the 

original period.  Hence, besides the actual profit rates, one can calculate notional profit 

rates that would permit an analysis independent of changes in distributional factors.  One 

can also call this notional profit rate as the distribution-neutral profit rate.    

 The rationale behind this distribution-neutral profit rate can be explained as 

follows.  In looking at the distribution frontier analyses in the previous section, let’s take 

a specific period as our focus.  For instance, from the second point to third we see a 

movement toward the northwest in almost all subsectors (except machinery and 

equipment industry).  To understand the role of distributional factors in determining the 

profit rate, we ask what would be the level of the profit rate if g were staying at the same 

level as it was in the second three-year period.  This is how we get the notional profit 

rate, which indicates the rate that would be if the growth of the real wage were equal to 

its previous value.  In order to do this, one has to calculate the distribution frontier for 

every period.  Following Weisskopf, if we define the profit rate, as a function of g then it 

would enable us to do our analysis over time.  
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 It will be useful first to provide the formal presentation of the decomposition 

method Weisskopf (1992) provides for the general case.  To start with, take two 

consecutive time periods as t0 and t1 for which the actual observed points are (rt0, g0) and 

(rt1, gt1) corresponding to two different distribution frontiers DF0 and DF1 as shown in 

Figure 4.14.  Let’s assume for simplicity these distribution frontiers are linear.  Then 

movements along a distribution frontier can be characterized as conflictual changes while 

shifts in the position of the frontier curve indicate environmental changes.  To determine 

how much of the change in the profit rate is mainly due to environmental changes and 

how much due to conflictual change necessitates defining a conflict neutral point, such as 

(r*t1, g*t1) on the new distribution frontier.  This corresponds to a point where there 

would be no change in the distributional conditions as in the original period case.  The 

point that stands halfway between rt0 and r**t1 can be reasonably assigned to be this 

point.   

 

 

 

 

 

 

 

 

 

Figure 4.14 Distribution Frontier (Graphical Representation) 
Source: Weisskopf (1992) 
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 This way we can decompose the change in the profit rate due to environmental 

changes as the difference between the conflict neutral profit rate and earlier period’s 

profit rate.  The remaining change corresponds to a movement along the new frontier, 

which shows profit change due to conflictual changes.    

  In order to apply this method over time one needs to generate an equation for each 

frontier for each time period.  To begin with, since value added is distributed between 

wages and profits (net of depreciation, i.e. we subtract the consumption of fixed of capital 

from gross profits) and, if we define each term in real terms multiplied by their price 

level so that we can decompose the effects of changes in relative prices and changes in 

real variables, then we can obtain: 
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Dividing all sides by the amount of labor we get: 

 

 
tk

tkwy

t
lkP

lkdPvPlyP
r

)/(

)//( −−

=                                                                     (4.12) 

 

Using Weisskopf’s notation, the growth of real wage rate is defined as: 
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where vt stands for current real wage rate and vt-1 represents previous period’s real wage 

rate.  It is then possible to define the actual profit rate as a function of g, which presents 

the equation for distribution frontier as: 
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where: 

 

 Py: output price (wholesale price index in our calculations) 
 Pk : price of capital stock (investment deflator is used instead) 

y: real output (real value-added) 
 k: real capital stock  

Pw: price of wage goods (cost of living index for wage earners) 
 l: amount of labor (number of production employees) 
 d: depreciation rate 
  

 The first term in the above equation represents the relative output capital price 

multiplied by the ratio of real output to real capital stock; the second term then is: 
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Plugging the original value of gt-1 into the equation of actual profit rate rt we obtain rt** 

and then we can define conflict neutral value of r, denoted as rt* (the hypothetical profit 

rate), as the point halfway between the actual original rt-1 and rt**: 
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The profit rate change terms are thus defined as: 

 -total change in r: 
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 -change in r resulting from overall structural changes:  
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 -change in r due to conflictual changes  
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 Using the method described above, we decomposed the changes in profit rate in 

total private manufacturing sector and in each subsector from 1970 to 2000.   The results 

for the manufacturing sector as a whole can be seen in Figure 4.15.   The solid horizontal 

line shows the profit rate level in the original period; in our case it is the profit rate for the 

year 1970, the starting year for the period of analysis.  The line with squares stands for 

the actual profit rate for each year r.  The line with triangles represents the notional profit 
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rates calculated taking the g in year 1970 to calculate r*.  So the vertical difference 

between the two at any point in time gives the extent of the change in profit rate due to 

conflictual changes over the period.  The vertical distance between original year’s profit 

rate and the notional or in other words the distribution-neutral rt* give the extent of the 

change in profit rate due to environmental changes in the words of Weisskopf.  The 

lengths of the black bars dropping between the notional profit line and actual reflect the 

changes in the distributional conflict between profit earners and wage earners over time.  

As Figure 4.15 suggests, first there is a rising trend in the extent of conflictual changes.  

This is more evident particularly after mid 1974.  During the three-year period from 1989 

to 1991, there is a slight decline.  These were the years, which some have named as the 

populist period that saw rising wages not only because the earlier regime of wage 

suppression was impossible to sustain but also because of a coming election.  Afterwards, 

the extent of conflict goes back to its rising trend again. 

 Following the year 1988, we observe a stagnant pattern in the long-term trend of 

the distribution neutral profit rate, reflecting the fact that if the distributional conditions 

were not changed, there would almost be no change at all in the profit rate.  In other 

words, whatever gain is obtained over the notional neutral rate is gained at the expense of 

laborers.     

   In order to see how this picture of the private manufacturing sector compares 

with the nature of distributional conflict within the public sector, we also analyzed the 

actual and distribution neutral profit rate trends for the public sector.  Figure 4.16 shows 

the long-term trends for the public sector.    Only after 1994, which is the crisis year, do 

we observe that distributional conflict plays a role in determining the level of profit rates.  
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The share of wages declined drastically in the public sector after the 1994 probably 

because of the devastating effects of 1994 financial crisis on public sector budget.   

Before that, in the 1970s, the actual profit rate was following a declining path below the 

1970 level.  After 1980 until 1994, although its level was increasing, it lies below the 

distribution neutral notional profit rate, showing clearly the objective of public 

manufacturing sector as, one, of being a provider of cheap intermediate inputs for the 

export sectors and, two, as playing a major role in shifting the income distribution so that 

there have been some gains on the side of the laborers.    

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4.15 Decomposition of Profit Rate Changes  
(Private Manufacturing Sector), 1970-2000 

Source: Table C.11 in Appendix C. 
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Figure 4.16. Decomposition of Profit Rate Changes 
(Public Manufacturing Sector), 1970-2000 

Source: Table C.12 in Appendix C. 
 

 

0.00

0.10

0.20

0.30

0.40

0.50

0.60

0.70

0.80

0.90

1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000

r* r



 

 

128

 

The graphs in Figure 4.17 confirm once again the variation among different subsectors, 

reflecting how the role of distributional conflict in profit rate changes is different from 

one sector to another.  In order to be able to do an inter-industry comparison of the extent 

of dre and drc we put them in separate graphs as presented in Figures 4.18 and 4.19 

above.  To begin with dre’s long-term trend, Figure 4.18 shows that in food 

manufacturing industry there is an increasing pattern until the mid 1990s, then remains 

stable from then on.  In textile manufacturing probably due to state support through the 

export-led strategy, we observe an enormous increase until the end of 1980s.  Starting 

with 1990s, the trend is reversed.  The elimination of state subsidies along with more 

severe external competition conditions turned the environmental factors beneficial to 

profitability upside down.  dre’s trend in chemical products manufacturing is singled out 

as persistently increasing over the whole period.  In the case of glass and pottery 

manufacturing, we observe a rising trend until the mid 1980s, which is then followed by a 

stable path.  In manufacturing of machinery and equipment, the rising trend lasts until 

late 1990s, and then, except a drastic fall in 1998, it recovers the level of its trend in the 

last two years of the period of analysis. 

 The graphs in Figure 4.19 tell that in both the manufacturing of chemical products 

and manufacturing of glass and pottery the long-term trend of drc follows a stable pattern 

particularly starting from the beginning of 1980s.  Similarly, both exhibit cyclical 

declines particularly between the years 1989 and 1991 when there was growth in wages 

in general.  In manufacturing of machinery and equipment we observe a rising trend up 

until 1995.  This is also observed in food manufacturing.  After 1995, its trend shows a 

declining pattern in machinery and equipment.  However, in the food manufacturing 
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Figure 4.17 Decomposition of Profit Rate Changes,  
Private Manufacturing Subsectors, 1970-2000 

Source: Tables C.13-C.17 in Appendix C. 
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Figure 4.18 The extent of dre, 1970-2000 
Source: Tables C.13-C.17 in Appendix C. 
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Figure 4.19 The extent of drc, 1970-2000 

   Source: Tables C.13-C.17 in Appendix C. 
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industry it keeps its level until the end of the period though at a lower level compared to 

1995.                     

 In order to be able to compare the extent of the change in the profit rate due to 

distributional conflict with environmental changes, a reasonable approach is to find out 

which factor is dominant within a specific period of time.  And to see how this changes 

over time we can calculate the ratio of change in the profit rate due to distributional 

conflict to the overall change in profit rate and see how this ratio behaves over time.  

Table 4.5 presents the data points for selected years.  Except for a few years, in all 

subsectors, the change in the profit rate due to distributional conflict dominates the 

environmental one.  Manufacturing of textile products is unique as the only one with no 

years when distribution neutral factors dominate.  In all other sectors, there are a few 

years compared to the year 1970, when the profit rate increases due to some positive 

external factor, i.e. external to distributional conflict. 

 We observe another common pattern in all the subsectors when considering the 

extent of drc within dr over time.  In general, it shows an increasing pattern throughout 

the whole period of analysis except for the years 1989 and 1993, corresponding to the 

short-lived recovery period of wages.  All these results refer to the figures that 

correspond to the calculations done using 1970 as the base year.  In addition, 

decompositions by changing the base year also provide interesting results (see Table 4.6).  

Table 4.6 presents the composition of change in profit rates in all three-year sub-periods 

taking the beginning year in each sub-period as the base year.  Unlike other sectors, the 

manufacturing of textiles can be singled out as the one where drc in almost all subperiods 

operates as compensating factor for the negative effects of environmental changes.  
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Table 4.5 

Extent of the Each Component of Profit Rate  

Change Over time  (Selected Years in  

comparison to 1970) 

  

 

Years 

 

Period 

 

dr 

 

dre 

 

drc 

 

dre/dr 

 

drc/dr 

 

Manufacturing Food Products         

  1970-1973 1 -2.2 -1.2 -1 0.55 0.45 

  1970-1977 2 4.1 1.7 2.5 0.41 0.61 

  1970-1981 3 5.5 1.7 3.8 0.31 0.69 

  1970-1985 4 7.5 2.9 4.6 0.39 0.61 

  1970-1989 5 9.2 4.2 5 0.46 0.54 

  1970-1993 6 12.4 6.8 5.6 0.55 0.45 

  1970-1997 7 27.9 13.3 14.6 0.48 0.52 

  1970-2000 8 24.6 12.3 12.2 0.5 0.5 

Manufacturing of Textile Products         

  1970-1973 1 5.1 2.1 2.9 0.41 0.57 

  1970-1977 2 5.7 1.9 3.8 0.33 0.67 

  1970-1981 3 8 2 6 0.25 0.75 

  1970-1985 4 14.1 4 10.1 0.28 0.72 

  1970-1989 5 27.9 10.3 17.6 0.37 0.63 

  1970-1993 6 23.6 7.6 16 0.32 0.68 

  1970-1997 7 17.4 3.1 14.3 0.18 0.82 

  1970-2000 8 9.2 -1.5 10.6 -0.16 1.15 

Manufacturing of Chemical Products Rubber and Plastics   

  1970-1973 1 1.7 1.4 0.3 0.82 0.18 

  1970-1977 2 5.1 3.2 1.9 0.63 0.37 

  1970-1981 3 15.8 6.6 9.3 0.42 0.59 

  1970-1985 4 23.1 9.9 13.2 0.43 0.57 

  1970-1989 5 22.9 10.5 12.4 0.46 0.54 

  1970-1993 6 16.8 8.7 8.1 0.52 0.48 

  1970-1997 7 21.4 9.4 12.1 0.44 0.57 

  1970-2000 8 23.2 11.5 11.7 0.5 0.5 

Manufacturing of Glass and Pottery         

  1970-1973 1 --- --- --- --- --- 

  1970-1977 2 0.9 0.9 0 1 0 

  1970-1981 3 4.4 0.9 3.4 0.2 0.77 

  1970-1985 4 4.1 1 3.1 0.24 0.76 

  1970-1989 5 11.6 4.9 6.7 0.42 0.58 

  1970-1993 6 9.5 5.2 4.3 0.55 0.45 

  1970-1997 7 13.2 5.2 8 0.39 0.61 

  1970-2000 8 9.9 3.3 6.6 0.33 0.67 
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Table 4.5 (cont.) 

Extent of the Each Component of Profit Rate  

Change Over time (Selected Years in  

comparison to 1970) 

  

 

Years 

 

Period 

 

dr 

 

dre 

 

drc 

 

dre/dr 

 

drc/dr 

 

Manufacturing of Machinery and Equipment       

  1970-1973 1 --- --- --- --- --- 

  1970-1977 2 1.8 1.3 0.5 0.72 0.28 

  1970-1981 3 0.5 -1.2 1.7 -2.4 3.4 

  1970-1985 4 4 0.1 3.9 0.03 0.98 

  1970-1989 5 9.8 3.6 6.2 0.37 0.63 

  1970-1993 6 12.1 6.6 5.5 0.55 0.45 

  1970-1997 7 18 6.2 11.8 0.34 0.66 

  1970-2000 8 9.2 3.4 5.8 0.37 0.63 

   Source: Tables C.13-C.17 in Appendix C. 
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Table 4.6 

Extent of the Each Component of Profit Rate  

Change Overtime (in comparison to the 

 first year of each three-year period) 

 

 

Years 

 

Period 

 

r 

 

dre 

 

drc 

 

dre/dr 

 

drc/dr 

 

Manufacturing Food Products 

 1970-1973 1 -2.2 -1.2 -1 0.55 0.45 

 1970-1977 2 -1.6 -0.1 -1.5 0.06 0.94 

 1970-1981 3 0.03 -0.8 0.8 -26.67 26.67 

 1970-1985 4 2.6 1.4 1.2 0.54 0.46 

 1970-1989 5 0.4 0.1 0.3 0.25 0.75 

 1970-1993 6 1.6 0.7 0.8 0.44 0.5 

 1970-1997 7 0.9 0.8 0.1 0.89 0.11 

 1970-2000 8 -2.5 -0.4 -2 0.16 0.8 

Manufacturing of Textile Products     

 1970-1973 1 5.5 2.4 3.2 0.44 0.58 

 1970-1977 2 10.6 3.6 6.9 0.34 0.65 

 1970-1981 3 0.009 -1.9 1.9 -211.11 211.11 

 1970-1985 4 5.7 2.3 3.4 0.4 0.6 

 1970-1989 5 2.3 -0.5 2.8 -0.22 1.22 

 1970-1993 6 -2 -2.1 0.1 1.05 -0.05 

 1970-1997 7 -1.3 -0.9 -0.4 0.69 0.31 

 1970-2000 8 2.5 -0.7 3.2 -0.28 1.28 

Manufacturing of Chemical Products Rubber and Plastics 

 1970-1973 1 1.9 1.5 0.4 0.79 0.21 

 1970-1977 2 0.9 1.2 -0.4 1.33 -0.44 

 1970-1981 3 2.6 0.6 2 0.23 0.77 

 1970-1985 4 -3 -1 -2 0.33 0.67 

 1970-1989 5 -2.6 -0.7 -1.9 0.27 0.73 

 1970-1993 6 -1.3 0 -1.3 0 1 

 1970-1997 7 -2.6 -0.4 -2.3 0.15 0.88 

 1970-2000 8 -2.6 1.5 -4 -0.58 1.54 
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Table 4.6 (cont.) 
  

Extent of the Each Component of Profit Rate  

Change Overtime  (in comparison to the  

first year of each three-year period) 

 

 

Years 

 

Period 

 

dr 

 

dre 

 

drc 

 

dre/dr 

 

drc/dr 

 

Manufacturing of Glass and Pottery         

  1970-1973 1 --- --- --- --- --- 

  1970-1977 2 -1.5 1.3 -2.9 -0.87 1.93 

  1970-1981 3 3 0.4 2.6 0.13 0.87 

  1970-1985 4 0.1 0.6 -0.5 6 -5 

  1970-1989 5 -3.6 -1.2 -2.4 0.33 0.67 

  1970-1993 6 0.7 0.8 -0.1 1.14 -0.14 

  1970-1997 7 -1.1 0.4 -1.5 -0.36 1.36 

  1970-2000 8 -0.6 0.9 -1.5 -1.5 2.5 

Manufacturing of Machinery and Equipment     

  1970-1973 1 --- --- --- --- --- 

  1970-1977 2 -5.3 -0.1 -5.1 0.02 0.96 

  1970-1981 3 -2.5 -2.3 -0.2 0.92 0.08 

  1970-1985 4 1.3 1.8 -0.5 1.38 -0.38 

  1970-1989 5 -4.1 -1.3 -2.9 0.32 0.71 

  1970-1993 6 -2.5 0.8 -3.3 -0.32 1.32 

  1970-1997 7 -0.4 1.7 -2.2 -4.25 5.5 

  1970-2000 8 -5.1 0.9 -6 -0.18 1.18 

   Source: Tables C.13-C.17 in Appendix C. 
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4.5 Conclusions 

 

One major conclusion that emerges from this chapter concerning the long-term 

profit rate trends is that over the new restructuring period when the economic regime 

shifted to an export-led regime, there have been substantial increases in profit rates 

compared to the previous subperiod, the ISI-last phase.  The growing profit rate during 

the new restructuring period is the result of a sharp decline in the capital-output ratio both 

because of a decline in real terms but also because of faster rising capital good prices 

compared to output prices, which is consistent with the constant devaluations during the 

period and the fact that investment goods were predominantly imported goods.  The 

rising profit rate despite the constant or a slightly declining trend of the profit share of 

income confirms our findings that the rising capital-output ratio plays a significant role in 

the change in profit rate during the period.  If the potential output capital ratio is taken as 

given over time, the declining capital-output ratio comes about as an outcome of rising 

capacity utilization, which is supported by the fact that the manufacturing sector had 

reached its full capacity utilization by the mid 1980s.   

Second, we find that there are huge variations in profit rate trends among different 

subsectors, which cannot be observed by an analysis only at aggregate level.  For instance 

while the profit rate shows a fourfold rise in the textiles industry from its level in 1980 to 

1990 when it reaches its peak; machinery and equipment manufacturing we observe a 

more gradual change in its trend.  Furthermore, when we look at the profit margins in 
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these two sectors, we observe that they exhibit very similar patterns over time despite the 

differences in profit rates. This is strong evidence for the fact that analyses that 

investigate only profit margins may not uncover such variations as we have found here.   

Our results on the simple decomposition of the wage shares show that in all the 

subsectors, at no time the growth rate of real wages exceeds the growth rate of labor 

productivity.  The figures for the growth rate of real wages throughout the whole period 

of analysis are either negative or lower than the productivity figures.  The conclusion that 

wage earners have consistently lost ground over the period is very clear with the results 

of simple decomposition analyses on wage shares.  Furthermore we find supporting 

evidence for the fact that they have not been able to restore the redistribution of income 

away from them.  

In linking our findings on profit rate trends to major policy changes in the 

economy at the macroeconomic level, our results find considerable evidence for the fact 

that manufacturing sector profit rates in 1980s were not only supported by the changes in 

the factors that are associated with the shifts in the general economic environment as a 

result of policies summarized in the previous chapter, but also through changes in 

conflict-based factors through the suppression of real wages consistent with labor market 

deregulation.  To see the relative impact of each, using Weisskopf’s (1992) method we 

decompose these changes into these two components; changes due to i)‘environmental’ 

factors and ii) conflict-based factors.  We find an increasing significance of the conflict-

based component throughout the whole period of analysis the extent of which shows 

variations among different subsectors.  We also found evidence for the fact that shifts in 

conflict-based factors tend to increase profits, either adding to increasing profit effects 
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from ‘environmental’ factors or compensating for them when they yield adverse profit 

effects. 

 

 



 
 
 
 
 
 

CHAPTER 5 
 
 
 

SOURCES OF CHANGES IN THE PROFIT RATE:  
 

ESTIMATING PROFIT CHANGE EFFECTS 
 
 

 
5.1 Introduction 

  

 The decomposition of changes in profit rates presented in the previous chapter 

constitutes the first step toward fully understanding the mechanisms and factors behind 

these changes over time.  Next, we test econometrically the relative impacts of these two 

components of changes in profit rate, one due to change in distributional conflict and the 

other due to environmental changes.   

 When one looks at the derivation of changes in profit rates due to changes in the 

overall environment (dre) the functional equations show that variations in dre can be 

explained by changes in the output-capital ratio, average labor productivity, the ratio of 

the price of wage goods to output price and the ratio of the price of capital goods to 

output price.  The expected signs of the impacts on dre of the first two sources are 

positive whereas the latter two are expected to be negative.   

 In addition, given the well-known characteristic of Turkish manufacturing of 

being particularly import dependent in terms of intermediate goods, requires us to 

consider the trend of the exchange rates in the context of the global downward trend in 
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the terms of trade between consumption goods and capital goods.  Kalecki’s (1971) 

analysis summarized in Chapter 2 provides the theoretical justification for including this 

variable as he identifies the relative price of imported raw materials as the most important 

factor determining the ratio of materials costs to wage costs and hence the profit rates.  

As a part of the foreign trade regime under an ELR, constant devaluations of the Turkish 

Lira (TL) as mentioned in the Third Chapter increased the cost of imported intermediate 

goods and became a major burden for manufacturing capital overall.   

 The long-term trend in the real effective exchange rate demonstrates a drastic 

decline in the 1980s as explained in the previous chapter as well (Table D.1 in Appendix 

D).  The impact of such a trend is expected to be positive on export sectors, increasing 

the volume of exports by decreasing international terms of trade so that a positive impact 

on dre is possible.  On the other hand, for the sectors, which are more dependent on 

intermediate imports, we expect that this trend would possibly end up with significant 

declines in profit rate changes unless compensated for in other ways.   

 One significant source of change in the economic environment and in all of these 

macroeconomic variables has been the new restructuring of the economy as a whole, 

which, after its launch at the beginning of 1980s, became a basis for widespread changes.  

Shifts in the nature of openness is expected to have important implications on profit rate 

changes by inducing changes in the conditions of accumulation in different subsectors.  

Thus this raises the importance of the question of what would be impact of shifts in the 

trade structure on variations of dre.   On one hand, with the opening-up of the economy, 

increasing competition is expected to drive profits down and also, with ELR strategies, to 

increase employment opportunities particularly in export sectors.  On the other hand, as 
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some have argued, it would put an end to capital shortages, bring in more market 

opportunities, and increase output through exports, which would affect profits positively. 

 One other indicator that might provide some explanation regarding the change in 

profit rates is the average firm size.  Earlier evidence on the relationship between profit 

rates and firm size were mixed.  One argument notes that there is a negative relationship 

because larger firms have a higher ability to access larger investment opportunities and 

thus through concentration, the profit rate is influenced negatively.  Or, as some 

mainstream arguments put it, when size passes a threshold level managerial control and 

ownership are separated and this affects profit rate negatively.  On the other hand as long 

as the firms survive, their ability to increase profit rates by other means exists and the 

relation might be positive.  Finally there are some arguments that integrate both impacts.  

They claim that as the average firm size increases the change in the profit rate is expected 

to be positive at first then as the size reaches a benchmark level then the relation turns to 

a negative one.  Thus, as noted by earlier studies, the relationship between firm size and 

profit rate can be industry-specific.  In other words, changes in the firm size reflecting 

changes in concentration ratio in an industry may have a positive or negative impact on 

the profit rate depending on the investment and cost structure of firms in that industry. 

 It is possible to see the extent to which such indicators have been influential on 

dre via an econometric estimation, which will be the next step for us following the 

discussion on the possible sources of variation of drc.  Unlike in the case of the sources 

of changes in dre, in exploring the sources of drc, it is not possible to come up with 

variables that are observed easily like the macroeconomic variables for dre.  However, 

following Marxian, Neo-Marxian and we can also add Post-Keynesian and Feminist 
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theories of distributional conflict, variables that represent the power of capital vis-à-vis 

labor can be constructed to help explain distributional outcomes.  One important variable 

to look at is the unemployment rate.  The theoretical justification for this variable goes 

back to Marx’s theory of the reserve army of labor, which argues that a rise in the 

unemployment rate reduces the bargaining power of labor vis-à-vis capital, resulting in a 

lower wage growth and in higher profit rates.  Other direct indicators of changes in 

bargaining power of labor are variables such as unionization rates or the number of 

strikes per period representing the militancy of labor power that can induce changes in 

the distributional conditions.  However, data on unionization in Turkey are very sparse 

and the existing data published by the Ministry of Labor are unreliable.  It is also widely 

acknowledged that even the total number of unionized workers is inaccurate.  Given the 

unreliability and insufficiency of data on unionized workers and following Cagatay 

(1986), we construct a unionization index based on a comparison of minimum wage level 

and average level for each sector. 

 

 

5.2 Construction of a Unionization Index 

 

   The Ministry of Labor reports monthly and daily minimum wage rates starting 

from 1974, reported separately for the agricultural sector until 1989 and from then on as 

the same level for all sectors.  For the minimum wage level, we constructed a series 

taking into account also inter-sectoral differences.  This is because, first of all, the official 

minimum wage rates lie well below average wages in the manufacturing sector.  Hence 
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the difference between the minimum wage and the average wage in the manufacturing 

sector can be misleading in terms of the level of the bargaining power of labor.  

Secondly, official rates do not consider inter-sectoral differences except at the very 

aggregate level, such as the agricultural sector vis-à-vis other economic sectors.    

 Following Cagatay (1986), let 
it

λ  represent the index of trade union power which 

is between zero and one and where i stands for industry at a given time t.  Gross profit is 

equal to the value of output after the value of raw materials and total wage bill are 

subtracted.  Notional profit is defined as the level of profit assuming that the total wage 

bill (
it

w ) is calculated using the sectoral minimum wage (
it

w
min,

).   We propose to define 

the trade union power index as the ratio of the difference between the sectoral minimum 

wage and actual average wage over the difference between the notional profits ( it

0
π ) and 

actual profits (
it

π ).  When the actual average wage is equal to the sectoral minimum 

wage rate, 
it

λ  is equal to zero.  Formally we can write the equation for trade union power 

index as: 

 

 
it

it

itit

it

ww

ππ
λ

−

−

=
0

min,                           (5.1) 

 

 The rationale behind the concept of the notional profit rate that Cagatay (1986) 

introduces is similar to that Weisskopf’s distribution neutral profit rate.  While Weisskopf 

(1992) analyzes the change in distributional conflict, taking the distribution frontier in a 

specific point in time a benchmark, Cagatay (1986) considers the minimum wage rate as 

the reference point and tracks the changes in the level of the difference between this and 
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actual wage rate.  For each sector we created a series by selecting the minimum wage rate 

among different subsectors at the four-digit aggregation level for each year (see Tables 

D.2 to D.6 in Appendix D which presents each variable for each subsector).  In this way, 

we were able to identify where the average wage level lies compared to the minimum 

wage among similar sectors and be able to form an index of trade union power which we 

expect better represents bargaining power of labor vis-à-vis capital, while incorporating 

variations among different sectors.  The unionization index figures are presented for each 

subsector in Figure 5.1.   We observe a declining trend in the trade union power index 

over time and this is common for all subsectors except for chemical products 

manufacturing.   

 Besides the trade union power index, the trend in female share of employment 

and/or unemployment is also a potential variable.  This follows from the arguments of 

feminist economists summarized in the Second Chapter, i.e. that the rise in the female 

share of employment represents a possible source of variation in distributional changes 

and hence in changes in the profit rate.  Women, because they are concentrated in the 

ranks of low wage employment or are part of the reserve army labor, contribute in most 

cases to gains on the side of the capital by increasing the ability of capital to suppress 

wage costs.  Thus discrimination against women both in the labor market and within the 

household and also in other institutions, including in labor unions, generates negative 

market outcomes on the side of labor vis-à-vis capital.  Furthermore, on the sources of 

variations in drc, obviously one has to consider also labor market policies, such as the 

deregulation in the labor market imposed by SAPPs in Turkey, the implications of which 

are discussed in more detail in the previous chapter.   
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Figure 5.1. Index of Trade Union Power, 1970-2000 

Source: Tables D.2 to D.6 in Appendix D



 

 

147

 

 
 
 

5.3 Estimation of Profit Rate Change Effects 
 

  In this part, we present an analysis of the relative impacts of different factors on 

the variations of dre and drc by incorporating variables reflecting changes in the trade 

structure and in distributional conflict.  To begin with, we have data from a sample of 

five cross-sections and quite a long time series of thirty years from 1970 to 2000.  Thus 

the nature of dataset provides us the opportunity to employ panel data estimation.  

Moreover, given the long time dimension of our data, it is appropriate to make use of 

dynamic panel estimation.  As suggested by Beck and Katz (1995), there is a simple way 

to deal with time dependence and this is to incorporate a lagged dependent variable as an 

explanatory variable.   

Apart from correcting for time dependence, our choice of a dynamic panel data 

(DPD) method has also other empirical justifications.  The analysis of the long-term 

trends in profit rate changes presented above provides a structure indicating the existence 

of persistence in the changes in the profit rate.  Given the general pricing policy of firms 

in Turkish manufacturing industries, current changes in the profit rate may be influenced 

by changes in the previous period.  For instance, persistence in the level of markups, 

which under certain conditions induces persistence in profit rates, takes us to the 

argument that the earlier profit rate as behaving as a cost item in firm pricing.  At the 

theoretical level, as argued in Post-Keynesian and Neo-Marxian theories, lagged changes 

in the profit rate can be justified in the pricing policy of firms, which is normally 

modeled as a targeted markup or a targeted profit rate.     
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 A standard specification of a dynamic panel data model is as follows: 
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where 
it
y  is the dependent variable, 

it
x  is the ((k-1)x1) vector of strictly exogenous  

explanatory variables, 
i

η  is fixed  effect and 
it

ε  is an unobserved white noise 

disturbance.  We assume: 
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 If we write out equation 5.2 for 
1, −ti

y  where 
1, −ti

y  becomes the dependent 

variable, we could easily observe that 
1, −ti

y  is correlated with 
i

η and the OLS estimation 

of γ  and β  would be inconsistent and biased. The most common approach is to 

transform the equation to get rid of individual effects.  These individual fixed effects are 

excluded through a transformation but the transformation itself creates another 

correlation between the lagged endogenous variable and the disturbance term.  

Instrumental variables are then employed to eliminate the correlation problem. Taking the 

first difference of equation 5.2 gives:   
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 As introduced by Anderson and Hsiao (1982), using as instrumental variable the 

value of the endogenous variable at t-2, which is predetermined, permits efficient 

estimation on the condition that γ  is low enough and the sample is quite large (Anderson 

& Hsiao, 1982).  A more general solution to the problem is provided by Arellano and 

Bond (1991) by exploiting the panel structure of the data using the Generalized Method 

of Moments (GMM) where lagged variables of both endogenous and exogenous variables 

are incorporated when the Anderson and Hsiao estimator gives inefficient results.  The 

GMM framework provides consistent and efficient estimators when the standard 

assumption of spherical disturbances is violated as 

0),...,,,...,( 11,11, ≠∆∆∆∆∆
−− itiitiit

xxyyE ε by using all the available instruments.  This relies 

on the use of lags of the endogenous variables dated t-2 and earlier as instruments, but is 

efficient since it expands the instrument set as the panel progresses and the number of 

potential lags increases.  Going back through panel from period t-2 provides variables 
i
z , 

elements of which are partially correlated with 
i
x  and 

i
y  then 

),,.....,,(
112,2, iititiit

xyxyz
−−

=  can serve as an instrument at time t since the covariance 

between instrumental variables from t-2 and earlier are zero.  The transformed residuals 

satisfy the moment conditions of the form: 0)'( =∆
iit

zE ε  t=2…T.   
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 Because we are trying to explain the determination of the change in the profit rate 

rather than its level, all the explanatory variables are also taken as the change in their 

levels. In addition, all the explanatory variables are included in the estimates with a one 

period lag, taking into consideration the fact that any variations observed in the profit rate 

presumably reflects the changes in the variables of interest in the previous period rather 

than their current values.  Since also the lagged values of independent variables are 

predetermined, for empirical purposes, this takes care of any possible endogeneity 

problem among variables included.  Following these discussions, we estimate the 

following equations for dre and drc: 
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 Instead of using the indicators that combine both exports and imports together to 

represent openness, we use the movements in the share of exports in output (d(X/Y)) and 

imported goods (d(M/Y)) in output as separate explanatory variables.  This will allow us 

to see the asymmetric impacts of a rise in imports vis-à-vis a rise in exports as a result of 

more openness.  Another explanatory variable included is the change in the average size 
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of the firms27 (davegsize), which can also be a proxy for the change in capital-output 

ratio.  The latter cannot be included in the equation due to endogeneity28.   

Lastly, given the discussion above we also included the real effective exchange rate 

(dreer), the data of which is given in Table D.1 in Appendix D.  

 For the estimation of impacts of different indicators of distributional conflict on 

changes in profit rate, in a similar fashion, we use the lagged dependent variable this time 

the lagged value of drc, the unionization index we calculated as explained above (duind), 

the unemployment rate29 the variations of which are expected to shift distributional 

changes in favor of profits through the deterioration in the bargaining power of labor vis-

à-vis capital (dunemp) and variations in the female share of employment (dfems)30.  In 

incorporating the unemployment rate, we can also test Marx’s reserve army of labor 

hypothesis arguing that the expansion of unemployment rate weakens the bargaining 

power of labor and leads to wage declines which favor profit rates.  Likewise the 

feminization of labor hypothesis argues that this result can also be an outcome of a rise in 

female share of employment31 (see Table 5.1 for descriptive statistics).     

  

 

 

 

                                                 
27

 Average size of the firms are calculated as the ratio of value added over the number of establishments , 

series which are provided by ASMI database. 
28

 This is tested by a simple least square estimation of capital-output ratio on the average size of firms 

which provided a coefficient which is almost unity.    
29

 Sectoral unemployment data we used is provided by SPO, Economic and Social Indicators Database.  

See Appendix D for the data for each subsector. 
30

 Appendix B provides the data source for female share of employment and see Appendix D for the 

detailed figures for each subsector.   
31

 See Chapter 2 for more detail.  
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Table 5.1 

Descriptive Statistics (Sample: 1970-2000) 

 
 

 

dre 

 

 

d(M/Y) 

 

d(X/Y) 

 

davegsize 

 

dreer 

 

drc 

 

duind 

 

dunemp 

 

dfems 

 

Mean 0.046 0.049 0.063 850.724 -34.783 0.071 0.033 1.783 -0.001 

Std. Deviation 

 

0.042 

 

0.119 

 

0.086 

 

958.730 

 

23.625 

 

0.051 

 

0.069 

 

1.709 

 

0.014 

 

 Source: Tables D.2 to D.6 in Appendix D. 
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 With this brief explanation on the general specification of dynamic panel data, for 

purposes of estimation, dre and drc equations as in 5.6 and 5.7 are transformed by taking 

the first differences to remove industry specific fixed effects and then instrumental 

variables techniques are applied to the first differenced equation, which leads to 

consistent estimates of the parameters of interest (Anderson and Hsiao (1982)). For this 

purpose the GMM estimator of Arellano and Bond (1991) is adopted32. 

 Consistent estimation requires that the differenced equation be free of second and 

higher order serial correlation.  This property can be checked using Arellano & Bond's 

(1991) test statistics (which are distributed normally under the null of no serial 

correlation) and these are calculated and presented.. Arellano and Bond (1991) also 

introduce the Sargan test to check the validity of the instruments, based on the correlation 

between the instruments and the residuals from the model. This statistic is asymptotically 

distributed as chi-squared under the null33.   

We report the results of the one-step GMM estimation in Table 5.2.  Two-step 

GMM34 estimators are argued to be more efficient than the one-step estimator, however, 

as Blundell and Bond (1998) Monte Carlo studies have shown, the efficiency gain is 

typically small and in finite samples the asymptotic standard errors associated with the 

two-step GMM estimators can be seriously biased downwards and thus unreliable for 

inference (Blundell & Bond, 1998).  Given this we prefer to report the one-step GMM 

estimation results with standard errors asymptotically robust to heteroskedasticity and 

found to be more reliable for inference in finite samples.   

                                                 
32

 Estimation is done using first differences, which takes care of nonstationarity problem.     
33

 It is noted by Arellano and Bond (1991) that the Sargan test for one step GMM estimation is valid only in 

the case of i.i.d. errors.    
34

 Arellano and Bond (1991) provides a complete discussion of these estimation procedures.  
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Table 5.2 

drc Equation for Turkish Manufacturing 

Sample 

1972-2000 
(whole 
period) 

1972-1980 
(ISI-last 
phase) 

1981-1990 
(SA-NR 
phase I) 

1991-2000 
(NR phase II) 

 

1993-200035 
 
 

drc(-1) 0.70***              0.22 0.56*** 0.51*** 0.48*** 

 (0.04) (0.34)  (0.04)        (0.13)         (0.12) 
duind(-1) -0.07** -0.003 -0.010 -0.11* -0.37** 

 (0.04) (0.04) (0.08) (0.07) (0.14) 

dunemp(-1)      0.003*** 0.009*** 0.003*** 0.001 0.011*** 

           (0.00)              (0.00)           (0.00) (0.00)           (0.00) 
dfems(-1) --- --- --- --- 0.14** 

             (0.064) 
      

m1 -0.94*** -0.53*** -0.36 -0.39*** -0.40* 
m2 -0.006 0.038 0.31 0.08 -0.09 
Wald   
(p-value) 

    7643 
(0.00) 

              80.47 
(0.00) 

163.94 
(0.00) 

215.32 
(0.00) 

4992 
(0.00) 

Sargan (p-value)           (0.98)              (0.99)           (0.33)              (0.97)           (0.97) 
      

Source: Own calculations. 
Notes: *, **, *** shows 10, 5 and 1 percent significance levels respectively.  All the 

estimates are GMM estimates calculated using the Arellano and Bond (1991) 
method with asymptotic standard errors robust to cross-section and time-series 
heteroskedasticity in parentheses.  The Sargan test of over identification is 
calculated to test the validity of instruments by two-step estimation as noted by 
Arellano and Bond (1991).  The null hypothesis is that instruments used are not 
correlated with residual.  m1 and m2 are Arellano-Bond tests of autocorrelation 
calculated testing the null hypotheses are no serial first-order and second-order 
auto correlation. The Wald statistic is a test of joint significance of all 

independent variables asymptotically distributed as 
2

k
χ  where k is the number of 

coefficients estimated. The full sample and all the subsamples use instruments for 
the dependent variable from the period t-2 to t-5.   

                                                 
35

 This estimation for the subperiod covering the years from 1993 to 2000 has no specific reason based on 

the macroeconomic developments rather it is a matter of data availability for the female share of 

employment variable. Annual Survey of Manufacturing Industry with a reference period of November 

provides the data on female share of employment with a private/public sector distinction only starting from 

the year 1990.         
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 The last column in Table 5.2 reports the results when the female share of 

employment variable (dfems) is introduced.  Due to data availability we could estimate its 

impact only for the years after 1993.  Overall the drc equation is well behaved for the 

whole sample and for the sub-periods as well36. 

 The estimation results for drc, the whole sample indicate that the rise in the 

unionization index, as expected, has a negative impact on the rise in profit rate changes as 

expected.  In addition, the rise in the unemployment rate affects drc positively consistent 

with the reserve army of labor hypothesis.  The coefficient of the unemployment variable 

is positive and highly significant.  This is consistent with earlier findings of the negative 

impacts of unemployment on the wage rate as well. (Ilkkaracan & Selim, 2003; Onaran & 

Yenturk, 2001). 

 With regard to subsample estimates, in the ISI-last phase and the SA-NR phase I 

in columns 2 and 3, the coefficient of the unionization index variable is not significant.  

Only from the beginning of 1990s does the rise in unionization become a negative and 

significant factor, pulling down the change in profit rate.   

 There is evidence that the impact of female share of employment supports the 

arguments in feminist economics literature.  In line with earlier evidence in many 

developing countries, the increase in female share of employment has a significantly 

positive impact on profit change.  This result confirms the feminization of labor 

hypothesis confirming empirically that the rise in female share of employment has a 

                                                 
36

 None of the estimations exhibit second order autocorrelation and the null of instrumental validity is not 

rejected except for the period NR-phase II.  This warns us as a sign for misspecification or an omitted 

variable case.  Since we are more interested in seeing how the relation between the explanatory variables 

and the dependent variable changed through the shifts from one regime to another, a possible functional 

specification problem specific only to one sub-period can be ignored.    
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positive impact on the change in profit rates by shifting distributional conflict in favor of 

capital.     

 Table 5.3 presents the results for dre estimation, to account for the change in the 

profit rate that is neutral in terms of distributional conflict.  As explained at the outset 

while introducing trade related variables, we evaluate the effects of external competition 

on the rise of the profit rate.  The first column exhibits results for the whole sample 

period.  Subsequent columns present estimations for different reform phases.    

 The lagged drc is positive and highly significant with a coefficient 0.70 in whole 

sample and in all subsperiods except 1970s, the ISI-last phase.  This shows the 

persistence in profit changes due to changes in distributional conflict.   

 The estimation results for the whole sample are presented in the first column.  

Similar to drc, the lagged dependent variable of dre comes out as significant indicating 

the persistence of profit change over time.  The change in the export share in output, as 

expected, has a positive and highly significant impact on dre.  On the other side, the sign 

of the coefficient of change in the imports share in output is negative but it is only 

significant as shown in the last column during NR-phase II.  This is a very interesting 

result, which supports earlier evidence on rising import dependence of exports 

particularly in 1990s (Boratav, 2005). 

          As mentioned in Chapter 3, the composition of manufacturing imports confirms 

the fact that around 70 percent of manufacturing imports are intermediate goods.  The 

negative impact on the change in profit rate indicates the role of the higher cost of 

imported inputs in depressing the rise in profit rate. 
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Table 5.3  

dre Equation for Turkish Manufacturing  

Sample  

1972-2000 
(whole    
period) 

1972-1980 
(ISI-last phase) 

 

1981-1990 
(SA-NR 
phase I) 

1991-2000 
(NR phase II) 

 
 

dre(-1) 0.32*** 0.034 0.16* 0.26 

            (0.09)               (0.09)                (0.09)              (0.20) 
d(X/Y)(-1) 0.15*** 0.07 0.16*** 0.13*** 

           (0.03)               (0.06)                (0.05)              (0.08) 
d(M/Y)(-1) -0.033 0.079 0.03 -0.11*** 

            (0.03)               (0.05)                (0.03)              (0.04) 
davegsize(-1) -4.00E-07 -2.46E-05 -1.55E-05** 1.87E-05** 
            (0.00)               (0.00)                (0.00)              (0.00) 
dreer(-1)  -9.11E-05  0.000568* -0.0003**           0.0002 
            (0.00)               (0.00)                (0.00)              (0.00) 
     

m1 -0.50*** -0.56*** -0.54*** -0.35*** 
m2 0.05 -0.07 -0.16 -0.09 
Wald 
(p-value) 

46.33 
(0.00) 

4270 
(0.00) 

131 
(0.00) 

1752 
(0.00) 

Sargan (p-value)37 (0.76) (0.18) (0.25) (0.99) 
     

   Source: Own calculations. 
   Notes: For explanations of the specification tests see the notes for Table 5.2. 

 

  

                                                 
37

 The Sargan test here is only valid under the iid assumption on the disturbance terms.  Due to data 

structure it was not possible to employ a two-step GMM estimation.  Thus the test results reported 

correspond to the one-step estimate. 
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We are also interested to see how the impacts of these variables change over time 

as the economic regime shifts from one to another. One striking result is related to the 

variable that reflects the influence of the change in real effective exchange rate.  When 

the results for the ISI-last phase and SA-NR phase I are compared, we observe that dreer 

has a negative and significant impact on profit rate changes in the latter period.  This 

contrasts with usual expectations on exchange rate devaluations, which have been a 

crucial part of export-led strategy.  Constant devaluations in Turkey in 1980s were 

implemented in order to increase exports, an outcome which at the same time was meant 

to provide the solution to the foreign exchange bottleneck, which persists particularly, as 

some studies claim, due to the ISI-policies of the state.  However, what we observe here 

is that the impact of the change in exchange rate on profit change is negative with a 

significant coefficient during the first phase of NR. This highlights the fact that 

devaluation may inflict unfavorable outcomes on employers if export production depends 

highly on imported inputs.  In addition if the structure of exported goods as would be the 

case of the Turkish manufacturing industry in which the majority of exports are highly 

labor intensive, then exports are characterized by lower value added compared to imports 

(see the breakdown of manufacturing exports and imports in Chapter 3).    

 With regard to the change in the average firm size, we observe that only in the last 

column is the sign of the coefficient positive.  Our results for the Turkish manufacturing 

industry might simply be the result of decreasing concentration in the overall 

manufacturing sector and so a negative relation might turn out to be positive eventually.  

However, earlier evidence on how the market structure in manufacturing sector has 

evolved in the Turkish case provides evidence against this.  Basically previous studies 



 

 

159

 

suggest that the oligopolistic market structure has not shown any major change under the 

new restructuring policies (Metin-Ozcan et al., 2002).  Hence we may conclude that our 

result might be capturing minor changes in the concentration ratio of manufacturing 

industries, which could have significant impact on profit rate trends.   

 In addition to the analysis explained above, the recent literature on globalization 

and its impacts on income distribution have focused on the question of how and to what 

extent increases in trade induces changes in the labor market structure.  Among others, 

feminist economists have repeatedly highlighted the common and stylized pattern in 

many developing countries in the rise in the female share of employment particularly in 

trade-oriented sectors.  Earlier evidence shows that the feminization of the labor force has 

specifically accompanied the shift to export orientation (Cagatay et. al., 1995).  It has 

been noted that the feminization of labor force is in many cases accompanied by lower 

labor standards and lower pay, which characterize female employment.   The 

decomposition of the profit rate helps to determine different sources of variability for the 

two different parts of profit change.  However, based on the findings of earlier studies the 

relation between profitability, trade and income distribution may not be captured by 

looking at the individual equations alone.  Rather, in regard to the impact of the trade 

structure on distribution of income, the mutual influence of trade related variables and 

feminization of labor induced by the change in the trade structure might be tested by 

introducing interaction variables.   

 We next present an analysis of the mutual effects of changes in the trade and labor 

market structure, specifically considering issues regarding the feminization of 

employment.  For this we did estimate drc and dre equations separately by introducing 



 

 

160

 

the interaction term ((dfems*d(X/Y)) along with individual export and the share of female 

labor variables (see Table 5.4).  The sample covers the years from 1993 to 2000.  The 

results obtained are quite interesting.  To begin with, the results provide some 

confirmation of our empirical decomposition of the change the profit rate between 

environment and conflict related changes.  Since the labor force participation of women 

is inherently a conflict-related variable, it is not expected to be significant as an 

explanatory variable in the dre equation.  The results confirm this.  With this result, we 

focus the discussion on the results from the drc estimation.  With this result, we focus our 

discussion on the results obtained from drc estimation. 

 As presented in the first column we observe that, even though the individual 

impact of a rise in the export share of output is negative, this negative impact, depending 

on the value of the dfems, is offset by a highly compensating impact of the rise in female 

share of employment.  The significantly positive coefficient of the interaction term 

reflects this.  The impact of the rise in the export share of output, along with a higher 

female share of employment shifts the distributional conflict, favoring capital and has an 

impact towards increasing the profit rate.     

 The highly significant negative coefficient of the individual export share of output 

also confirms the fact that export sectors started to face external competition more 

severely.  This on one hand came as an outcome of the fact that in the beginning of 

1990s, the state’s accommodating role was dismantled.  On the other hand competition 

got more intense since similar new restructuring processes have been implemented in 

many other developing countries, i.e. the market share for labor intensive export goods 

shrunk with the entrance of many other low-cost producing investments elsewhere. 
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Table 5.4  

drc and dre equations 

Sample 
drc equation 
1993-2000 

 
Sample 

dre equation 
1993-2000 

drc(-1) 0.21  dre(-1) 0.11
               (0.22)                 (0.32)
dunemp(-1) 0.002  davegsize(-1) 2.67E-05***

              (0.004) 
 

 

             (5.66E-
06)

duind(-1) -0.36*  dreer(-1) -2.96E-05
               (0.19)                 (0.00)
d(X/Y)(-1) -0.31***  d(X/Y)(-1) 0.09
               (0.14)                 (0.15)
dfems(-1) 0.17  d(M/Y)(-1)  -0.18***
 (0.16)                 (0.06)
(dfems* d(X/Y))(-1) 1.42***  dfems(-1) 0.37
 (0.54)   (0.29)
   (dfems*d(X/Y))(-1) -0.12

    (4.26)
    

m1 -0.16  m1 -0.15
m2 -0.38*  m2 -0.30
Wald 
(p-value) 

11.5 
(0.00) 

 Wald 
(p-value) 

0.87
(0.64)

Sargan (p-value)38 
                    

(0.06) 
 

Sargan (p-value)39 (0.60)
    

   Source: Own calculations 
   Notes: All the estimates are GMM estimates calculated using the Arellano and Bond 

(1991) method with asymptotic standard errors, robust to cross-section and time-
series heteroskedasticity (statistics reported in parentheses). See the notes for the 
explanation on specification tests. Since the sample is very small, given the large 
number of explanatory variables, the estimates use instruments for the dependent 
variable only for the period t-2.  The Wald test is performed to test the joint 
significance of including the interaction term.       

 

                                                 
38

 See the previous footnote. 
39

 See the previous footnote. 
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 Following the empirical analysis presented in this chapter, we present in the next 

chapter a theoretical simulation model, which incorporates these empirical results, and 

demonstrate how the evidence supports our arguments through numerical experiments.  

We develop a model within a conflicting-claims framework to demonstrate the possible 

implications of changing conditions of competition on wage patterns particularly in the 

labor-intensive export sectors.      



 
 
 
 
 
 

CHAPTER 6 
 
 
 

CHANGES IN THE WAGE STRUCTURE:  
 

A CONFLICTING CLAIMS  
 

FRAMEWORK 
 
 
 

6.1 Introduction 
 

 
In this part, we develop a model within a conflicting-claims framework to 

demonstrate the possible implications of changing conditions of competition on wage 

patterns particularly in the labor-intensive export sectors.  As was true in the Turkish 

economy starting with 1990s, there have been major changes in state policies in regard to 

assisting the export sectors, consistent with the state’s international commitments.  

Throughout this process, several subsidy mechanisms were either weakened or 

dismantled.  At the same time, as many developing economies transformed themselves 

into exporters of similar manufactured products with the switch to export-led growth 

strategies, we observe that the structure of demand for such products has become more 

elastic. The increased elasticity in many export products highlights the fact that many 

developing economies fell victim to the fallacy of composition in their expectations 

regarding export-led growth.  Since highly elastic export demand imposes a major 

constraint on the prices of export goods, the model we present illustrates how a change in 
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the profit rate triggered by a one-time change in export subsidy rates generates different 

real wage patterns over time.  

This chapter aims to elucidate the conceptual arguments presented earlier through 

a formal structure and ties together our theoretical arguments with the empirical evidence 

reported above.  The basic underlying rationale of the model is to show how changes in 

the patterns of profit rates determine both the direction and the extent of wage growth in a 

conflicting claims framework.  In order to do this, first we make a very brief analysis of 

the structure of different wage patterns by analyzing trends in the level of real wages in 

the Turkish manufacturing industry at the subsectoral level.  The period of analysis once 

again starts from the year 1970 and ends in the year 2000.  We believe that the 

mechanisms imbedded in the model can provide an alternative explanation for the 

widening inter-industry differentials in real wage trends as an outcome of different 

patterns of profit rates and the persistent nature of these patterns.  As shown earlier, 

changes in profit rate show persistence over time and this finding, by itself, supports the 

conceptual discussions on competition presented in Chapter 2.  Yet, a formal presentation 

of the structure of Turkish manufacturing would help to demonstrate this more clearly.  

Changes in profit rates, as suggested by our empirical analysis, depend on 

different sources of change in distributional conflict as well as changes in environmental 

factors.  In the first place, changes in profit rates are affected by distribution-neutral 

factors.  Specific to distribution-neutral factors, the switch to export-led strategy or more 

generally changes in the way the industries are integrated to external trade have major 

impacts on profit rates.  Yet, as the developments in the structure of Turkish 

manufacturing show, the latter is being shaped and extended considerably by the state, 
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i.e. through trade related policies which, by and large, function as a conditioning force for 

the distribution of income40.   

As discussed in earlier chapters, the industrialization process during the new 

restructuring period in Turkish manufacturing brought about an impaired and weakened 

structure in the industry.  The state’s accommodating policies played a crucial role at 

different levels in directly changing the composition of both investment and resources 

among different sectors or subsectors.  In addition to macroeconomic policies, there were 

developments that have a direct impact on the income distribution.   A simple example is 

that of changes in the wage setting process.  Moreover, indirectly as well, the impacts of 

changes in the supporting role of state carry crucial implications on income distribution.  

For instance, the selective subsidies for capital while resulting in disparities in profit rates 

could foster the ability of capital, in general, to extend the life of high profit rates from 

the previous policy era.   

The significance of the Turkish export incentive system in promoting exports 

during the SA-NR phase II was explained earlier.  It was noted that since Turkey has 

modified its incentive system toward a more internationally accepted one, the data 

suggests that direct incentives cannot be withdrawn without a decline in the volume of 

exports (Balkir, 1993).  The estimates of the profit rate change equations reported in the 

previous sections are also supportive of this argument.  Given all these, it is possible to 

argue that when such incentives are dismantled, the persistent pace of profit rate over 

                                                 
40

 Our argument here should not be taken as refuting the earlier decomposition of profit rate changes 

between distributional and distribution neutral changes in profit rates.  Any change in distribution neutral 

factor at the end of the day changes distributional conflict.  Rather, at the analytical level, the 

decomposition is very crucial in showing the relative extent of each change.  In presenting this argument, 

we want to emphasize that any change in the role of the state ends up having an impact on income 

distribution.         
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time sustains itself either through external sources or through changes in distributional 

conflict, which is a well-known tendency in the case of an industry with limited external 

resources particularly under severe conditions of external competition.   

After this brief review of our conceptual argument, it will be instructive to 

analyze the structure of real wages at the subsectoral level over the period of analysis.  

Figure 6.1 presents the overall trend of real wage index (1970=100) at the subsectoral 

level.   
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Figure 6.1 Real Wage Index (1970=100) at the  
Subsectoral Level, 1970-2000 

Source: Tables C6 to C10  in Appendix C. 
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One obvious observation that can be drawn from this graph is that that real wage 

levels fell drastically in all sectors at the beginning year of liberalization (1980) as one.  

In all subsectors, real wage index paths show a slowly rising pattern until the beginning 

year of the second phase of new restructuring period (1991).  Yet, except for the chemical 

products manufacturing sector, in all other subsectors real wages recover their 1970 level 

only in 1991.  Then again we observe declining trends in all sectors ending up in 2000 at 

much lower levels than their levels at the beginning of the period of analysis.   (It is only 

in the case the chemical products that we observe a real wage index higher than the base 

year value.)   

In addition to above, Figure 6.1 also displays the diverging of real wages, 

particularly in the post-liberalization period.  Such a result in the first place suggests that 

the structure of Turkish manufacturing does not support conventional international trade 

arguments. In the literature, productivity levels and productivity differentials are known 

to offer the most significant source for determining real wages as well as wage 

differentials.  In order to see whether this is the case in Turkish manufacturing we 

compared real productivity with real wage trends and this is shown in graphs in Figure 

6.2.  One general observation that can be drawn from these graphs is that real wage trends 

definitely do not track the rising trend of productivity in any industries.  While real 

productivity rises by at least threefold, real wage levels show either a declining or a 

stagnant pattern.  Over the ISI period we observe that in all subsectors real wages decline 

at least by half from their levels at the beginning of 1970s going towards to 1980s at the 

end.  The decline is even more drastic in case of the textile manufacturing industry.   
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Figure 6.2 Real Productivity and Real Wage Trend  
At the Subsectoral Level, 1970-2000 

Source: Tables C6 to C10 in Appendix C. 
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These trends in real wages are observed even though labor productivity levels in 

all sectors show rising trends, although rising slowly.  Trends in real wages over SA-NR 

phase II period carry more of an increasing pattern except again in the textile 

manufacturing industry.  Despite the export performance of the textile sector, real wage 

shows a stagnant pattern.  In phase II this gets even worse as we observe that the real 

wage in textiles manufacturing declines to its lowest levels over the whole period of 

analysis.  Given the fact that productivity trends cannot explain real wage patterns at all, 

we can safely argue that they cannot fully explain the existing wage patterns.  This 

evidence not only strengthens our argument but also it does not support earlier benign 

expectations of mainstream arguments in favor of trade liberalization.  

The main question now is that how or through which mechanisms are changes in 

profit rates transmitted into real wage trends.  To understand the underlying mechanisms, 

it is possible to capture the structure of the problem in a simple formal model.  We are 

aware that there are many limitations in a formal model in explaining complicated 

dynamic relations even between any two economic categories. Yet, we believe it might 

be useful to demonstrate the significance of major specific dynamics, particularly in order 

to uncover certain linkages that can be seen more clearly by exploiting the formal 

structure of a model.        

For our purposes, we describe a general model of the export sector embodying the 

characteristics of the Turkish case.  Taking up the issue from where we left it in our 

discussion on the conflicting claims framework, earlier contributions on conflicting 

claims based their arguments on the assumption of zero unemployment and excess 

capacity and constructed their analysis with the assumption of a given level of 
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productivity.  Rowthorn (1977), on the other hand, introduced the notion of an aspiration 

gap in a conflicting claims framework in order to show how conflict over the distribution 

of income affects the general price level in a capitalist economy, even when there is 

unemployment.  Even though there is excess capacity, low economic growth or 

deficiencies in demand trigger conflict between classes over the distribution of the 

available income.   

The level of labor market demand as emphasized by Rowthorn is one of the key-

determining factors behind workers’ ability to realize their aspirations.  At a high level of 

unemployment workers, ability to close the gap between the targeted level of income and 

actual level diminishes.  On the other side, demand also operates as a disciplining factor 

for capitalists.  Depressed demand trims their ability to raise prices (Rowthorn, 1977). 

In formulating our model, we explore how the conflicting claims approach can 

provide an appropriate tool to understand how variations in the structure of real wages are 

endogenous to capital’s attempt to close its own aspiration gap when these are 

constrained or by triggered by external competition.  Specifically, we have shown how 

profit rates in Turkish manufacturing declined drastically due to the dismantling of direct 

or indirect incentives provided by the state.  This been compounded by pressures arising 

from severe conditions of external competition.  Thus we aim to show how this rise in 

exporting capital’s aspiration gap has been compensated for by the suppression of real 

wages while taking into account its different impacts on the bargaining power of labor.    

Once it is accepted that wage movements over time are retrospectively 

determined by capital’s urge to keep the position it previously attained with the state’s 

support, our hypothesis is that the persistent nature of profit rate differentials among 
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different subsectors per se provides an explanation for variations in inter-industry wage 

differentials as well.  Theories on inter-industry wage differentials, despite the 

considerable attention devoted to conditions of competition, particularly to external 

competition recently, do not have a common underlying mechanism to explain how and 

why similar changes at the industry level or at the macro level do not result in similar 

outcomes among subsectors in terms of wage patterns.  In that sense, we share 

Botwinick’s (1993) view that widening inter-industry wage differentials, rather than 

being an anomaly, comes about as a result of profit rate differentials, which in turn 

depends on the conditions of competition.  Building on these, the formal analysis here 

demonstrates an alternative possible mechanism underneath inter-industry wage 

differentials as well (Botwinick, 1993).   

 

 

6.2 Prices, Profit Rate and Wages 

 

In order to derive an equation for the behavior of prices we start by assuming a 

simplified exporting sector, which is getting subsidies from the state as export incentives.  

The first thing is to note the fact that, despite all the trade liberalization policies and 

actions, the Turkish manufacturing sector has maintained its oligopolistic structure 

((Metin-Ozcan et al., 2002; Onaran & Yenturk, 2003).  It has also been noted that markup 

ratios exhibit counter cyclical behavior, i.e. they increase during recession periods, 

especially because private firms diminish their production costs in order to increase the 

share of gross profits in total value added of the industry sector (Ceritoglu, 2000).  A 
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survey done by the Central Bank of Republic of Turkey (CBRT) on the pricing behavior 

of private manufacturing firms shows that firms in private sector are price makers rather 

than price takers.  It is found that the general practice of firms is to apply variable markup 

pricing in concert with the behavior of competitors (Karadas et. al., 2006).      

Given the above, we assume that firms in this export sector set their prices by 

following a targeted markup pricing rule which is similar to the target-return pricing 

process discussed by Lavoie and Ramirez-Gazton (1997).  Many Kaleckian models 

assume simple markup pricing, i.e. a costing margin is applied to average direct costs 

(see equation 6.1).   
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φ           (6.1) 

 

Let us first start with a simple markup pricing where the price level is determined 

with a markup rate (φ ) applied to the unit costs.  Consistent with the import dependent 

structure of the export sectors in the Turkish manufacturing industry such as the 

manufacturing of textile products, we assume that all the intermediate inputs are 

imported.   With this we assume a totally rigid import demand.  The second term in 

parentheses on the right hand side represents per unit intermediate input cost where *
eP  

is the nominal exchange rate multiplied by foreign price level and k  stands for per unit 

intermediate inputs.   The first term on the other hand represents per unit labor cost 

( lw
t 1−

).  Let us make the following assumptions on wages.  Wages are fixed in 

bargaining, which are set at discrete intervals, let’s say once per period.  Negotiations 
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take place at different times; let us say in the instant between two consecutive time 

periods.  With this, we assume wages come into the pricing equation with a lag.   

Given the findings of empirical studies earlier noted, and in contrast to a simple 

markup pricing approach, we incorporate in our model target-return pricing behavior, 

which is more realistic and more appropriate for encapsulating the behavior of exporting 

firms in the Turkish economy. Lavoie (2003) notes it is possible to write an equation for 

target-return pricing procedures, which are as simple as simple markup pricing.  It has 

also been argued that pricing procedures are, to a large extent, depend on accounting 

procedures, and that the latter have long been sophisticated enough to support normal 

cost pricing procedures, sometimes also called full-cost pricing. Such pricing is based on 

unit costs, or more specifically on standard unit costs, rather than direct unit costs only. A 

particular specification of normal cost pricing is target return pricing (Lavoie, 2003; 

Lavoie & Ramirez-Gaston, 1997).   

Equation 6.2 represents the price equation where we explicitly plug the targeted 

profit rate and subsidy into the standard markup pricing specification.  Accordingly, the 

price of exported goods are determined by the per unit wage cost plus a targeted profit 

rate applied to per unit intermediate input cost over a term that includes the per unit 

subsidy rate.   
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In other words, if we take the divisor on the left hand side we get an equation that 

shows the equality between what firms get as unit price plus price times per unit subsidy 

and what they pay to as the per unit wage cost and intermediate input cost.  The profit 

rate here is different from the Marxian profit rate.  In order not to make it more 

complicated we exclude fixed capital and in fact for this reason it would be more suitable 

to call this profit rate as a targeted profit rate from which the distributional content is 

excluded.   

The intuitive idea behind equation 6.2 is that in their pricing decision firms take 

into account the profit rate levels they achieved while the state was accommodating them.  

The rationale behind this is a concept of competition, which requires that profit rates 

equilibrate at the levels from those ‘good old days.’  It represents our theoretical 

specification of (capitalist) competition.  Capitalists participate socially in production 

based on a targeted profit rate.  Here we assume that they target the level that could be 

reached by incentives they received from the state.  Whenever the profit rate falls behind 

the targeted rate, then the profit rate has to begin to converge towards the targeted one.   

For the profit rate equation, let r denote the profit rate achieved in the initial 

period with subsidies.  Capitalists will set their target profit rate, denoted as 0
*
r  and with 

or without subsidy, to be equal to r  and this is expressed in the first line of equation 6.3.   
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When there is a reduction in the subsidy rate or in the case when the subsidy is 

removed, the profit rate in the following period declines.  In order to incorporate the 

persistence of profit rate change, we introduce an equation that expresses the dynamics of 

profit rate over time after it moves away from its initial period value.    The second line of 

equation 6.3 basically says that when the actual profit rate in the previous period is lower 

than the targeted profit rate, the current period profit rate begins to adjust and it 

converges to that target with an adjustment factor of λ .  If instead, given the constant 

drive of profit to expand, the previous actual rate of profit is higher, current period profits 

are simply higher by an amount based on the difference from its initial value by the same 

adjustment factor.   

 In specifying the output equation, we assume that the exported good is an 

imperfect substitute for competing foreign products.  Following Blecker and Seguino 

(2002) we reject the conventional small country assumption, i.e. there is an infinitely 

elastic demand for exports at a given price, as being realistic for a semi-industrialized 

country like Turkey. This implies that export demand (
t

q ) function (equation 6.4) has a 

relative price elasticity (α ), which is a finite positive number less than one and q  is the 

exogenously determined foreign income.    

 

qq

PePqq
tt

=

=
−

0

*

1
)/( α

           (6.4)  

 
             

   Wages are determined through equation 6.5, following the formulation suggested 

by Vera (2005).  First, following Keynes and Post-Keynesian economists, it is possible to 
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argue that laborers’ main concern in the bargaining process is to maintain money wages 

(Vera, 2005).  This does not mean that real wage is no of concern; rather that what 

determines the nominal wage demands is the trade unions’ target real wage (Sawyer, 

1982; Vera, 2005).  In addition the money wage does also depend on the expected 

changes in the price level, again in order to achieve the targeted real wage.  Whether the 

targeted real wage is achieved or not depends on labor’s bargaining power.  Thus, with 

these in mind, wage formation is expressed in equation 6.5 where 
t

w  stands for the 

achievable money wage rate and 
1−t

w  represents the rate at the time of negotiation.  e

P  

stands for the expected price level and 
1−t

P is the price level at time of negotiation.  v  is 

the ex-ante real wage target and 
t
v is the real wage at time of negotiation and 

t
ξ  is a 

coefficient reflecting the bargaining power of organized laborers.  

 









≤

>


















=
−

−

minmin

min

1

1

wwifw

wwif
P

P

v

v
w

w

t

t

t

e

t

tt

t

ξ

                                (6.5) 

 

The Post-Keynesian literature provides a very rich discussion on the target real 

wage (Marglin, 1984; Sawyer, 1982; Taylor, 1991).  Some economists argue that the 

target real wage grows over time at a constant rate while others argue that it is influenced 

by the tax policies and terms of trade, while still others claim that it evolves over time via 

changes in government policies and the employment situation.  In our case, since we 

want to see the impact of the change in the role of state we will assume it is equal to labor 
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productivity at the initial position and take it as given at subsequent periods.  In equation 

6.5, changes in money wages will be the result of deviations of actual real wages from the 

target level and deviations of the current price level from the expected price level.  When 

all the other parameters in equation 6.5 are equal to one, then nominal wage at time t is 

equal to nominal wage at time t-1.   The lowest level of nominal wage is assumed to be 

equal to the minimum wage level.  The equation differentiates two cases as: case one as 

explained above corresponds to the situation when the achievable rate will be higher than 

the minimum wage rate.  Case two is when the wage rate is lower or equal to minimum 

wage rate in which case the achievable nominal wage stays equal to the minimum wage.      

 Following Rowthorn (1977), we also consider the fact that the bargaining power 

of labor is related to the state of the labor market and of economic activity, i.e. the higher 

is the economic activity, the stronger the power of organized labor will be.  Here we aim 

to incorporate into the model the central idea in most hypotheses about the determinants 

of the bargaining power of workers, which is the impact of the unemployment rate on 

wage negotiations.  Equation 6.6 endogenizes the coefficient for the bargaining power of 

labor.  We wish to capture its behavior over time assuming ξ  at the initial period is 

exogenously given, reflecting historical and institutional aspects.  t
ξ  changes over time 

depending on the growth of labor demand  (
L

g ) with a positive reaction coefficient (δ ) 

and L  stands for labor demand.  The discussion above describes a model of the 

determination of prices and wages by organized workers and exporting firms that have 

oligopolistic power. 
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6.3 Dynamics of the Model 

 

The model indicates how a change in the state’s accommodating role, i.e. a 

decline in the subsidy rate or the abolition of export subsidies can result in a one-time 

increase in prices since these firms will try to restore the level of profit rate.  However, 

they cannot increase the price level without limit because of external competition, which 

induces a decline in exports, which, in turn, will have a negative impact on the growth of 

employment and hence on bargaining power of labor.  This process at the end will leave 

wage earners as the main victims where the extent of the decline in wages would depend 

on the dynamics of conflict and obviously on the size of the decline in subsidy rates.  A 

simple simulation experiment allows us to consider the profit rate and real wage 

adjustment processes generated by a change in the role of state.  Equations 6.2 to 6.6 

determine the dynamics of the adjustment process over time, given initial values for the 

exogenous variables.   

We need to add a few more assumptions.  First we assume that prices change 

instantaneously while wage earners have to wait until the end of each period to negotiate 
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new contracts. We assume that the average real wage during a contract period can be 

formalized by equation 6.7 below.   
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We also assume price expectations are determined retrospectively by adaptive 

expectations.  Equations 6.8 to 6.10 express the inflation and expected price level 

processes.              
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 Next, we list the endogenous variables and the initial values for the exogenous 

variables.  We employ two different simulation experiments. In the first one, we use two 

scenarios, each scenario having a different level of decline in the government subsidy 

rates - like in one case the subsidy rate is trimmed by half and in the other it is totally 

abolished.   These two scenarios can be thought as a the same sector that experiences two 



 

 

180

 

different subsidy policies over time or two sectors having exactly the same structure but 

are subsidized at different rates.  Variables involved in the simulations are presented in 

the Table 6.1.  Table 6.1 lists the endogenous variables together with the initial values of 

the exogenous variables.   We set the values of the parameters based on existing 

empirical findings.  For the relative price elasticity of export demand we chose 0.6, which 

is found as the short-run price elasticity for Turkish exports (Sahinbeyoğlu & Ulaşan, 

1999).  For the coefficient of growth of labor demand in the equation of bargaining power 

of labor we used the findings on remuneration elasticity of unemployment, which is 

found to be closely around –0.01 (Ilkkaracan and Selim, 2003). For other exogenous 

variables we were cautious to choose consistent values for the capital-output ratio and the 

labor-output ratio41. 

 We used the average values of these ratios that we calculated using real data for 

export sectors over the new restructuring period.  We also used the average annual rise of 

the profit rate in these sectors assuming that the targeted level is the maximum level of 

profit rate reached over the period of analysis.  For the initial state, we considered a 10 

percent subsidy rate (0.1), which can be taken as the average rate of export subsidies 

applied until 1990s (Balkir, 1993; Milanovic, 1986).      

 

 

 

 

 

 
                                                 
41

 Table E.1 and E.2 in Appendix E present the steady-state equations and parameter values. 
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Table 6.1  

Input variables involved in simulations 

 

Parameters 

 

Given exogenous variables 
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Exercise II. Bargaining power of labor (ξ ) 
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 For our first simulation model we consider a decline in subsidy rate from 0.1 to 

0.05 and 0 respectively as two different cases, so that the profit rates of firms diminishes 

in accounting terms.  Figure 6.3 shows the adjustment paths of profit rates depending on 

different final levels of subsidy rates after the decline.  To compensate, firms start by 

increasing the unit price level, which comes through the adjustment of the profit rate 

towards the targeted one, i.e., the profit rate reached under the initial subsidy rate level.  

As the export demand reacts to the price increase with a decline in volume given the 

conditions of external competition, its impact on labor demand becomes negative.  As the 

employment growth declines, the coefficient that shows the bargaining power of labor 

diminishes.    Figure 6.4 shows the real wage paths for s={0.05, 0}. It indicates that the 

higher is the decline in the subsidy rate the lower is the real wage.  In both figures, the 

black solid line represents the steady state position of the variables.       

 One implication of this model is that disparities in profit rates due to differences 

in the extent of change in the state’s role of accommodating corporate welfare provides 

an explanation for wage differentials even among firms or sectors that have the same 

structure and face the external competition to the same degree.  
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Figure 6.3 Profit rate path- I 
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Figure 6.4 Real wage path –I 
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 In the second experiment we consider bargaining power as exogenously 

determined by historical and social conditions and use it as the control variable to see 

how the adjustment dynamic changes depending on the level of bargaining power.  In 

doing the second experiment what we have in mind is to evaluate how different the 

results would be if we consider differences among laborers in terms of their bargaining 

power, the extent of the difference of which is determined outside the model such as the 

gendered structure of the labor market. 

 In our second simulation exercise we exclude the endogenous determination of 

the coefficient of bargaining power of labor and set this variable exogenously at different 

levels.  Our empirical findings show evidence for the positive impact of a rise in female 

share of employment in export sectors on the change in profit rate due to changes in 

distributional conflict.  Based upon this finding, we set up a model where everything is 

the same except that the level of bargaining power of labor is different.  Let us assume 

the subsidy is totally abolished and decreased to zero in both cases where in one case the 

bargaining power of labor coefficient is 0.9 and in the other 0.75 (ξ ={0.9,0.75}).  Figure 

6.6 shows that the lower is the bargaining power of labor the lower is the real wage even 

though the profit rates follow the same adjustment path (Figure 6.5 and 6.6).   
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Figure 6.5 Profit rate path –II 
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Figure 6.6 Real wage path –II 

 
 
 
 
 Here we observe that in the second case where the bargaining power of labor is 

lower real wages keep declining until it becomes equal to the minimum wage.  In the first 
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case, firms cannot shift the cost of compensating the profit rate onto laborers but rather 

they increase the price level even though they lose market share.  In the latter as long as 

the firms have the access to a more docile labor force they can even decrease the price 

level and increase their market share by being able to lower their wage costs towards the 

minimum. 

 One general implication of the second simulation exercise is that the survival 

strategy on the profit rate may result in different impacts on real wages depending on 

different levels of the bargaining power of labor.  However, in addition to that, the model 

also implies that institutional and social factors, which impose differences in bargaining 

power of labor influences the way the profit rate sustains itself.  Thus, the model once 

again, shows the significance of the question we asked at the beginning of this chapter, 

how does the profit rate change and how does it survive.  With this simulation exercise, it 

also becomes clearer that whether the survival of the profit rate is an outcome of a ‘race 

to the bottom’ process on the side of the wages or not is more crucial than the question of 

what would be the level of the profit rate.  In other words the process rather than the 

results through which the profit rate changes could be more crucial to understand.   



 
 
 
 
 
 

CHAPTER 7 
 

 
 

CONCLUSION 
 
 
 

The broad objective of this study is to shed light on the forces and mechanisms 

underneath the changing pattern of inter and intra-class distribution of income in the 

Turkish economy during a period of intense economic policy changes. To this end, we 

undertook an analysis of the income distribution in the manufacturing sector of Turkey 

for the years between 1970 and 2000 at the subsectoral level, given that the 

manufacturing sector was the main sector targeted by the major policy changes in the 

economic regime.  Even though our ultimate interest is to understand the structure of 

wages and profits, the analysis of the structure of the profit rate stands at the heart of this 

study, since the profit rate is the major indicator of the rate of accumulation and 

economic growth.  

In Chapters 1 to 3 we presented the background for the following chapters.  In the 

First Chapter we laid out the central research question and presented the relevant debates 

framing the context of the problem.  In the Second chapter, we presented a review of 

theories of profits and wages starting with a brief summary of the theories of classical 

political economy.  Then we presented a review of recent studies in Turkey on income 

distribution; we also assessed the findings of these earlier studies.  In the Third Chapter 



 

 

188

 

we discussed the major economic policies specific to the Turkish case, particularly 

focusing on the impact of intensive changes undertaken by the state through the new 

restructuring process which occurred in the last two decades of the period of analysis.  

We also presented the overall developments in the Turkish economy and in the 

manufacturing sector in order to provide the context for the major developments at the 

macro, micro and meso levels.   

To carry out the analysis at the empirical level in Chapter 4, after explaining first 

the method of calculation of capital stock series at the two-digit level of ISIC (Rev.2), we 

presented the calculation of profit rates at the disaggregated level.  Earlier studies 

analyzing profitability in Turkish manufacturing have focused on markups or profit 

margins rather than on profit rates.  The biggest obstacle in calculating the profit rate at 

the disaggregated level is the lack of capital stock data.  In this chapter, we first present a 

method to overcome this problem.  Then we calculated and analyzed the long-term trends 

in profit rates.  One major conclusion of our empirical findings is that over the new 

restructuring period when the economic regime shifted to an export-led regime, there 

have been substantial increases in profit rates compared to the previous subperiod, the 

final ISI phase. This rising trend was not everlasting but rather we found that in the last 

decade of the period of analysis sudden declines in profit rates followed, and these were 

more remarkable than the increases experienced earlier.   

The simple decomposition methods we applied showed that the growing profit 

rate during the new restructuring period, comes about as a result of the sharp decline in 

the capital-output ratio both because of a decline in real terms in investment levels 

because of faster rising capital good prices compared to output prices. Faster rising 
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capital goods prices is consistent with the constant devaluations experienced during the 

period and the fact that investment goods were predominantly imported goods.  The 

rising profit rate, despite the constant or a slightly declining trend of the profit share of 

income, confirms our findings that a declining capital-output ratio plays a significant role 

in the change in the profit rate during the period, which is supported by the fact that the 

manufacturing sector had reached full capacity utilization by the mid 1980s.   

We also found that there are huge variations in profit rate trends among different 

subsectors, which would not be possible in an analysis at the aggregate level.  

Furthermore, when we look at the profit margins in different subsectors, we observe that 

they exhibit very similar patterns over time despite differences in profit rates. This 

provides strong evidence that analyses that investigate only profit margins may not 

uncover the variations as we have found here. 

On the side of wages, the decomposition of wage shares indicates that, except in 

the manufacturing of chemical products, at no time does the growth rate of real wages 

exceed the growth rate of labor productivity in all the other subsectors.  The figures for 

the growth rate of real wages throughout the whole period of analysis are either negative 

or lower than the productivity figures.  The conclusion that wage earners have 

consistently lost ground over the period is very clear from the results of the simple 

decomposition analyses on wage shares.  We found evidence supporting the fact that 

wage earners have not been able to restore the redistribution of income away from them.  

Linking our findings on profit rate trends to major policy changes in the economy 

at the macroeconomic level, our results provide considerable evidence that manufacturing 

sector profit rates in 1980s were not only supported by changes in the factors that indicate 
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the shifts in the general economic environment (as a result of policies summarized in 

Chapter 3), but also through changes in conflict-based factors, through the suppression of 

real wages as a consequence of labor market deregulation.  To see the relative impact of 

each these factors, we applied Weisskopf’s (1992) method to decompose these changes 

into these two components: changes due to i)‘environmental’ factors and ii) conflict-

based factors.  We found an increasing significance of the conflict-based component 

throughout the whole period of analysis, the extent of which exhibits variations among 

the different subsectors.  We also present evidence that shifts in conflict-based factors 

tend to increase profits, either by profit-augmenting effects from ‘environmental’ factors 

or by compensating for them when they yield negative profit effects.   

The decomposition of the profit rate in Chapter 4 helps to identify the different 

sources of variability for the two different components of profit change.  In Chapter 5 we 

tested econometrically the impacts of two different groups of factors i) factors that 

indicate changes in distributional conflict ii) indicators for changes in general economic 

environment on the two components of changes in profit rate using a one-step GMM 

estimation method.  Estimation results for the whole sample showed that a rise in the 

unionization index, as expected, has a negative impact on the profit rate.  In addition, the 

rise in the unemployment rate affects profits rate changes positively with a highly 

significant coefficient, consistent with the reserve army of labor hypothesis.  Regarding 

the results obtained by estimates the subsamples by period, in the ISI-last phase and the 

SA-NR phase I the coefficient of unionization index variable is not significant.  Only 

from the beginning of 1990s does the rise in unionization become a negative and 

significant factor, pulling down profit rates.   
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 We also found evidence, supporting arguments from the feminist economics 

literature concerning the relations between changes in the female share of employment 

and changes in profit rates.  In line with previous evidence in a few other developing 

countries, our estimation results showed that the increase in the female share of 

employment either adds to the rising trend of profit rate or offsets the declining trends of 

the profit rate.  This result confirms the feminization of labor hypothesis, demonstrating 

empirically that a rise in the female share of employment has an impact on shifting 

distributional conflict in favor of capital.  By introducing interaction variables indicating 

the mutual influence of trade-related variables and the female share of employment, we 

were also able to test the feminization of labor argument within the context of 

globalization, with quite striking results.  Since the labor force participation of women is 

inherently a conflict-related variable, it is not expected to be significant as an explanatory 

variable in the environmentally-conditioned changes in the profit rate.  Having confirmed 

this last proposition, we found that the impact of a rise in the export share of output, 

along with higher female share of employment, shifts the distributional conflict, favoring 

capital and has a supporting impact on profit rate increases.    

 To summarize our major empirical findings, it is possible to argue that profit rates 

over the period of analysis were not only influenced by changes in environmental factors 

particularly concerning changes in the conditions of external competition and in relation 

to the state’s changing policies but also influenced by the changes in the distributional 

conflict.  These findings are consistent with earlier findings from research that explicitly 

incorporated the role of conflict.  Thus disparities in profit rates among subsectors can 

partly be explained by differences in the extent of change in the state’s role in 



 

 

192

 

accommodating corporate welfare.  We also found evidence for the persistent pace of 

profit rate over time, i.e. the rate sustains itself either through external sources or through 

changes in distributional conflict, which is a well-known tendency in a situation of 

limited external resources under severe conditions of external competition.   

    Following these empirical results, in Chapter 6, we present a theoretical model 

along with its simulations, which reproduces this study’s main empirical findings.  We 

used a conflicting claims framework, making sure that the model structure and its 

behavioral assumptions resemble the characteristics of the Turkish manufacturing sector 

during the period of analysis.   Through this formal model, we were able to demonstrate 

the possible impacts of different factors to changes in the profit rate and thus on the wage 

structure.   

 In the case of the manufactured export sector, we assumed the following specific 

characteristics: i)  target-return pricing behavior on the part of the firm where the targeted 

profit rate corresponds to the one obtained when exporting firms were subsidized by the 

export promotion system, ii) an export demand for goods produced with a relative price 

elasticity which is less than one, iii) a bargaining process where wages are determined 

given a targeted real wage and wage earners try to maintain their money wages based on 

inflation expectations.  We pursued two experiments.  First, by taking the bargaining 

power of labor as endogenously determined in the model and dependent on the level of 

economic activity and second by taking the bargaining power of labor as exogenously 

determined,  conditioned by  different social and historical factors.   The second 

experiment was designed to test out propositions from the feminist literature.   
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 The model indicates how a change in the state’s accommodating role can result in 

rising prices since these firms will try to restore the level of profit rate.  Firms are unable 

to increase the price of their exported output without limit because external competition 

induces a decline in exports, which, in turn, would have a negative impact on the growth 

of employment and hence on bargaining power of labor.  In this way, it was possible to 

see any potential impact of changes in external competition conditions on the wage 

structure.   

 The simulation results we obtained demonstrate that a survival strategy in the 

profit rate may result in different impacts on real wages depending on differences in the 

bargaining power of labor.  The results also showed that in cases where the bargaining 

power of labor is stronger, firms cannot shift the cost of compensating the profit rate onto 

laborers but rather they increase the price level even though they lose market share.  As 

long as the firms have access to a more docile labor force and are able to lower their 

wage costs towards the minimum level, they can  decrease the price level and increase 

their market share..   

To sum up, the contribution of this study is three fold: First unlike earlier studies 

which analyze profits in Turkish manufacturing by focusing on markups or profit 

margins, this study provides an analysis directly of profit rates.  Given that the biggest 

obstacle in calculating the profit rate at the disaggregated level as the lack of capital stock 

data this study presents a method to overcome this problem.   Most profit rate studies 

have been carried out disproportionately in advanced capitalist countries.  Moreover, 

studies at the sectoral level are rather r deve are. This dissertation is quite distinct in three 

aspects: it utilizes a profit rate analysis in a loping country at the sectoral level.  Second, 
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we empirically used the decomposition technique introduced by Weisskopf (1992), which 

to the best of our knowledge, has not been used at all since it was introduced.  The 

methodology generated interesting insights into subsectoral variations, in terms of the 

relative impacts of different factors on profit rate changes that allowed us to relate these 

changes to major policy changes over the period.  Third, the theoretical model, motivated 

by the empirical evidence, presents a framework through which, we were able to bring 

together the possible impacts of changes in the external competition and of domestic 

regulations on the wage structure.  With proper adjustments in the behavioural equations 

and their parameters, the model is a generalizable one and can be applied to the analysis 

of income distribution in other developing economies that have implemented export-led 

strategies. 
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Table A.1  

 
Annual Growth of GDP 

 
 

Year 
 

 
% 

  
Year 

 
% 

 
1950 

 
------ 

  
1981 

 
4.8 

1951 12.8  1982 3.1 
1952 11.9  1983 4.2 
1953 11.2  1984 7.1 
1954 -3.0  1985 4.3 
1955 7.9  1986 6.8 
1956 3.2  1987 9.8 
1957 7.8  1988 1.5 
1958 4.5  1989 1.6 
1959 4.1  1990 9.4 
1960 3.4  1991 0.3 
1961 2.0  1992 6.4 
1962 6.2  1993 8.1 
1963 9.7  1994 -6.1 
1964 4.1  1995 8.0 
1965 3.1  1996 7.1 
1966 12.0  1997 8.3 
1967 3.9  1998 3.9 
1968 ------  1999 -6.1 
1969 4.3  2000 6.3 
1970 4.4  2001 -9.5 
1971 7.0  2002 7.9 
1972 9.2  2003 5.9 
1973 4.9  2004 9.9 
1974 3.3    
1975 6.1    
1976 9.0    
1977 3.0    
1978 1.2    
1979 -0.5    
1980 -2.8    

     
Source: Statistical Indicators, 1923-2004, TURKSAT. 

http://www.die.gov.tr/ENGLISH/kit_ing_1.pdf 
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Table A.2a  

 
Manufacturing Sector Capacity Utilization Rates 

 
 

Weighted Capacity Utilization Rate 
(Yearly Averages) 

 

 
PUBLIC 

 
PRIVATE 

 
TOTAL 

 
 

1978 70.6 60.2 61.6 
1979 67.7 56.0 56.9 
1980 59.6 54.3 55.2 
1981 60.6 55.7 56.7 
1982 67.2 58.0 59.4 
1983 67.5 59.3 60.3 
1984 79.3 73.3 74.3 
1985 73.8 69.3 70.3 
1986 72.5 69.1 70.0 
1987 80.7 76.8 78.2 
1988 77.5 73.5 74.8 
1989 72.4 72.8 72.8 
1990 74.1 75.7 75.2 
1991 76.8 72.6 74.0 
1992 77.8 75.7 76.4 
1993 79.2 79.8 79.6 
1994 78.3 70.8 72.9 
1995 80.5 77.9 78.6 
1996 82.1 76.5 78.0 
1997 81.3 78.6 79.4 
1998 81.0 74.6 76.5 
1999 79.0 69.8 72.4 
2000 79.8 74.4 75.9 

    
Source: State Planning Organization Economic and Social Indicators Database 

http://ekutup.dpt.gov.tr/ekonomi/gosterge/tr/esg.asp 
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Table A.2b 

Capacity Utilization Rate (%) (Subsectors-Private Manufacturing) 
 

 
Years 

 
31 

 
32 

 
35 
 

36 
 

38 
 

1978 61.7 61.6 56.7 58.6 56.8 
1979 58.3 57.7 51.1 58.9 53.2 
1980 58.7 52.9 52.9 57.4 50.4 
1981 58.4 59.9 54.5 60.6 52.4 
1982 59.2 63.5 59.4 56.5 55.1 
1983 58.8 64.3 58.8 57.5 58.0 
1984 69.0 75.8 73.5 73.8 67.3 
1985 64.9 76.1 68.8 73.4 65.0 
1986 64.6 75.4 70.3 75.4 65.2 
1987 73.0 82.3 74.2 86.4 74.0 
1988 68.0 80.5 74.8 85.5 73.0 
1989 68.0 80.1 75.6 87.1 65.9 
1990 69.1 79.3 74.5 86.7 73.7 
1991 71.3 77.1 71.6 83.7 66.6 
1992 68.1 78.6 73.0 88.5 77.8 
1993 72.0 83.4 76.6 91.0 80.9 
1994 71.5 83.2 71.0 84.8 64.0 
1995 73.0 86.6 76.4 87.7 73.8 
1996 71.1 84.7 77.9 88.4 69.8 
1997 72.0 84.0 76.9 90.1 75.7 
1998 66.0 79.3 76.6 90.1 70.7 
1999 64.8 77.7 74.6 90.1 60.1 
2000 66.6 82.0 75.9 90.1 70.9 

      
     Source: ASMI, TURKSTAT. 
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Table A.3 
 

Manufacturing Share in Gross Fixed Investment 
 

 
PUBLIC 

 
PRIVATE 

 
TOTAL 

 
1970 19.8 38.8 32.8 
1971 22.7 40.9 34.7 
1972 29.6 41.2 38.1 
1973 23.8 39.5 34.6 
1974 21.8 43.5 35.7 
1975 27.2 43.3 38.4 
1976 23.3 39.8 35.4 
1977 21.6 38.9 35.1 
1978 19.8 36.9 32.9 
1979 24.1 28.7 29.4 
1980 26.3 30.0 31.2 
1981 21.9 34.1 30.1 
1982 18.9 33.6 27.6 
1983 15.8 32.9 24.9 
1984 14.0 32.9 23.7 
1985 12.6 31.9 21.8 
1986 9.8 31.8 19.9 
1987 6.5 25.2 15.7 
1988 5.9 21.4 15.1 
1989 4.5 19.9 13.8 
1990 4.5 26.2 19.0 
1991 5.0 25.3 18.8 
1992 5.4 24.3 18.1 
1993 3.2 23.6 18.5 
1994 3.1 23.8 19.3 
1995 5.7 26.2 20.9 
1996 4.1 26.1 20.7 
1997 2.5 22.9 18.1 
1998 2.7 23.4 18.0 
1999 2.6 23.8 17.4 
2000 2.9 26.5 19.0 

Source: State Planning Organization Economic and Social Indicators Database 
http://ekutup.dpt.gov.tr/ekonomi/gosterge/tr/esg.asp 
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Table A.4  
 
 

Sectoral Composition of Manufacturing  
 

Value Added (Selected Years) 
 

  1980 1990 2000
     
Consumer Goods 33.1 30.7 31.7
Intermediate Goods 49.1 49.4 45.2
Investment Goods 17.8 19.9 23.0
 

Source: Own calculations using Annual Survey of Manufacturing Industry (ASMI) data. 
See Appendix B for detailed explanation of the source of this database. See Table 
A.6 for the list of 3-digit ISIC (Rev. 2) industries included in three groups of 
sectors. 

 
 
 

Table A.5  
 

Sectoral Composition of Public Manufacturing Sector  
 

Value Added (Selected Years) 
 

 
Consumer 

Goods 
Intermediate 

Goods 
Investment 

Goods 
1980 29.7 62.8 7.4
1985 35.9 58.5 5.5
1990 26.6 69.6 3.8
1995 16.3 80.1 3.7
2000 27.8 68.1 4.1

 
Source: Own calculations using ASMI data. See Appendix B for detailed explanation of 

the source of this database. See Table A.6 for the list of 3-digit ISIC (Rev. 2) 
industries included in three groups of sectors. 
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Table A.6 
 

List of Industry Groups 
 
 

3- Digits level of ISIC(Rev.2)  
 

 

Consumer Goods 

311 Food products 

312 Food manufacturing (not elsewhere included) 

313 Beverages 

314 Tobacco 

321 Textiles 

322 Wearing apparel, except footwear 

Intermediate Goods 

323 Leather products 

324 Footwear, except rubber or plastic 

331 Wood products, except furniture 

332 Furniture, except metal 

341 Paper and products 

342 Printing and publishing 

351 Industrial chemicals 

352 Other chemicals 

353 Petroleum refineries 

354 Miscellaneous petroleum and coal products 

355 Rubber products 

356 Plastic products 

361 Pottery, china, earthenware 

362 Glass and products 

369 Other non-metallic mineral products 

371 Iron and steel 

372 Non-ferrous metals 

Investment Goods 

381 Fabricated metal products 

382 Machinery, except electrical 

383 Machinery, electric 

384 Transport equipment 

385 Professional and scientific equipment 
390 

 
Other manufactured products 
 

Source: See Turel (1993) for industry grouping criteria. 
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Table A.7  
 

Sectoral Composition of Private Manufacturing Sector  
 

Value Added (Selected Years) 
 

 
Consumer 

Goods 
Intermediate 

Goods 
Investment 

Goods 
1980 35.4 39.7 24.9
1985 34.3 39.1 26.6
1990 32.5 40.3 27.2
1995 36.6 38.2 25.2
2000 32.6 40.0 27.3

 
Source: Calculated by using ASMI data. See Appendix B for detailed explanation of the 

source of this database. See Table A.4 for the list of 3-digit ISIC (Rev. 2) 
industries included in three groups of sectors. 
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 This part presents first the data used and calculations of variables we used in our 

empirical analysis.  The data we used come from varied sources.  The main data source 

used is the Annual Survey of Manufacturing Industry42 (ASMI) database carried out by 

the Turkish Statistical Institute (TURKSTAT).  ASMI cover only ‘large establishments’ 

i.e. all public establishments and private establishments (with more than 10 employees up 

to 1983) more than 25 employees (1983 onward).  One by one we describe the variables 

and explain our calculations in the following43.     

  
 

 
Table B.1 

 
List of the Manufacturing Sectors at  

 
2-digits ISIC classification 

 

Code 
 

 
Industry 

 
 

3 Total Manufacturing 
31 Food, Food Products and Beverages 
32 Textiles, Textile Products, Leather and Footwear 
33 Wood and Products of Wood  
34 Pulp, Paper and Paper Products and Publishing 
35 Chemicals, Chemical Products, Rubber and Plastics
36 Manufacture of glass and pottery 
37 Basic Metals, Iron and Steel 
38 Machinery and Equipment 
39 

 
Other Manufacturing 
 

Source: UN Statistics  Division 
http://unstats.un.org/unsd/cr/registry/regcst.asp?Cl=8&Lg=1 

 
  

                                                 
42

 http://www.die.gov.tr/konularr/iy_sanayi.htm  

 
43

 All the figures presented in Appendix A are calculated for total manufacturing industry covering both 

public and private manufacturing sector.  
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 There are two different wage data series we used in this study.  First one is 

provided by ASMI based on annual surveys.  Wages in this dataset refer to the gross 

wage payments done by the employer, which includes, all payments in the form of wages 

and salaries and perdiems gross of income tax, social security and pension fund 

premiums. It excludes social security and pension contributions and the like payable by 

the employer. It also includes overtime payments, bonuses, indemnities and payments in 

kind.  This first wage series corresponds to wages paid to both production workers and 

other personnel.  There is another type of wage series, which provides the wages and 

salaries paid only to production workers (operatives).  We used this second data series in 

calculation real hourly wage rates and other variables where we used wages.  This data is 

obtained from figures provided by only the large establishments covered by the surveys.  

However, the capital stock data series obtained from Saygili et. al. (2002) that used a 

different wage series calculated by State Planning Organization (SPO).  The definition of 

wages is same in both data sources.  The difference is that the former only covers large 

establishments whereas SPO series includes also small and medium-sized establishments 

employing less than 10 workers.  For the wages in total manufacturing sector we used 

SPO series for the reasons first it is the one relevant for our capital stock data and also 

because it covers all the manufacturing establishments’ hence all workers’ wages.     

  Then for our purposes we needed to adjust our subsectors’ wage data according to 

the total sector data by SPO.  We obtained the new adjusted wage series first calculating 

relevant weights for each subsector then multiplied these weights by the data series 

provided by SPO and formed our new adjusted wage series for each subsector including 

the small establishments.  We made the assumption that weights of subsectors obtained 
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from ASMI database are equal to the weights of those sectors’ figures formed by SPO 

database.  For each subsector’s annual wage payments figure we calculated its weight by 

using
W

W
a

i

i
=  where  

  i represents different subsectors ,  

 Wi : annual wage payments in subsector i 

  W :  annual wage payments in total manufacturing sector   

 In our empirical analysis we did not include all subsectors; we excluded the 

sectors that have a small share in total manufacturing sector value added, and 

employment.  Selected sectors account for around 81 percent of the total manufacturing 

value added and around 80 percent of total manufacturing employment over the period 

(Tables B.2 and B.3).  Then excluding four of the subsectors (33, 34, 37 and 39) we start 

our empirical analysis by exploring the wage structure.  We first calculated real yearly 

wages per labor by dividing the total amount of annual wages (we used the adjusted wage 

series we calculated as explained above) paid to production workers by total annual 

number of employees (only production workers).  And real yearly wages per labor are 

calculated by using the cost of living index for wage earners (1987=1) provided by SPO 

Economic and Social Indicators Database. 

 Lastly, for female share of employment we used the data provided by TUIK-

November Manufacturing Survey, which is available only from the year 1990 to 2000.  

We calculated the share of female employment taking the ratio of number of female 

employees over total number of employees only considering production workers.  This 

data can be obtained via a request from: 

http://www.tuik.gov.tr/UstMenu.do?metod=bilgiEdinme 
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Table B.2  
 

Share in Total Manufacturing Value added (%) 
 

Years 
 

 
3 
 

31 
 

32 
 

33 
 

34 
 

35 
 

36 
 

37 
 

38 
 

39 
 

 
1970 70 26 15 1 4 23 0 --- --- --- 
1971 72 31 15 1 4 22 0 --- --- --- 
1972 70 26 16 1 4 23 0 --- --- --- 
1973 100 21 17 1 4 26 5 9 17 0 
1974 100 21 14 1 4 29 5 10 15 0 
1975 100 26 12 1 3 26 5 8 18 0 
1976 100 20 18 2 3 18 5 11 22 0 
1977 100 20 17 2 4 17 6 14 19 0 
1978 100 18 17 2 3 19 7 14 19 0 
1979 100 18 18 2 3 22 6 11 21 0 
1980 100 18 15 1 3 28 7 10 18 0 
1981 100 18 13 1 2 37 7 8 15 0 
1982 100 21 13 1 3 35 6 6 16 0 
1983 100 19 15 1 3 30 6 8 18 0 
1984 100 21 16 1 3 25 6 9 19 0 
1985 100 21 15 1 4 26 7 9 18 0 
1986 100 17 12 1 3 36 7 7 17 0 
1987 100 17 16 1 3 25 8 9 19 0 
1988 100 16 15 1 3 28 8 10 18 0 
1989 100 17 15 1 3 29 7 11 17 0 
1990 100 16 15 1 3 30 8 7 20 0 
1991 100 19 14 1 3 28 7 7 21 0 
1992 100 17 16 1 3 28 7 6 21 0 
1993 100 17 15 1 4 26 8 7 22 0 
1994 100 15 17 1 4 27 8 9 19 0 
1995 100 16 17 1 3 30 7 7 20 0 
1996 100 16 17 1 4 28 7 6 20 0 
1997 100 12 17 1 3 28 7 9 22 0 
1998 100 15 17 1 3 27 7 8 22 0 
1999 100 16 16 1 3 31 7 5 20 0 
2000 

 
100 

 
16 
 

17 
 

1 
 

3 
 

28 
 

7 
 

6 
 

22 
 

1 
 

        Source: ASMI and SPO Economic and Social Indicators 
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Table B.3 

 
Share in Total Manufacturing Employment  

 
(In terms of Number of Employees) 

 
 

Years 
 

 
3 
 

31 
 

32 
 

33 
 

34 
 

35 
 

36 
 

37 
 

38 
 

39 
 

 
1970 66 24 27 2 4 8 --- --- --- --- 
1971 65 24 26 2 5 8 --- --- --- --- 
1972 64 25 25 3 4 8 --- --- --- --- 
1973 100 23 25 2 4 10 7 8 21 0 
1974 100 24 23 2 4 9 7 8 21 0 
1975 100 22 25 2 4 10 7 8 22 0 
1976 100 21 24 2 3 10 7 11 21 0 
1977 100 22 23 2 3 10 7 11 21 0 
1978 100 22 24 2 3 10 8 11 20 0 
1979 100 23 23 2 3 10 8 10 21 0 
1980 100 24 23 2 4 9 7 9 20 0 
1981 100 22 24 2 4 10 7 9 21 0 
1982 100 21 24 2 4 10 7 9 21 0 
1983 100 21 25 2 4 10 7 9 21 1 
1984 100 22 25 2 4 9 7 9 21 1 
1985 100 21 25 2 4 10 8 9 22 1 
1986 100 20 25 2 4 10 8 9 22 1 
1987 100 19 26 2 4 10 8 8 22 1 
1988 100 18 28 2 4 10 8 9 21 1 
1989 100 19 29 2 4 10 8 8 20 1 
1990 100 18 29 2 4 10 8 8 21 1 
1991 100 19 28 2 4 10 7 8 22 1 
1992 100 19 29 2 4 10 7 7 22 1 
1993 100 18 30 2 4 10 7 7 22 1 
1994 100 18 31 2 4 10 7 7 21 1 
1995 100 17 33 2 4 10 7 7 21 1 
1996 100 17 34 2 3 9 7 6 21 1 
1997 100 16 35 2 3 9 6 6 22 1 
1998 100 15 35 2 3 9 7 6 23 1 
1999 100 16 33 2 3 10 7 5 23 1 
2000 

 
100 

 
15 
 

34 
 

2 
 

3 
 

10 
 

7 
 

5 
 

23 
 

1 
 

        Source: ASMI and SPO Economic and Social Indicators 
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 On employment, there are three types of employee data series; one refers to the 

number of employees and the second referring to only production workers (operatives).  

TURKSTAT calculates the annual average number of employees taking the arithmetic 

average of the number of employees in February, May, August and November.  Both of 

these data series cover only large establishments’ employees. 

 There is another type of employment data again compiled by TURKSTAT by 

using Labor Force Surveys, which covers all the establishments in manufacturing sector.  

This data series is used by SPO and also in the study by Saygili et al. (2002).  The study 

uses TURKSTAT Labor Force Surveys Database for the following years after 1988 and 

before 1988 uses the data series formed by Bulutay (1995).  This series is provided for 

total manufacturing sector.  

  Again we adjusted our subsectors’ employee data according to the total sector 

data by Saygili et al (2002).  We obtained the new adjusted number of employees series 

first calculating relevant weights for each subsector then multiplied these weights by the 

data series provided by the data provided and formed our new adjusted number of 

employees data for each subsector including the small establishments.  We made the 

assumption that weights of subsectors obtained from ASMI database are equal to the 

weights of those sectors’ figures formed by Saygili et al (2002).  Doing this assumption 

we had in mind the idea that the higher the number of employees in a subsector covering 

only large establishments compared to others the higher would be the number of 

employees for small establishments as well.       

  For each subsector’s annual average number of employees’ figure we calculated 

its weight by using
L

L
l

i

i
=  where  
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 i represents different subsectors ,  

Li : annual average number of employees in subsector i 

 L :  annual average number of employees in total manufacturing sector   

 The value of labor productivity is calculated as the adjusted value added divided 

by adjusted number of employees (referring to production workers).  There are two 

different data sources for value added.  One is provided by ASMI database (from 1970 to 

2000), which covers large establishments but provides figures at disaggregated level.  

The second one is constructed by State Planning Institute44 the data series (from 1968 to 

2002), which covers the whole manufacturing industry.  The first series is obtained by 

deducting the value of raw materials45 from output46.  Since the capital stock we have, 

uses the latter series, in order to harmonize the value added figures we have for 

subsectors, we used the same adjustment methodology similar to wage and employment 

data series and obtained the adjusted value added for each subsector in our analysis so 

that their value in total corresponds to capital stock data series (Table B.5).   

 

                                                 
44 GDP and value-added data can be accessed from http://www.dpt.gov.tr - Basic Economic and Social 

Indicators.   
45

 The value of input is calculated by subtracting the value of the end-of-year stock (raw materials, 

supplementary materials, packing materials and fuel) from the total value of goods and services purchased 

or transferred, including electricity purchased and the beginning-of year stock (raw materials, 

supplementary materials, packing materials and fuel). The stock value of goods which are purchased to be 

resold without any further processing at the beginning and end of the year have not been included in inputs 

since 1995. 
46

 The value of output is calculated by subtracting the value of the beginning of the year stock (finished and 

semi-finished goods and goods purchased to be resold without any further processing) from the total of 

receipts from sales and services rendered to others, receipts from sales of transfers of electricity plus the 

value of the end-of-year stock (finished and semifinished goods and goods purchased to be resold without 

any further processing) and the production value of fixed assets produced by the establishments staff for 

own use. The value of revenue of interest, rent and capital share have not been included in output since 

1994.  The stock value of goods which are purchased to be resold without any further processing at the 

beginning and end of the year have been included in output since 1995. The value of revenue of 

advertisement, notices and commission has not been included in output since 1995.  
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     Table B.4  
 

Adjusted Number of Employees (in Thousands) 
 

 
Years 

 

 
3 
 

31 
 

32 
 

35 
 

36 
 

38 
 

 
1970 1458 349 397 33 63 119 
1971 1503 357 395 34 72 123 
1972 1633 400 415 43 71 124 
1973 1750 396 435 37 73 167 
1974 1901 449 430 39 70 174 
1975 1921 420 479 43 73 184 
1976 1966 419 466 40 68 193 
1977 2152 466 504 44 75 211 
1978 2164 485 515 44 73 211 
1979 2191 510 503 42 72 209 
1980 2214 523 518 47 80 210 
1981 2228 487 536 45 82 217 
1982 2296 492 560 48 83 230 
1983 2373 507 593 51 87 231 
1984 2427 525 612 50 91 225 
1985 2513 516 632 57 98 239 
1986 2551 517 639 56 98 251 
1987 2628 505 688 58 99 263 
1988 2727 504 750 57 100 264 
1989 2835 542 810 58 100 274 
1990 2820 514 814 55 102 278 
1991 2935 566 815 56 108 291 
1992 3174 593 932 72 113 306 
1993 2950 534 881 67 104 283 
1994 3122 562 965 69 113 301 
1995 3027 524 993 62 109 288 
1996 3230 535 1113 73 112 306 
1997 3439 535 1207 76 100 319 
1998 3459 534 1196 80 105 313 
1999 3440 553 1146 81 101 327 
2000 

 
3230 

 
498 

 
1104 

 
77 

 
97 

 
310 

 
Source: ASMI and SPO Economic and Social Indicators 
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Table B.5 
 

Adjusted Value Added (in Billion TL, 1987=1) 
 

 
Years 

 

 
3 
 

31 
 

32 
 

35 
 

36 
 

38 
 

 
1970 

 
4538.2 

 
1187.3 

 
659.6 

 
1065.5 

 
----- 

 
----- 

1971 4950.8 1524.7 734.7 1078.0 ----- ----- 
1972 5349.7 1413.3 832.3 1218.7 ----- ----- 
1973 5624.1 1156.8 931.2 1465.8 289.4 966.3 
1974 5706.9 1209.7 786.9 1652.6 279.1 883.3 
1975 6650.2 1732.0 822.3 1712.0 312.2 1192.1 
1976 7704.5 1551.7 1405.3 1402.3 413.5 1705.6 
1977 7539.8 1542.0 1246.1 1319.4 479.7 1441.9 
1978 7255.4 1330.7 1240.4 1358.5 505.6 1403.1 
1979 8169.1 1459.6 1485.2 1782.6 472.2 1718.4 
1980 7209.2 1328.1 1095.8 2006.6 493.2 1265.3 
1981 9236.7 1730.5 1238.9 3674.8 652.1 1487.9 
1982 9909.3 2211.7 1351.9 3677.2 613.9 1681.3 
1983 9793.6 1882.0 1443.2 2904.0 591.4 1728.6 
1984 10000.0 2063.5 1583.4 2507.1 581.5 1882.3 
1985 11381.0 2377.5 1674.0 2934.4 746.3 2060.1 
1986 15794.6 2684.1 1971.8 5637.1 1086.7 2633.9 
1987 16318.6 2780.1 2628.8 4105.4 1376.9 3121.1 
1988 18445.5 3037.2 2746.0 5240.3 1405.6 3288.7 
1989 19808.3 3307.7 2963.6 5752.0 1445.5 3329.3 
1990 21744.9 3515.3 3260.4 6447.5 1762.7 4256.3 
1991 23072.6 4416.0 3335.7 6374.7 1601.2 4734.9 
1992 23374.8 4082.3 3637.6 6521.6 1680.8 4956.0 
1993 26249.0 4444.4 3845.3 6756.2 2016.9 5891.4 
1994 24638.1 3696.2 4259.3 6585.2 1876.2 4710.6 
1995 26898.6 4182.8 4484.7 8080.0 1830.4 5300.3 
1996 27948.7 4554.7 4790.7 7864.5 1912.2 5724.8 
1997 31192.4 3736.6 5421.1 8885.9 2105.3 6928.7 
1998 30098.3 4395.8 5216.2 8142.9 2023.9 6507.4 
1999 30691.8 4999.8 4807.9 9549.5 2186.1 6164.8 
2000 

 
32143.8 5045.7 5327.0 8854.2 2213.4 7199.5 

Source: ASMI and SPO Economic and Social Indicators 



 

 

213

 

 

Table B.6 
 

Adjusted Yearly Wages (in Billion TL, 1987=1) 
 

 
Years 

 

 
3 
 

31 
 

32 
 

35 
 

36 
 

38 
 

 
1970 

 
2292.6 

 
492.0 

 
510.6 

 
250.3 

 
----- 

 
----- 

1971 2355.3 470.5 593.3 246.3 ----- ----- 
1972 2403.9 492.6 524.4 257.0 ----- ----- 
1973 3205.7 599.4 687.7 405.3 220.5 740.3 
1974 2889.8 534.8 613.6 384.5 196.5 654.4 
1975 3093.4 582.2 649.8 365.0 221.1 717.0 
1976 3805.2 778.2 592.7 513.6 243.5 864.1 
1977 3974.9 797.4 671.3 516.5 282.0 907.4 
1978 3636.1 730.6 629.0 471.8 271.7 787.3 
1979 3047.0 672.1 502.9 399.3 202.0 669.9 
1980 2453.9 518.7 419.2 314.5 158.3 549.4 
1981 2876.4 587.2 560.6 354.5 188.4 624.0 
1982 2817.7 549.6 520.7 359.6 206.3 643.9 
1983 2787.3 547.3 537.6 342.2 191.5 651.1 
1984 3000.1 572.3 587.9 359.7 221.2 714.8 
1985 2929.1 521.4 567.2 356.4 250.6 720.5 
1986 3188.8 545.7 640.2 421.3 247.8 772.9 
1987 3205.2 512.3 657.5 437.3 245.1 802.2 
1988 3145.5 447.7 712.9 433.0 262.0 764.7 
1989 3773.9 601.7 776.5 548.1 311.8 839.3 
1990 4437.6 719.7 823.4 672.2 398.9 1045.6 
1991 5230.0 887.9 983.1 757.8 381.8 1224.5 
1992 4971.5 916.2 861.4 732.1 380.0 1176.1 
1993 4766.2 855.4 859.8 692.0 333.9 1195.4 
1994 3471.5 645.1 623.5 548.0 244.0 810.1 
1995 3094.4 522.5 620.1 503.5 229.0 760.0 
1996 3168.1 491.7 719.2 479.1 230.0 787.0 
1997 4118.6 613.9 943.7 624.0 289.7 1075.7 
1998 3515.1 539.9 760.2 540.9 244.8 954.6 
1999 3891.5 651.7 808.0 619.3 268.2 1015.3 
2000 

 
3956.6 643.5 802.1 642.0 253.3 1058.0 

Source: ASMI and SPO Economic and Social Indicators 
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Table C.1a 

Fixed Capital Stock (in million TL) 
 

 
 

Own Calculations 
 

Saygili et. al. (2002) 

Years 
 

 
Total 

Manufacturing 

Public 
Manufacturing 

Private 
Manufacturing 

 
 

Total Manufacturing 

1970 75717.1 24556.9 51160.2 ------ 
1971 84616.1 27443.1 57173.1 ------ 
1972 96501.3 31397.7 65103.5 96501.4 
1973 108195.8 32988.2 75207.6 108195.9 
1974 120700.6 34687.2 86013.4 120700.7 
1975 138152.8 38514.1 99638.7 138152.9 
1976 157506.4 42015.5 115490.9 157506.5 
1977 176725.8 46061.6 130664.2 176725.9 
1978 191775.6 48830.8 142944.8 191775.8 
1979 202994.2 51247.9 151746.2 202994.3 
1980 212128.4 54697.0 157431.4 212128.5 
1981 219073.1 56950.8 162122.3 219073.2 
1982 223535.3 58058.6 165476.7 223535.4 
1983 226006.2 58965.1 167041.0 226006.3 
1984 227390.7 59494.5 167896.2 227390.8 
1985 228927.6 60076.3 168851.3 228927.7 
1986 230320.2 59648.6 170671.6 230320.3 
1987 229366.5 58276.5 171090.0 229366.6 
1988 227631.6 56410.5 171221.1 227631.7 
1989 224848.5 54014.7 170833.8 224848.5 
1990 228071.3 51662.0 176409.4 228071.3 
1991 230807.5 49488.9 181318.7 230807.5 
1992 233453.7 47503.0 185950.7 233453.7 
1993 240644.9 44945.4 195699.4 240644.8 
1994 245293.2 41939.9 203353.3 245293.1 
1995 253145.3 39445.4 213699.9 253145.2 
1996 263355.3 36982.5 226372.8 263355.2 
1997 273293.4 34335.6 238957.9 273293.4 
1998 281852.9 32041.0 249811.9 281852.8 
1999 285893.8 29811.4 256082.4 284159.4 
2000 316893.8 29079.0 287814.8 291518.2 

    
         Source: Own calculations and Saygili et al. (2002) 
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Table C.1b  

Manufacturing Capital Stock (current value) (in billion TL) 

Years 
 

Total 
 

Public Sector 
 

 
Private Sector 

 
 

1970 95.2 30.9 64.3 
1971 128.0 41.5 86.5 
1972 164.1 53.2 110.9 
1973 205.6 62.7 142.9 
1974 277.6 79.8 197.8 
1975 373.0 104.0 269.0 
1976 535.5 142.9 392.6 
1977 706.9 184.2 522.7 
1978 1093.1 278.3 814.8 
1979 2435.9 615.0 1820.9 
1980 4433.5 1143.2 3290.3 
1981 7185.6 1868.0 5317.6 
1982 9410.8 2444.3 6966.5 
1983 11209.9 2924.7 8285.2 
1984 15439.8 4039.7 11400.1 
1985 23716.9 6223.9 17493.0 
1986 38233.2 9901.7 28331.5 
1987 49772.6 12646.0 37126.6 
1988 88412.2 21909.8 66502.4 
1989 150198.8 36081.8 114117.0 
1990 228071.3 51662.0 176409.3 
1991 364929.7 78246.9 286682.8 
1992 590941.4 120244.2 470697.2 
1993 971579.3 181462.6 790116.7 
1994 2219117.6 379422.2 1839695.4 
1995 4126114.9 642936.5 3483178.4 
1996 7144905.6 1003346.1 6141559.5 
1997 13247678.9 1664389.7 11583289.2 
1998 21994016.8 2500276.4 19493740.4 
1999 34441170.7 3613252.2 30827918.5 
2000 

 
53440300.2 

 
5330683.6 

 
48109616.6 

 
        Source: Own calculations. 
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Table C.2  

Share in Total Gross Fixed Capital Consumption (di
t) 

Years 
 

 
3 
 

31 
 

32 
 

35 
 

36 
 

38 
 

 
1970 1 0.13 0.18 0.20 0.07 0.20 
1971 1 0.13 0.18 0.20 0.07 0.20 
1972 1 0.13 0.18 0.20 0.07 0.20 
1973 1 0.13 0.18 0.20 0.07 0.20 
1974 1 0.13 0.18 0.19 0.07 0.21 
1975 1 0.13 0.18 0.18 0.08 0.21 
1976 1 0.13 0.19 0.17 0.08 0.22 
1977 1 0.12 0.19 0.16 0.08 0.22 
1978 1 0.12 0.19 0.16 0.08 0.22 
1979 1 0.12 0.19 0.15 0.09 0.23 
1980 1 0.12 0.19 0.14 0.09 0.23 
1981 1 0.13 0.18 0.14 0.09 0.23 
1982 1 0.14 0.17 0.14 0.10 0.23 
1983 1 0.14 0.16 0.14 0.10 0.22 
1984 1 0.15 0.15 0.14 0.10 0.22 
1985 1 0.16 0.14 0.14 0.11 0.22 
1986 1 0.16 0.14 0.15 0.11 0.22 
1987 1 0.16 0.13 0.15 0.11 0.23 
1988 1 0.16 0.13 0.16 0.11 0.24 
1989 1 0.17 0.12 0.17 0.12 0.24 
1990 1 0.17 0.11 0.17 0.12 0.25 
1991 1 0.16 0.13 0.17 0.12 0.24 
1992 1 0.15 0.16 0.17 0.11 0.23 
1993 1 0.14 0.18 0.17 0.11 0.23 
1994 1 0.13 0.20 0.17 0.11 0.22 
1995 1 0.12 0.22 0.17 0.11 0.21 
1996 1 0.11 0.24 0.17 0.10 0.20 
1997 1 0.11 0.25 0.16 0.11 0.21 
1998 1 0.11 0.25 0.16 0.11 0.21 
1999 1 0.11 0.25 0.16 0.11 0.21 
2000 

 
1 
 

0.11 
 

0.25 
 

0.16 
 

0.11 
 

0.21 
 

    Source: Input-Output Tables, TURKSTAT. 
    http://www.die.gov.tr/ENGLISH/index.html 
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Table C.3  
 

Profit Rate (Total Sector)  
 

Years 
 

 
3 
 

31 
 

32 
 

35 
 

36 
 

38 
 

 
1970 

 
0.16 

 
0.40 

 
0.06 

 
0.29 

 
---------- 

 
---------- 

1971 0.16 0.53 0.06 0.26 ---------- ---------- 
1972 0.17 0.42 0.10 0.27 ---------- ---------- 
1973 0.15 0.27 0.10 0.30 0.07 0.08 
1974 0.16 0.31 0.07 0.36 0.07 0.08 
1975 0.16 0.41 0.05 0.32 0.06 0.10 
1976 0.15 0.24 0.15 0.19 0.08 0.14 
1977 0.13 0.23 0.11 0.18 0.09 0.09 
1978 0.12 0.18 0.10 0.20 0.09 0.09 
1979 0.13 0.18 0.13 0.26 0.08 0.12 
1980 0.14 0.19 0.10 0.34 0.10 0.09 
1981 0.15 0.21 0.09 0.54 0.11 0.09 
1982 0.16 0.27 0.10 0.53 0.09 0.10 
1983 0.17 0.22 0.13 0.44 0.09 0.11 
1984 0.18 0.26 0.17 0.40 0.09 0.14 
1985 0.20 0.28 0.18 0.43 0.10 0.14 
1986 0.22 0.24 0.17 0.66 0.13 0.15 
1987 0.25 0.26 0.28 0.46 0.19 0.18 
1988 0.25 0.26 0.26 0.52 0.16 0.17 
1989 0.25 0.25 0.28 0.52 0.14 0.15 
1990 0.25 0.24 0.31 0.53 0.16 0.17 
1991 0.23 0.30 0.21 0.48 0.12 0.18 
1992 0.25 0.28 0.23 0.51 0.14 0.21 
1993 0.26 0.31 0.19 0.50 0.18 0.25 
1994 0.26 0.28 0.22 0.49 0.18 0.21 
1995 0.31 0.39 0.21 0.65 0.18 0.27 
1996 0.31 0.47 0.19 0.62 0.19 0.29 
1997 0.30 0.30 0.17 0.65 0.17 0.30 
1998 0.29 0.41 0.17 0.60 0.16 0.27 
1999 0.25 0.40 0.11 0.64 0.15 0.19 
2000 0.25 0.40 0.13 0.56 0.15 0.24 

                Source: Own calculations 
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Table C.4  

Profit Rate (Private Sector)  

 
Years 

 

 
3 
 

31 
 

32 
 

35 
 

36 
 

38 
 

 
1970 

 
0.06 

 
0.08 

 
0.09 

 
0.04 

 
---------- 

 
---------- 

1971 0.06 0.07 0.12 0.06 ---------- ---------- 
1972 0.08 0.01 0.19 0.10 ---------- ---------- 
1973 0.09 0.10 0.09 0.06 0.04 0.08 
1974 0.09 0.11 0.06 0.09 0.05 0.13 
1975 0.09 0.13 0.18 0.16 0.09 0.18 
1976 0.14 0.10 0.13 0.10 0.10 0.09 
1977 0.11 0.10 0.11 0.10 0.09 0.08 
1978 0.11 0.13 0.15 0.18 0.07 0.13 
1979 0.15 0.10 0.08 0.13 0.07 0.05 
1980 0.12 0.11 0.10 0.29 0.10 0.07 
1981 0.12 0.12 0.11 0.31 0.08 0.08 
1982 0.13 0.11 0.12 0.24 0.08 0.09 
1983 0.15 0.16 0.18 0.25 0.08 0.13 
1984 0.17 0.14 0.19 0.17 0.10 0.14 
1985 0.17 0.14 0.19 0.30 0.14 0.16 
1986 0.19 0.17 0.33 0.25 0.20 0.21 
1987 0.24 0.16 0.29 0.25 0.16 0.18 
1988 0.22 0.18 0.32 0.22 0.16 0.17 
1989 0.22 0.18 0.35 0.24 0.19 0.22 
1990 0.23 0.21 0.25 0.21 0.14 0.22 
1991 0.20 0.21 0.20 0.20 0.13 0.21 
1992 0.20 0.26 0.15 0.21 0.19 0.25 
1993 0.23 0.24 0.16 0.20 0.16 0.16 
1994 0.23 0.36 0.15 0.25 0.17 0.23 
1995 0.27 0.43 0.12 0.24 0.18 0.24 
1996 0.27 0.33 0.11 0.23 0.16 0.26 
1997 0.25 0.35 0.06 0.15 0.11 0.16 
1998 0.22 0.32 0.01 0.27 0.10 0.09 
1999 0.19 0.31 0.05 0.29 0.12 0.19 
2000 

 
0.22 0.31 0.05 0.29 0.12 0.19 

      Source: Own Calculations. 
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Table C.5 

Simple Decomposition of Profit Rate Changes (3) 
 

Years 
 
r 
 

 
π  

 
( )YK  ( )yk  ( )

ky PP  ω  ( )lyv /(  ( )
yw PP  ( )ly  v 

 
1970 0.06 0.24 4.01 3.36 1.19 

 
0.32 

 
0.39 0.83 

 
5.89 

 
2.29 

1971 0.06 0.25 4.51 3.80 1.19 0.34 0.41 0.84 6.35 2.58 
1972 0.08 0.35 4.30 3.53 1.22 0.30 0.36 0.82 6.67 2.42 
1973 0.09 0.33 3.70 2.83 1.31 0.34 0.44 0.77 5.90 2.57 
1974 0.09 0.39 4.39 3.17 1.38 0.34 0.45 0.75 5.80 2.62 
1975 0.09 0.42 4.51 3.49 1.29 0.36 0.44 0.82 6.55 2.88 
1976 0.14 0.54 3.88 3.20 1.21 0.30 0.36 0.82 9.63 3.50 
1977 0.11 0.48 4.54 3.43 1.32 0.35 0.42 0.83 8.73 3.67 
1978 0.11 0.49 4.46 3.15 1.42 0.31 0.34 0.92 9.60 3.27 
1979 0.15 0.67 4.57 3.86 1.18 0.32 0.35 0.92 8.28 2.89 
1980 0.12 0.70 5.86 4.55 1.29 0.28 0.33 0.85 7.87 2.60 
1981 0.12 0.67 5.81 5.29 1.10 0.29 0.33 0.86 8.33 2.76 
1982 0.13 0.68 5.43 4.97 1.09 0.26 0.29 0.91 8.84 2.54 
1983 0.15 0.70 4.75 4.00 1.19 0.24 0.26 0.91 9.82 2.58 
1984 0.17 0.71 4.12 3.24 1.27 0.23 0.28 0.83 9.45 2.63 
1985 0.17 0.70 4.11 3.49 1.18 0.23 0.25 0.90 9.56 2.41 
1986 0.19 0.72 3.83 4.08 0.94 0.18 0.19 0.96 12.35 2.34 
1987 0.24 0.74 3.12 3.12 1.00 0.17 0.17 1.00 13.76 2.40 
1988 0.22 0.72 3.24 3.61 0.90 0.17 0.15 1.10 14.80 2.24 
1989 0.22 0.69 3.12 3.61 0.86 0.20 0.17 1.14 14.51 2.50 
1990 0.23 0.64 2.83 3.29 0.86 0.22 0.17 1.26 17.18 2.97 
1991 0.20 0.58 2.93 3.52 0.83 0.24 0.17 1.39 21.33 3.64 
1992 0.20 0.58 2.87 3.31 0.87 0.21 0.14 1.44 23.07 3.29 
1993 0.23 0.60 2.67 3.16 0.84 0.19 0.11 1.63 28.13 3.20 
1994 0.23 0.68 2.93 3.53 0.83 0.14 0.08 1.63 27.37 2.29 
1995 0.27 0.70 2.63 3.04 0.87 0.15 0.09 1.68 25.45 2.25 
1996 0.27 0.69 2.52 2.82 0.89 0.18 0.10 1.81 22.67 2.20 
1997 0.25 0.60 2.42 2.71 0.89 0.17 0.09 1.95 24.46 2.18 
1998 0.22 0.57 2.61 2.79 0.94 0.20 0.09 2.16 23.43 2.14 
1999 0.19 0.52 2.73 3.15 0.87 0.21 0.09 2.38 26.57 2.38 
2000 0.22 0.54 2.47 2.81 0.88 0.22 0.09 2.39 25.92 2.34 

           
  Source: Own calculations. 
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Table C.6 

Simple Decomposition of Profit Rate Changes (31) 
 

Years 
 
r 
 

 
π  

 
( )YK  ( )yk  ( )

ky PP  ω  ( )lyv /(  ( )
yw PP  ( )ly  v 

 
1970 0.12 0.38 3.27 2.75 1.19 

 
0.26 

 
0.31 

 
0.83 

 
5.67 

 
1.78 

1971 0.08 0.32 4.11 3.46 1.19 0.31 0.37 0.84 5.37 1.98 
1972 0.09 0.38 4.26 3.50 1.22 0.28 0.35 0.82 5.33 1.85 
1973 0.00 0.02 6.63 5.07 1.31 0.56 0.73 0.77 2.71 1.98 
1974 0.12 0.50 4.05 2.93 1.38 0.27 0.36 0.75 4.72 1.70 
1975 0.11 0.48 4.25 3.29 1.29 0.32 0.39 0.82 6.04 2.38 
1976 0.12 0.54 4.38 3.61 1.21 0.29 0.36 0.82 7.81 2.78 
1977 0.11 0.55 4.91 3.71 1.32 0.29 0.35 0.83 7.77 2.72 
1978 0.12 0.53 4.51 3.18 1.42 0.29 0.31 0.92 8.11 2.54 
1979 0.14 0.62 4.49 3.80 1.18 0.38 0.41 0.92 7.26 2.96 
1980 0.14 0.73 5.20 4.04 1.29 0.25 0.29 0.85 7.69 2.26 
1981 0.13 0.72 5.50 5.00 1.10 0.24 0.28 0.86 8.22 2.32 
1982 0.14 0.72 5.16 4.73 1.09 0.22 0.24 0.91 8.97 2.17 
1983 0.13 0.72 5.36 4.52 1.19 0.22 0.24 0.91 8.88 2.10 
1984 0.18 0.75 4.15 3.27 1.27 0.19 0.23 0.83 9.45 2.18 
1985 0.15 0.72 4.68 3.97 1.18 0.21 0.23 0.90 8.97 2.05 
1986 0.15 0.71 4.86 5.18 0.94 0.18 0.18 0.96 10.35 1.91 
1987 0.17 0.73 4.16 4.16 1.00 0.17 0.17 1.00 11.64 1.94 
1988 0.17 0.72 4.19 4.67 0.90 0.15 0.13 1.10 13.42 1.77 
1989 0.18 0.71 3.85 4.47 0.86 0.16 0.14 1.14 13.49 1.94 
1990 0.17 0.63 3.74 4.34 0.86 0.21 0.16 1.26 16.04 2.61 
1991 0.20 0.63 3.21 3.86 0.83 0.20 0.14 1.39 21.11 2.98 
1992 0.20 0.61 3.07 3.54 0.87 0.18 0.13 1.44 23.13 2.96 
1993 0.24 0.64 2.64 3.13 0.84 0.16 0.10 1.63 29.71 2.96 
1994 0.26 0.71 2.71 3.26 0.83 0.12 0.08 1.63 28.61 2.16 
1995 0.38 0.77 2.03 2.34 0.87 0.11 0.07 1.68 30.03 2.05 
1996 0.45 0.77 1.72 1.93 0.89 0.13 0.07 1.81 28.45 2.01 
1997 0.33 0.67 2.01 2.25 0.89 0.14 0.07 1.95 26.21 1.92 
1998 0.36 0.68 1.88 2.00 0.94 0.15 0.07 2.16 28.64 2.00 
1999 0.32 0.62 1.96 2.26 0.87 0.17 0.07 2.38 31.24 2.26 
2000 0.30 0.61 2.00 2.27 0.88 0.19 0.08 2.39 27.92 2.21 

           
  Source: Own calculations. 
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Table C.7 
 

Simple Decomposition of Profit Rate Changes (32) 
 

Years 
 
r 
 

 
π  

 
( )YK  ( )yk  ( )

ky PP  ω  ( )lyv /(  ( )
yw PP  ( )ly  v 

 
1970 0.07 0.21 2.94 2.47 1.19 

 
0.36 

 
0.43 

 
0.83 

 
4.44 

 
1.90 

1971 0.06 0.18 3.13 2.63 1.19 0.40 0.48 0.84 5.21 2.48 
1972 0.13 0.38 3.00 2.46 1.22 0.30 0.37 0.82 5.65 2.09 
1973 0.14 0.36 2.55 1.95 1.31 0.34 0.43 0.77 5.28 2.29 
1974 0.08 0.29 3.80 2.75 1.38 0.41 0.55 0.75 4.73 2.59 
1975 0.06 0.26 4.47 3.47 1.29 0.48 0.59 0.82 4.24 2.49 
1976 0.19 0.60 3.18 2.62 1.21 0.26 0.32 0.82 7.63 2.44 
1977 0.13 0.50 3.77 2.85 1.32 0.34 0.41 0.83 6.89 2.81 
1978 0.12 0.47 3.97 2.80 1.42 0.33 0.36 0.92 7.11 2.57 
1979 0.17 0.68 3.91 3.31 1.18 0.32 0.34 0.92 6.69 2.29 
1980 0.13 0.68 5.17 4.01 1.29 0.31 0.37 0.85 5.79 2.13 
1981 0.12 0.61 4.89 4.45 1.10 0.36 0.42 0.86 5.99 2.51 
1982 0.15 0.65 4.44 4.07 1.09 0.30 0.33 0.91 6.25 2.05 
1983 0.17 0.65 3.76 3.17 1.19 0.29 0.32 0.91 6.59 2.11 
1984 0.23 0.68 2.98 2.35 1.27 0.27 0.33 0.83 6.52 2.13 
1985 0.25 0.68 2.76 2.34 1.18 0.26 0.28 0.90 6.72 1.90 
1986 0.23 0.66 2.89 3.08 0.94 0.24 0.25 0.96 7.63 1.91 
1987 0.38 0.73 1.93 1.93 1.00 0.20 0.20 1.00 9.48 1.89 
1988 0.35 0.69 1.96 2.18 0.90 0.21 0.19 1.10 9.48 1.81 
1989 0.39 0.68 1.74 2.02 0.86 0.23 0.20 1.14 9.17 1.87 
1990 0.41 0.65 1.57 1.83 0.86 0.24 0.19 1.26 10.27 1.95 
1991 0.27 0.55 2.00 2.40 0.83 0.28 0.20 1.39 12.85 2.60 
1992 0.27 0.59 2.15 2.48 0.87 0.22 0.15 1.44 13.94 2.11 
1993 0.21 0.54 2.54 3.01 0.84 0.22 0.14 1.63 15.08 2.08 
1994 0.26 0.68 2.64 3.18 0.83 0.14 0.09 1.63 16.87 1.45 
1995 0.25 0.68 2.71 3.13 0.87 0.16 0.10 1.68 14.58 1.42 
1996 0.23 0.63 2.80 3.13 0.89 0.21 0.12 1.81 12.86 1.51 
1997 0.19 0.52 2.70 3.02 0.89 0.21 0.11 1.95 13.79 1.50 
1998 0.18 0.52 2.90 3.10 0.94 0.22 0.10 2.16 13.69 1.40 
1999 0.12 0.40 3.41 3.94 0.87 0.26 0.11 2.38 14.30 1.57 
2000 0.15 0.45 3.04 3.46 0.88 0.26 0.11 2.39 13.91 1.49 

           
  Source: Own calculations. 
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Table C.8 

Simple Decomposition of Profit Rate Changes (35) 
 

Years 
 
r 
 

 
π  

 
( )YK  ( )yk  ( )

ky PP  ω  ( )lyv /(  ( )
yw PP  ( )ly  v 

 
1970 0.05 0.25 5.09 4.27 1.19 

 
0.30 

 
0.36 

 
0.83 

 
8.91 

 
3.21 

1971 0.05 0.32 5.99 5.05 1.19 0.28 0.33 0.84 9.80 3.27 
1972 0.07 0.39 5.72 4.70 1.22 0.26 0.32 0.82 10.63 3.36 
1973 0.09 0.38 4.20 3.21 1.31 0.30 0.39 0.77 8.80 3.42 
1974 0.06 0.34 5.29 3.82 1.38 0.36 0.48 0.75 8.21 3.91 
1975 0.11 0.50 4.62 3.58 1.29 0.30 0.37 0.82 9.77 3.59 
1976 0.14 0.54 3.78 3.11 1.21 0.30 0.37 0.82 14.02 5.20 
1977 0.10 0.47 4.63 3.50 1.32 0.35 0.42 0.83 11.95 5.06 
1978 0.13 0.54 4.29 3.02 1.42 0.28 0.30 0.92 13.42 4.08 
1979 0.22 0.74 3.42 2.89 1.18 0.25 0.28 0.92 14.24 3.92 
1980 0.18 0.77 4.35 3.38 1.29 0.22 0.26 0.85 14.10 3.61 
1981 0.33 0.86 2.62 2.38 1.10 0.12 0.14 0.86 24.66 3.56 
1982 0.35 0.85 2.43 2.23 1.09 0.12 0.13 0.91 25.49 3.42 
1983 0.29 0.82 2.85 2.41 1.19 0.15 0.16 0.91 21.98 3.52 
1984 0.28 0.80 2.83 2.23 1.27 0.16 0.19 0.83 18.96 3.56 
1985 0.22 0.76 3.50 2.97 1.18 0.18 0.20 0.90 15.93 3.14 
1986 0.33 0.82 2.49 2.66 0.94 0.11 0.12 0.96 27.14 3.21 
1987 0.29 0.78 2.73 2.73 1.00 0.14 0.14 1.00 23.57 3.33 
1988 0.28 0.77 2.80 3.11 0.90 0.13 0.12 1.10 27.76 3.31 
1989 0.24 0.72 3.00 3.48 0.86 0.17 0.15 1.14 25.92 3.92 
1990 0.24 0.67 2.78 3.23 0.86 0.19 0.15 1.26 31.08 4.80 
1991 0.21 0.62 2.95 3.55 0.83 0.21 0.15 1.39 37.74 5.72 
1992 0.21 0.61 2.90 3.34 0.87 0.19 0.13 1.44 42.20 5.50 
1993 0.22 0.62 2.79 3.31 0.84 0.17 0.10 1.63 50.23 5.22 
1994 0.24 0.69 2.92 3.52 0.83 0.13 0.08 1.63 51.05 4.06 
1995 0.29 0.72 2.48 2.86 0.87 0.14 0.08 1.68 51.13 4.15 
1996 0.29 0.71 2.47 2.77 0.89 0.16 0.09 1.81 43.35 3.83 
1997 0.26 0.63 2.43 2.72 0.89 0.16 0.08 1.95 46.48 3.72 
1998 0.19 0.56 2.87 3.07 0.94 0.20 0.09 2.16 41.15 3.80 
1999 0.31 0.64 2.06 2.38 0.87 0.15 0.07 2.38 63.70 4.15 
2000 0.32 0.63 2.00 2.28 0.88 0.17 0.07 2.39 56.88 4.08 

           
  Source: Own calculations. 
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Table C.9 

Simple Decomposition of Profit Rate Changes (36) 
 

Years 
 
r 
 

 
π  

 
( )YK  ( )yk  ( )

ky PP  ω  ( )lyv /(  ( )
yw PP  ( )ly  v 

 
1970 

 
------ 

 
------ 

 
------ 

 
------ 1.19 

 
------ 

 
------ 0.83 

 
------ 

 
------ 

1971 ------ ------ ------ ------ 1.19 ------ ------ 0.84 ------ ------ 
1972 ------ ------ ------ ------ 1.22 ------ ------ 0.82 ------ ------ 
1973 0.08 0.29 3.45 2.64 1.31 0.36 0.47 0.77 5.36 2.51 
1974 0.08 0.33 4.26 3.08 1.38 0.38 0.50 0.75 5.21 2.63 
1975 0.08 0.34 4.55 3.52 1.29 0.42 0.51 0.82 5.57 2.85 
1976 0.09 0.40 4.61 3.80 1.21 0.40 0.48 0.82 7.94 3.83 
1977 0.11 0.44 4.17 3.15 1.32 0.38 0.46 0.83 8.59 3.93 
1978 0.11 0.44 4.13 2.91 1.42 0.35 0.38 0.92 8.95 3.40 
1979 0.11 0.59 5.38 4.55 1.18 0.40 0.43 0.92 6.21 2.70 
1980 0.13 0.72 5.47 4.25 1.29 0.26 0.31 0.85 7.93 2.44 
1981 0.14 0.71 5.22 4.75 1.10 0.25 0.29 0.86 9.39 2.72 
1982 0.11 0.65 5.73 5.25 1.09 0.28 0.31 0.91 9.22 2.84 
1983 0.12 0.66 5.76 4.86 1.19 0.26 0.29 0.91 9.37 2.69 
1984 0.11 0.63 5.70 4.49 1.27 0.29 0.34 0.83 8.21 2.82 
1985 0.13 0.66 4.87 4.13 1.18 0.26 0.29 0.90 9.68 2.77 
1986 0.17 0.72 4.31 4.59 0.94 0.17 0.18 0.96 13.38 2.42 
1987 0.23 0.76 3.30 3.30 1.00 0.15 0.15 1.00 16.21 2.43 
1988 0.19 0.72 3.71 4.13 0.90 0.16 0.14 1.10 16.26 2.32 
1989 0.18 0.66 3.61 4.19 0.86 0.21 0.18 1.14 15.83 2.85 
1990 0.19 0.62 3.21 3.73 0.86 0.23 0.18 1.26 21.17 3.78 
1991 0.15 0.55 3.77 4.53 0.83 0.24 0.17 1.39 23.25 4.01 
1992 0.15 0.54 3.65 4.21 0.87 0.22 0.15 1.44 25.82 3.94 
1993 0.20 0.62 3.02 3.58 0.84 0.17 0.10 1.63 35.80 3.71 
1994 0.20 0.67 3.30 3.97 0.83 0.13 0.08 1.63 33.04 2.72 
1995 0.21 0.68 3.19 3.68 0.87 0.15 0.09 1.68 29.48 2.67 
1996 0.23 0.67 2.97 3.33 0.89 0.17 0.09 1.81 27.62 2.60 
1997 0.20 0.58 2.95 3.30 0.89 0.17 0.09 1.95 30.10 2.61 
1998 0.17 0.56 3.21 3.44 0.94 0.19 0.09 2.16 28.37 2.44 
1999 0.16 0.51 3.24 3.74 0.87 0.20 0.08 2.38 31.05 2.59 
2000 0.16 0.52 3.16 3.60 0.88 0.20 0.08 2.39 30.48 2.56 

           
  Source: Own calculations. 
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Table C.10 

Simple Decomposition of Profit Rate Changes (38) 
 

Years 
 
r 
 

 
π  

 
( )YK  ( )yk  ( )

ky PP  ω  ( )lyv /(  ( )
yw PP  ( )ly  v 

 
1970 0.04 0.16 3.98 3.34 1.19 

 
0.37 

 
0.44 

 
0.83 

 
6.02 

 
2.66 

1971 0.04 0.18 4.22 3.55 1.19 0.38 0.45 0.84 6.71 3.04 
1972 0.09 0.34 3.60 2.95 1.22 0.32 0.39 0.82 7.48 2.89 
1973 0.15 0.40 2.64 2.02 1.31 0.31 0.41 0.77 7.10 2.88 
1974 0.13 0.42 3.37 2.43 1.38 0.33 0.44 0.75 6.59 2.91 
1975 0.16 0.50 3.09 2.40 1.29 0.32 0.39 0.82 8.23 3.23 
1976 0.18 0.54 3.00 2.47 1.21 0.31 0.38 0.82 10.82 4.10 
1977 0.11 0.43 3.99 3.02 1.32 0.39 0.47 0.83 8.64 4.09 
1978 0.11 0.45 4.17 2.94 1.42 0.34 0.38 0.92 9.96 3.74 
1979 0.17 0.68 3.93 3.32 1.18 0.32 0.34 0.92 8.97 3.06 
1980 0.12 0.67 5.58 4.33 1.29 0.32 0.38 0.85 7.66 2.91 
1981 0.12 0.65 5.32 4.84 1.10 0.31 0.36 0.86 8.16 2.98 
1982 0.13 0.65 4.94 4.53 1.09 0.30 0.32 0.91 8.62 2.79 
1983 0.15 0.65 4.41 3.71 1.19 0.29 0.31 0.91 9.28 2.92 
1984 0.19 0.67 3.63 2.86 1.27 0.27 0.32 0.83 9.36 3.00 
1985 0.20 0.67 3.43 2.91 1.18 0.26 0.29 0.90 9.91 2.85 
1986 0.20 0.69 3.42 3.64 0.94 0.21 0.22 0.96 12.25 2.67 
1987 0.25 0.71 2.81 2.81 1.00 0.20 0.20 1.00 14.32 2.83 
1988 0.23 0.70 3.07 3.42 0.90 0.18 0.16 1.10 15.64 2.58 
1989 0.21 0.66 3.18 3.69 0.86 0.21 0.19 1.14 15.57 2.93 
1990 0.24 0.63 2.66 3.08 0.86 0.23 0.19 1.26 19.12 3.54 
1991 0.23 0.57 2.51 3.02 0.83 0.25 0.18 1.39 24.26 4.40 
1992 0.24 0.57 2.38 2.74 0.87 0.22 0.16 1.44 26.44 4.10 
1993 0.28 0.59 2.10 2.49 0.84 0.20 0.13 1.63 31.99 4.02 
1994 0.24 0.63 2.67 3.21 0.83 0.17 0.10 1.63 27.51 2.84 
1995 0.31 0.69 2.22 2.56 0.87 0.17 0.10 1.68 28.15 2.87 
1996 0.34 0.68 1.99 2.23 0.89 0.19 0.11 1.81 25.80 2.74 
1997 0.33 0.61 1.82 2.04 0.89 0.19 0.10 1.95 28.61 2.72 
1998 0.28 0.57 2.03 2.17 0.94 0.22 0.10 2.16 26.58 2.71 
1999 0.20 0.47 2.38 2.75 0.87 0.26 0.11 2.38 27.34 2.94 
2000 0.27 0.53 1.99 2.26 0.88 0.25 0.10 2.39 28.91 2.98 

           
  Source: Own calculations. 
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Table C.11 

Weisskopf Decomposition of Profit Rate Changes (3) 
 

Total Private Manufacturing Sector 
 

Years r** r0 r* r dr dre drc 
 

1970 
 

0.06 
 

0.06 
 

0.06 
 

0.06 
 

0.00 
 

0.00 
 

0.00 
1971 0.06 0.06 0.06 0.06 -0.01 0.00 0.00 
1972 0.07 0.06 0.07 0.08 0.02 0.01 0.02 
1973 0.12 0.06 0.09 0.09 0.03 0.03 0.00 
1974 0.08 0.06 0.07 0.09 0.03 0.01 0.02 
1975 0.09 0.06 0.08 0.09 0.03 0.02 0.02 
1976 0.15 0.06 0.11 0.14 0.08 0.05 0.03 
1977 0.11 0.06 0.08 0.11 0.04 0.02 0.02 
1978 0.11 0.06 0.08 0.11 0.05 0.02 0.03 
1979 0.13 0.06 0.09 0.15 0.09 0.03 0.05 
1980 0.08 0.06 0.07 0.12 0.06 0.01 0.05 
1981 0.09 0.06 0.08 0.12 0.06 0.02 0.04 
1982 0.10 0.06 0.08 0.13 0.06 0.02 0.05 
1983 0.12 0.06 0.09 0.15 0.09 0.03 0.06 
1984 0.15 0.06 0.10 0.17 0.11 0.04 0.07 
1985 0.14 0.06 0.10 0.17 0.11 0.04 0.07 
1986 0.17 0.06 0.12 0.19 0.13 0.06 0.07 
1987 0.22 0.06 0.14 0.24 0.18 0.08 0.10 
1988 0.20 0.06 0.13 0.22 0.16 0.07 0.09 
1989 0.20 0.06 0.13 0.22 0.16 0.07 0.09 
1990 0.22 0.06 0.14 0.23 0.17 0.08 0.08 
1991 0.20 0.06 0.13 0.20 0.14 0.07 0.07 
1992 0.19 0.06 0.13 0.20 0.14 0.07 0.08 
1993 0.22 0.06 0.14 0.23 0.16 0.08 0.09 
1994 0.19 0.06 0.12 0.23 0.17 0.06 0.11 
1995 0.22 0.06 0.14 0.27 0.21 0.08 0.13 
1996 0.22 0.06 0.14 0.27 0.21 0.08 0.13 
1997 0.22 0.06 0.14 0.25 0.19 0.08 0.11 
1998 0.16 0.06 0.11 0.22 0.16 0.05 0.11 
1999 0.14 0.06 0.10 0.19 0.13 0.04 0.09 
2000 0.19 0.06 0.12 0.22 0.16 0.06 0.10 

        
         Source: Own calculations. 
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Table C.12 

Weisskopf Decomposition of Profit Rate Changes (3) 
 

Total Public Manufacturing Sector 
 

Years r** r0 r* r dr dre drc 
 

1970 
 

0.37 
 

0.37 
 

0.37 
 

0.37 
 

0.00 
 

0.00 
 

0.00 
1971 0.39 0.37 0.38 0.39 0.02 0.01 0.01 
1972 0.34 0.37 0.36 0.35 -0.02 -0.01 -0.01 
1973 0.29 0.37 0.33 0.29 -0.08 -0.04 -0.04 
1974 0.35 0.37 0.36 0.35 -0.02 -0.01 -0.01 
1975 0.35 0.37 0.36 0.33 -0.04 -0.01 -0.03 
1976 0.21 0.37 0.29 0.16 -0.21 -0.08 -0.13 
1977 0.26 0.37 0.31 0.21 -0.16 -0.05 -0.11 
1978 0.20 0.37 0.28 0.16 -0.21 -0.08 -0.12 
1979 0.12 0.37 0.25 0.10 -0.27 -0.12 -0.15 
1980 0.20 0.37 0.29 0.18 -0.19 -0.08 -0.11 
1981 0.26 0.37 0.32 0.24 -0.13 -0.05 -0.08 
1982 0.26 0.37 0.32 0.25 -0.12 -0.05 -0.07 
1983 0.23 0.37 0.30 0.22 -0.15 -0.07 -0.08 
1984 0.22 0.37 0.29 0.21 -0.15 -0.07 -0.08 
1985 0.27 0.37 0.32 0.27 -0.10 -0.05 -0.05 
1986 0.33 0.37 0.35 0.33 -0.04 -0.02 -0.02 
1987 0.27 0.37 0.32 0.27 -0.10 -0.05 -0.05 
1988 0.33 0.37 0.35 0.34 -0.03 -0.02 -0.01 
1989 0.35 0.37 0.36 0.34 -0.03 -0.01 -0.02 
1990 0.36 0.37 0.37 0.33 -0.03 0.00 -0.03 
1991 0.43 0.37 0.40 0.35 -0.01 0.03 -0.04 
1992 0.49 0.37 0.43 0.41 0.04 0.06 -0.02 
1993 0.51 0.37 0.44 0.43 0.06 0.07 -0.01 
1994 0.48 0.37 0.42 0.42 0.05 0.05 0.00 
1995 0.54 0.37 0.46 0.52 0.15 0.09 0.06 
1996 0.56 0.37 0.46 0.54 0.17 0.09 0.08 
1997 0.71 0.37 0.54 0.68 0.31 0.17 0.14 
1998 0.89 0.37 0.63 0.86 0.49 0.26 0.23 
1999 0.80 0.37 0.58 0.73 0.37 0.22 0.15 
2000 0.64 0.37 0.50 0.56 0.19 0.14 0.05 

        
         Source: Own calculations. 
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Table C.13 

Weisskopf Decomposition of Profit Rate Changes (31) 
 

Years r** r0 r* r dr dre drc 
 

1970 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
1971 0.39 0.37 0.38 0.39 0.02 0.01 0.01 
1972 0.34 0.37 0.36 0.35 -0.02 -0.01 -0.01 
1973 0.29 0.37 0.33 0.29 -0.08 -0.04 -0.04 
1974 0.35 0.37 0.36 0.35 -0.02 -0.01 -0.01 
1975 0.35 0.37 0.36 0.33 -0.04 -0.01 -0.03 
1976 0.21 0.37 0.29 0.16 -0.21 -0.08 -0.13 
1977 0.26 0.37 0.31 0.21 -0.16 -0.05 -0.11 
1978 0.20 0.37 0.28 0.16 -0.21 -0.08 -0.12 
1979 0.12 0.37 0.25 0.10 -0.27 -0.12 -0.15 
1980 0.20 0.37 0.29 0.18 -0.19 -0.08 -0.11 
1981 0.26 0.37 0.32 0.24 -0.13 -0.05 -0.08 
1982 0.26 0.37 0.32 0.25 -0.12 -0.05 -0.07 
1983 0.23 0.37 0.30 0.22 -0.15 -0.07 -0.08 
1984 0.22 0.37 0.29 0.21 -0.15 -0.07 -0.08 
1985 0.27 0.37 0.32 0.27 -0.10 -0.05 -0.05 
1986 0.33 0.37 0.35 0.33 -0.04 -0.02 -0.02 
1987 0.27 0.37 0.32 0.27 -0.10 -0.05 -0.05 
1988 0.33 0.37 0.35 0.34 -0.03 -0.02 -0.01 
1989 0.35 0.37 0.36 0.34 -0.03 -0.01 -0.02 
1990 0.36 0.37 0.37 0.33 -0.03 0.00 -0.03 
1991 0.43 0.37 0.40 0.35 -0.01 0.03 -0.04 
1992 0.49 0.37 0.43 0.41 0.04 0.06 -0.02 
1993 0.51 0.37 0.44 0.43 0.06 0.07 -0.01 
1994 0.48 0.37 0.42 0.42 0.05 0.05 0.00 
1995 0.54 0.37 0.46 0.52 0.15 0.09 0.06 
1996 0.56 0.37 0.46 0.54 0.17 0.09 0.08 
1997 0.71 0.37 0.54 0.68 0.31 0.17 0.14 
1998 0.89 0.37 0.63 0.86 0.49 0.26 0.23 
1999 0.80 0.37 0.58 0.73 0.37 0.22 0.15 
2000 0.64 0.37 0.50 0.56 0.19 0.14 0.05 

        
         Source: Own calculations. 
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Table C.14 

Weisskopf Decomposition of Profit Rate Changes (32) 
 

Years r** r0 r* r dr dre drc 
 

1970 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
1971 0.05 0.06 0.05 0.06 0.00 0.00 0.00 
1972 0.09 0.06 0.07 0.13 0.07 0.02 0.05 
1973 0.16 0.06 0.11 0.14 0.08 0.05 0.03 
1974 0.06 0.06 0.06 0.08 0.02 0.00 0.02 
1975 0.03 0.06 0.05 0.06 0.00 -0.01 0.01 
1976 0.17 0.06 0.11 0.19 0.13 0.05 0.08 
1977 0.11 0.06 0.09 0.13 0.08 0.03 0.05 
1978 0.09 0.06 0.07 0.12 0.06 0.02 0.04 
1979 0.14 0.06 0.10 0.17 0.12 0.04 0.08 
1980 0.07 0.06 0.06 0.13 0.07 0.01 0.07 
1981 0.09 0.06 0.07 0.12 0.07 0.02 0.05 
1982 0.10 0.06 0.08 0.15 0.09 0.02 0.07 
1983 0.11 0.06 0.08 0.17 0.12 0.03 0.09 
1984 0.17 0.06 0.11 0.23 0.17 0.06 0.11 
1985 0.18 0.06 0.12 0.25 0.19 0.06 0.13 
1986 0.18 0.06 0.12 0.23 0.17 0.06 0.11 
1987 0.31 0.06 0.18 0.38 0.32 0.12 0.20 
1988 0.27 0.06 0.16 0.35 0.29 0.11 0.19 
1989 0.30 0.06 0.18 0.39 0.33 0.12 0.21 
1990 0.32 0.06 0.19 0.41 0.36 0.13 0.23 
1991 0.22 0.06 0.14 0.27 0.22 0.08 0.14 
1992 0.17 0.06 0.12 0.27 0.22 0.06 0.16 
1993 0.13 0.06 0.09 0.21 0.16 0.04 0.12 
1994 0.14 0.06 0.10 0.26 0.20 0.04 0.16 
1995 0.14 0.06 0.10 0.25 0.19 0.04 0.15 
1996 0.11 0.06 0.08 0.23 0.17 0.03 0.14 
1997 0.09 0.06 0.07 0.19 0.14 0.02 0.12 
1998 0.04 0.06 0.05 0.18 0.12 -0.01 0.13 
1999 0.00 0.06 0.03 0.12 0.06 -0.03 0.09 
2000 0.03 0.06 0.05 0.15 0.09 -0.01 0.10 

        
         Source: Own calculations. 



 

 

230

 

 

Table C.15 

Weisskopf Decomposition of Profit Rate Changes (35) 
 

Years r** r0 r* r dr dre drc 
 

1970 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
1971 0.05 0.05 0.05 0.05 0.00 0.00 0.00 
1972 0.07 0.05 0.06 0.07 0.01 0.01 0.01 
1973 0.12 0.05 0.09 0.09 0.04 0.03 0.00 
1974 0.08 0.05 0.07 0.06 0.01 0.01 0.00 
1975 0.11 0.05 0.08 0.11 0.06 0.03 0.03 
1976 0.17 0.05 0.11 0.14 0.09 0.06 0.03 
1977 0.11 0.05 0.08 0.10 0.05 0.03 0.02 
1978 0.12 0.05 0.09 0.13 0.07 0.03 0.04 
1979 0.19 0.05 0.12 0.22 0.16 0.07 0.09 
1980 0.13 0.05 0.09 0.18 0.12 0.04 0.08 
1981 0.30 0.05 0.17 0.33 0.27 0.12 0.15 
1982 0.32 0.05 0.19 0.35 0.30 0.13 0.16 
1983 0.25 0.05 0.15 0.29 0.23 0.10 0.13 
1984 0.26 0.05 0.15 0.28 0.23 0.10 0.13 
1985 0.18 0.05 0.12 0.22 0.16 0.06 0.10 
1986 0.31 0.05 0.18 0.33 0.28 0.13 0.15 
1987 0.26 0.05 0.16 0.29 0.23 0.10 0.13 
1988 0.25 0.05 0.15 0.28 0.22 0.10 0.12 
1989 0.23 0.05 0.14 0.24 0.19 0.09 0.10 
1990 0.25 0.05 0.15 0.24 0.19 0.10 0.09 
1991 0.22 0.05 0.14 0.21 0.16 0.08 0.07 
1992 0.21 0.05 0.13 0.21 0.16 0.08 0.08 
1993 0.23 0.05 0.14 0.22 0.17 0.09 0.08 
1994 0.21 0.05 0.13 0.24 0.18 0.08 0.11 
1995 0.26 0.05 0.16 0.29 0.24 0.11 0.13 
1996 0.25 0.05 0.15 0.29 0.23 0.10 0.13 
1997 0.24 0.05 0.15 0.26 0.20 0.09 0.11 
1998 0.16 0.05 0.11 0.19 0.14 0.05 0.09 
1999 0.29 0.05 0.17 0.31 0.26 0.12 0.14 
2000 0.31 0.05 0.18 0.32 0.26 0.13 0.14 

        
         Source: Own calculations. 
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Table C.16 

Weisskopf Decomposition of Profit Rate Changes (36) 
 

Years r** r0 r* r dr dre drc 
 

1970 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
1971 ------ ------ ------ ------ ------ ------ ------ 
1972 ------ ------ ------ ------ ------ ------ ------ 
1973 ------ ------ ------ ------ ------ ------ ------ 
1974 0.07 0.08 0.07 0.08 0.00 0.00 0.00 
1975 0.07 0.08 0.08 0.08 0.00 0.00 0.00 
1976 0.12 0.08 0.10 0.09 0.01 0.02 -0.01 
1977 0.13 0.08 0.10 0.11 0.03 0.02 0.00 
1978 0.11 0.08 0.10 0.11 0.03 0.02 0.01 
1979 0.08 0.08 0.08 0.11 0.03 0.00 0.03 
1980 0.08 0.08 0.08 0.13 0.05 0.00 0.05 
1981 0.11 0.08 0.09 0.14 0.06 0.02 0.04 
1982 0.09 0.08 0.09 0.11 0.04 0.01 0.03 
1983 0.09 0.08 0.08 0.12 0.04 0.00 0.03 
1984 0.09 0.08 0.08 0.11 0.03 0.01 0.03 
1985 0.12 0.08 0.10 0.13 0.06 0.02 0.04 
1986 0.15 0.08 0.11 0.17 0.09 0.04 0.05 
1987 0.21 0.08 0.14 0.23 0.15 0.07 0.09 
1988 0.17 0.08 0.12 0.19 0.12 0.05 0.07 
1989 0.17 0.08 0.13 0.18 0.11 0.05 0.06 
1990 0.21 0.08 0.14 0.19 0.12 0.07 0.05 
1991 0.16 0.08 0.12 0.15 0.07 0.04 0.03 
1992 0.15 0.08 0.11 0.15 0.07 0.04 0.03 
1993 0.21 0.08 0.14 0.20 0.13 0.07 0.06 
1994 0.17 0.08 0.13 0.20 0.13 0.05 0.08 
1995 0.18 0.08 0.13 0.21 0.13 0.05 0.08 
1996 0.19 0.08 0.13 0.23 0.15 0.06 0.09 
1997 0.18 0.08 0.13 0.20 0.12 0.05 0.07 
1998 0.13 0.08 0.10 0.17 0.10 0.03 0.07 
1999 0.12 0.08 0.10 0.16 0.08 0.02 0.06 
2000 0.14 0.08 0.11 0.16 0.09 0.03 0.06 

        
         Source: Own calculations. 
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Table C.17 

Weisskopf Decomposition of Profit Rate Changes (38) 
 

Years r** r0 r* r dr dre drc 
 

1970 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
 

------ 
1971 ------ ------ ------ ------ ------ ------ ------ 
1972 ------ ------ ------ ------ ------ ------ ------ 
1973 ------ ------ ------ ------ ------ ------ ------ 
1974 0.11 0.13 0.12 0.13 0.00 -0.01 0.01 
1975 0.16 0.13 0.14 0.16 0.04 0.02 0.02 
1976 0.21 0.13 0.17 0.18 0.05 0.04 0.01 
1977 0.12 0.13 0.12 0.11 -0.02 0.00 -0.02 
1978 0.11 0.13 0.12 0.11 -0.02 -0.01 -0.01 
1979 0.14 0.13 0.13 0.17 0.05 0.01 0.04 
1980 0.07 0.13 0.10 0.12 -0.01 -0.03 0.02 
1981 0.09 0.13 0.11 0.12 0.00 -0.02 0.02 
1982 0.09 0.13 0.11 0.13 0.01 -0.02 0.02 
1983 0.10 0.13 0.11 0.15 0.02 -0.01 0.03 
1984 0.15 0.13 0.14 0.19 0.06 0.01 0.05 
1985 0.16 0.13 0.14 0.20 0.07 0.02 0.05 
1986 0.18 0.13 0.15 0.20 0.08 0.03 0.05 
1987 0.23 0.13 0.18 0.25 0.13 0.05 0.08 
1988 0.20 0.13 0.16 0.23 0.10 0.04 0.07 
1989 0.19 0.13 0.16 0.21 0.08 0.03 0.05 
1990 0.24 0.13 0.18 0.24 0.11 0.06 0.05 
1991 0.25 0.13 0.19 0.23 0.10 0.06 0.04 
1992 0.24 0.13 0.18 0.24 0.12 0.06 0.06 
1993 0.29 0.13 0.21 0.28 0.15 0.08 0.07 
1994 0.18 0.13 0.15 0.24 0.11 0.03 0.08 
1995 0.25 0.13 0.19 0.31 0.18 0.06 0.12 
1996 0.27 0.13 0.20 0.34 0.22 0.07 0.15 
1997 0.29 0.13 0.21 0.33 0.21 0.08 0.12 
1998 0.20 0.13 0.16 0.28 0.15 0.04 0.12 
1999 0.13 0.13 0.13 0.20 0.07 0.00 0.07 
2000 0.23 0.13 0.18 0.20 0.07 0.05 0.02 

        
        Source: Own calculations.
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Table D.1 

Real Effective Exchange Rate (reer) 
 

Years reer 
1970 136.0 
1971 109.0 
1972 118.1 
1973 115.0 
1974 128.6 
1975 132.9 
1976 140.5 
1977 140.1 
1978 142.5 
1979 135.1 
1980 112.2 
1981 116.1 
1982 105.5 
1983 101.3 
1984 96.4 
1985 96.9 
1986 80.1 
1987 74.1 
1988 71.1 
1989 76.8 
1990 85.9 
1991 87.5 
1992 84.1 
1993 90.2 
1994 66.3 
1995 71.8 
1996 72.6 
1997 77.5 
1998 85.2 
1999 89.5 
2000 100.0 

  
             Source: World Bank WDI. 



 

 

235

 

 
Table D.2 
 

Estimation Variables (31) 
 

 
Years 

 

 
dre 

 
d(M/Y) 

 
d(X/Y) 

 
davegsize 

 
dreer 

 
drc 

 
duind 

 
dunemp 

 
dfems 

 
1970 ------ 0.00 0.00 0 0 ------ 0.00 0.00 

 
------ 

1971 0.00 0.01 0.01 -9 -27 0.00 0.00 0.40 ------ 
1972 0.00 0.00 0.03 4 -18 0.01 0.01 -0.10 ------ 
1973 -0.04 0.00 0.05 -121 -21 0.05 0.25 0.40 ------ 
1974 0.01 0.03 0.01 28 -7 0.03 0.00 0.90 ------ 
1975 0.02 0.04 -0.03 39 -3 0.02 0.03 1.20 ------ 
1976 0.03 0.01 0.00 133 4 0.02 -0.09 2.60 ------ 
1977 0.01 0.00 -0.02 135 4 0.02 -0.03 3.60 ------ 
1978 0.01 0.00 0.01 188 6 0.03 0.03 3.70 ------ 
1979 0.02 0.00 0.00 123 -1 0.04 0.14 2.50 ------ 
1980 0.01 0.03 0.04 82 -24 0.05 0.01 1.90 ------ 
1981 0.02 0.04 -0.01 87 -20 0.04 -0.06 0.90 ------ 
1982 0.02 0.01 -0.04 127 -31 0.04 -0.02 4.50 ------ 
1983 0.02 0.01 -0.03 143 -35 0.04 -0.03 5.70 ------ 
1984 0.04 0.03 -0.03 251 -40 0.06 -0.04 5.50 ------ 
1985 0.03 0.06 0.08 158 -39 0.04 -0.05 4.80 ------ 
1986 0.03 0.05 0.04 280 -56 0.04 -0.07 ------ ------ 
1987 0.04 0.08 0.06 403 -62 0.05 -0.11 ------ ------ 
1988 0.04 0.06 0.03 540 -65 0.05 -0.10 2.00 ------ 
1989 0.05 0.07 0.00 548 -59 0.06 -0.10 2.60 ------ 
1990 0.05 0.09 -0.01 758 -50 0.04 -0.05 1.00 ------ 
1991 0.07 0.07 -0.01 1162 -49 0.05 -0.07 1.90 0.04 
1992 0.07 0.07 -0.02 1004 -52 0.06 -0.06 1.40 0.00 
1993 0.09 0.06 -0.02 1493 -46 0.07 -0.10 1.50 -0.02 
1994 0.08 0.08 0.06 1476 -70 0.10 -0.10 1.50 0.07 
1995 0.14 0.10 0.04 1752 -64 0.16 -0.10 0.20 -0.02 
1996 0.18 0.12 0.04 1741 -63 0.20 -0.10 -0.60 -0.02 
1997 0.13 0.11 0.06 1635 -58 0.13 -0.10 0.50 -0.01 
1998 0.14 0.08 0.02 1831 -51 0.15 -0.10 -0.20 0.00 
1999 0.12 0.05 -0.04 2121 -47 0.12 -0.09 0.90 -0.01 
2000 0.12 0.06 -0.05 1937 -36 0.11 -0.09 0.50 0.00 

          
      Source: Own calculations. 
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Table D.3 

Estimation Variables (32) 
 

 
Years 

 

 
dre 

 
d(M/Y) 

 
d(X/Y) 

 
davegsize 

 
dreer 

 
drc 

 
duind 

 
dunemp 

 
dfems 

 
1970 ------ 0.00 0.00 0 0 ------ 0.00 0.00 

 
------ 

1971 0.00 0.01 0.04 87 -27 0.00 0.14 0.40 ------ 
1972 0.02 0.00 -0.02 134 -18 0.05 0.05 -0.10 ------ 
1973 0.05 0.00 0.06 97 -21 0.03 0.11 0.40 ------ 
1974 0.00 0.01 0.18 43 -7 0.02 0.10 0.90 ------ 
1975 -0.01 0.01 -0.06 34 -3 0.01 0.14 1.20 ------ 
1976 0.05 0.00 0.03 439 4 0.08 0.06 2.60 ------ 
1977 0.03 0.00 -0.05 370 4 0.05 0.11 3.60 ------ 
1978 0.02 0.00 -0.03 326 6 0.04 0.11 3.70 ------ 
1979 0.04 -0.01 -0.08 254 -1 0.08 0.13 2.50 ------ 
1980 0.01 0.00 0.00 101 -24 0.07 0.12 1.90 ------ 
1981 0.02 0.01 0.07 98 -20 0.05 0.21 0.90 ------ 
1982 0.02 0.00 0.01 133 -31 0.07 0.12 4.50 ------ 
1983 0.03 0.00 0.04 205 -35 0.09 0.10 5.70 ------ 
1984 0.06 0.01 0.09 255 -40 0.11 0.09 5.50 ------ 
1985 0.06 0.00 0.35 107 -39 0.13 0.10 4.80 ------ 
1986 0.06 0.01 0.22 295 -56 0.11 0.08 ------ ------ 
1987 0.12 0.03 0.26 552 -62 0.20 0.05 ------ ------ 
1988 0.11 0.03 0.23 611 -65 0.19 0.05 2.00 ------ 
1989 0.12 0.02 0.25 623 -59 0.21 0.06 2.60 ------ 
1990 0.13 0.04 0.22 751 -50 0.23 0.06 1.00 ------ 
1991 0.08 0.04 0.23 929 -49 0.14 0.12 1.90 -0.01 
1992 0.06 0.04 0.18 675 -52 0.16 0.08 1.40 0.00 
1993 0.04 0.07 0.17 864 -46 0.12 0.08 1.50 -0.01 
1994 0.04 0.08 0.25 1090 -70 0.16 0.04 1.50 0.00 
1995 0.04 0.10 0.24 975 -64 0.15 0.04 0.20 0.01 
1996 0.03 0.12 0.28 895 -63 0.14 0.05 -0.60 -0.01 
1997 0.02 0.14 0.27 1058 -58 0.12 0.05 0.50 0.01 
1998 -0.01 0.12 0.28 1030 -51 0.13 0.04 -0.20 -0.01 
1999 -0.03 ------ ------ 1093 -47 0.09 0.07 0.90 -0.02 
2000 -0.01 ------ ------ 1130 -36 0.10 0.07 0.50 0.01 

          
      Source: Own calculations. 
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Table D.4 

Estimation Variables (35) 
 

 
Years 

 

 
dre 

 
d(M/Y) 

 
d(X/Y) 

 
davegsize 

 
dreer 

 
drc 

 
duind 

 
dunemp 

 
dfems 

 
1970 

 
------ 0.00 0.00 0 0 

 
------ 0.00 0.00 

 
------ 

1971 0.00 0.05 0.00 8 -27 0.00 0.09 0.40 ------ 
1972 0.01 0.07 0.02 34 -18 0.01 0.07 -0.10 ------ 
1973 0.03 0.04 0.02 -139 -21 0.00 0.08 0.40 ------ 
1974 0.01 0.13 0.05 -182 -7 0.00 0.12 0.90 ------ 
1975 0.03 0.01 0.01 -74 -3 0.03 0.09 1.20 ------ 
1976 0.06 0.05 0.00 130 4 0.03 0.14 2.60 ------ 
1977 0.03 0.08 0.00 36 4 0.02 0.02 3.60 ------ 
1978 0.03 -0.02 -0.01 76 6 0.04 0.02 3.70 ------ 
1979 0.07 -0.01 -0.01 78 -1 0.09 0.08 2.50 ------ 
1980 0.04 0.02 0.00 -39 -24 0.08 0.06 1.90 ------ 
1981 0.12 -0.10 0.01 513 -20 0.15 0.01 0.90 ------ 
1982 0.13 -0.15 0.02 652 -31 0.16 0.01 4.50 ------ 
1983 0.10 -0.13 0.03 518 -35 0.13 0.01 5.70 ------ 
1984 0.10 -0.12 0.05 435 -40 0.13 0.02 5.50 ------ 
1985 0.06 -0.05 0.08 222 -39 0.10 0.03 4.80 ------ 
1986 0.13 -0.06 0.07 1178 -56 0.15 0.00 ------ ------ 
1987 0.10 -0.03 0.08 1071 -62 0.13 0.02 ------ ------ 
1988 0.10 -0.04 0.09 1584 -65 0.12 0.02 2.00 ------ 
1989 0.09 -0.05 0.09 1640 -59 0.10 0.04 2.60 ------ 
1990 0.10 -0.05 0.06 2171 -50 0.09 0.06 1.00 ------ 
1991 0.08 -0.03 0.06 2755 -49 0.07 0.07 1.90 -0.02 
1992 0.08 -0.03 0.06 2418 -52 0.08 0.07 1.40 -0.01 
1993 0.09 0.00 0.05 3121 -46 0.08 0.06 1.50 0.00 
1994 0.08 0.01 0.09 3103 -70 0.11 0.04 1.50 0.00 
1995 0.11 0.06 0.08 3358 -64 0.13 0.04 0.20 0.01 
1996 0.10 0.11 0.08 2942 -63 0.13 0.05 -0.60 -0.01 
1997 0.09 0.12 0.08 3303 -58 0.11 0.04 0.50 0.00 
1998 0.05 0.09 0.07 2720 -51 0.09 0.07 -0.20 0.00 
1999 0.12 0.14 0.09 4885 -47 0.14 0.04 0.90 0.00 
2000 0.13 0.20 0.08 4478 -36 0.14 0.04 0.50 0.00 

          
      Source: Own calculations. 
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Table D.5 

Estimation Variables (36) 
 

 
Years 

 

 
dre 

 
d(M/Y) 

 
d(X/Y) 

 
davegsize 

 
dreer 

 
drc 

 
duind 

 
dunemp 

 
dfems 

 
1970 

 
------ 

 
------ 

 
------ 

 
------ 0 

 
------ 

 
------ 0.00 

 
------ 

1971 ------ ------ ------ ------ -27 ------ ------ 0.40 ------ 
1972 ------ ------ ------ ------ -18 ------ ------ -0.10 ------ 
1973 ------ 0.00 0.00 0 -21 ------ 0.00 0.40 ------ 
1974 0.00 0.10 0.00 37 -7 0.00 0.03 0.90 ------ 
1975 0.00 -0.01 0.01 88 -3 0.00 0.00 1.20 ------ 
1976 0.02 -0.02 -0.01 272 4 -0.01 0.03 2.60 ------ 
1977 0.02 -0.02 -0.01 388 4 0.00 -0.01 3.60 ------ 
1978 0.02 0.22 0.02 394 6 0.01 -0.03 3.70 ------ 
1979 0.00 0.14 0.02 85 -1 0.03 0.00 2.50 ------ 
1980 0.00 -0.03 0.00 145 -24 0.05 -0.04 1.90 ------ 
1981 0.02 -0.04 -0.02 264 -20 0.04 -0.01 0.90 ------ 
1982 0.01 -0.05 -0.02 258 -31 0.03 -0.01 4.50 ------ 
1983 0.00 -0.04 -0.01 314 -35 0.03 -0.02 5.70 ------ 
1984 0.01 -0.04 0.00 274 -40 0.03 0.00 5.50 ------ 
1985 0.02 -0.02 0.10 349 -39 0.04 0.00 4.80 ------ 
1986 0.04 -0.01 0.04 789 -56 0.05 -0.03 ------ ------ 
1987 0.07 0.00 0.03 1174 -62 0.09 -0.03 ------ ------ 
1988 0.05 0.01 0.04 1278 -65 0.07 -0.04 2.00 ------ 
1989 0.05 -0.01 0.05 1085 -59 0.06 -0.01 2.60 ------ 
1990 0.07 -0.01 0.05 1590 -50 0.05 -0.02 1.00 ------ 
1991 0.04 -0.01 0.07 1593 -49 0.03 0.00 1.90 0.00 
1992 0.04 -0.01 0.07 1337 -52 0.03 0.00 1.40 -0.01 
1993 0.07 -0.02 0.04 2071 -46 0.06 -0.03 1.50 0.01 
1994 0.05 -0.02 0.10 1865 -70 0.08 -0.03 1.50 0.00 
1995 0.05 0.00 0.10 1644 -64 0.08 -0.02 0.20 0.00 
1996 0.06 0.03 0.12 1597 -63 0.09 -0.02 -0.60 0.00 
1997 0.05 0.01 0.13 1910 -58 0.07 -0.02 0.50 0.00 
1998 0.03 0.01 0.10 1795 -51 0.07 -0.02 -0.20 -0.01 
1999 0.02 0.01 0.13 2175 -47 0.06 -0.02 0.90 0.00 
2000 0.03 0.01 0.16 2067 -36 0.06 -0.01 0.50 0.00 

          
      Source: Own calculations. 
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Table D.6 

Estimation Variables (38) 
 

 
Years 

 

 
dre 

 
d(M/Y) 

 
d(X/Y) 

 
davegsize 

 
dreer 

 
drc 

 
duind 

 
dunemp 

 
dfems 

 
1970 

 
------ 0.00 0.00 0 0 

 
------ 0.00 0.00 

 
------ 

1971 ------ 0.08 0.01 63 -27 ------ 0.06 0.40 ------ 
1972 ------ 0.06 0.01 95 -18 ------ 0.02 -0.10 ------ 
1973 ------ 0.02 0.01 119 -21 ------ 0.08 0.40 ------ 
1974 -0.01 0.19 0.04 97 -7 0.01 0.09 0.90 ------ 
1975 0.02 0.03 0.01 254 -3 0.02 0.09 1.20 ------ 
1976 0.04 0.07 0.01 457 4 0.01 0.10 2.60 ------ 
1977 0.00 0.00 0.01 217 4 -0.02 0.19 3.60 ------ 
1978 -0.01 -0.19 0.01 174 6 -0.01 0.16 3.70 ------ 
1979 0.01 -0.25 0.01 82 -1 0.04 0.16 2.50 ------ 
1980 -0.03 -0.17 0.02 -50 -24 0.02 0.18 1.90 ------ 
1981 -0.02 0.13 0.03 0 -20 0.02 0.15 0.90 ------ 
1982 -0.02 -0.01 0.04 42 -31 0.02 0.13 4.50 ------ 
1983 -0.01 0.01 0.03 120 -35 0.03 0.13 5.70 ------ 
1984 0.01 0.06 0.03 176 -40 0.05 0.11 5.50 ------ 
1985 0.02 0.19 0.16 159 -39 0.05 0.12 4.80 ------ 
1986 0.03 0.28 0.09 400 -56 0.05 0.07 ------ ------ 
1987 0.05 0.13 0.16 614 -62 0.08 0.07 ------ ------ 
1988 0.04 0.15 0.12 775 -65 0.07 0.01 2.00 ------ 
1989 0.03 0.14 0.09 718 -59 0.05 0.02 2.60 ------ 
1990 0.06 0.15 0.08 1333 -50 0.05 0.03 1.00 ------ 
1991 0.06 0.11 0.08 1939 -49 0.04 0.05 1.90 0.00 
1992 0.06 0.07 0.09 1501 -52 0.06 0.05 1.40 0.00 
1993 0.08 0.15 0.07 2086 -46 0.07 0.04 1.50 0.00 
1994 0.03 0.25 0.15 1632 -70 0.08 0.03 1.50 0.00 
1995 0.06 0.27 0.15 1783 -64 0.12 0.03 0.20 0.01 
1996 0.07 0.49 0.18 1691 -63 0.15 0.03 -0.60 0.00 
1997 0.08 0.51 0.18 2066 -58 0.12 0.03 0.50 0.00 
1998 0.04 0.43 0.20 1800 -51 0.12 0.03 -0.20 -0.01 
1999 0.00 0.55 0.33 1819 -47 0.07 0.07 0.90 0.00 
2000 0.05 0.66 0.31 2013 -36 0.02 0.06 0.50 0.00 

          
      Source: Own calculations. 
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Table E.1 
 

Steady-State Equations  

 
Endogenous Variables 
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Table E.2  

Steady-State Parameter Values and Exogenous Variables 

 
Parameters and Exogenous Variables 

25.0
*
=r  
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0
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1=ξ  
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