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Abstract

In September 2009, Turkey experienced a major reform of its pharmaceutical
expenditure and price policy. By introducing a global budget, Turkey saved
some 20 billion TL in public pharmaceutical expenditure in the 2010-2012
period. The lion’s share of this was achieved by introducing stricter price
controls that reduced the profit margins of pharmaceutical producers and
distributors (the populist policy solution), rather than by privatizing the cost of
medicines through, for example, raising out-of-pocket payments (the neoliberal
policy solution). This is a puzzle, given the Justice and Development Party
(Adalet ve Kalkinma Partisi, AKP) government’s usual preference for lenient
and business-friendly regulation. This article explains the policy reform with
reference to (i) the pronounced electoral interests of the AKP’s political
leadership in not substantially reducing access to public health services, (ii) the
absence of powerful business interests in high medicine prices, and (iii) the
absence of a developmentalist commitment to an industrial policy strategy for
the pharmaceutical sector. This case study holds important lessons for scholars
of Turkish politics. It suggests that externally the AKP’s economic and social
policies are driven by the interests of its two major constituencies (namely,
lower-class voters and “Anatolian capital”), while internally they are shaped by
two camps of policy makers (namely, neoliberal-minded technocrats and

election-focused party leaders).
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We will not cut from the people’s medicines.
—Prime Minister Recep Tayyip Erdogan, September 2009

We will make very serious savings in health.
—DMinister of Finance Mehmet Simgek, September 2009

Introduction

NEW PERSPECTIVES ON TURKEY

The Justice and Development Party (Adalet ve Kalkinma Partisi, AKP) has
governed Turkey since November 2002. This period is commonly understood
as one of “neoliberal restructuring."l To be sure, the 2000s and 2010s have
witnessed many neoliberal policy reforms, including the mass privatization of
state-owned enterprises, the reduction of marginal income tax rates, and labor
market flexibilization.” Yet the AKP’s economic and social policy regime has
not been one of neoliberal orthodoxy.3 The party’s commitment to neoliberal
policy principles such as marketization has been regularly compromised by its
conservative ideology and its ardent concern with maintaining popular and elite
support. The presence of these countervailing forces has manifested itself, for
instance, in the expansion and reorganization of social assistance and in the
strengthening of the role of the state in the housing market.* Scholars have
used terms such as “neoliberal populism,” “social neoliberalism,” “heterodox
transition to neoliberalism,” and “passive revolution” to conceptualize the
unorthodox nature of the AKP’s neoliberalism.”

1 See, for example, Ziya Onis and Fikret Senses, eds., Turkey and the Global Economy: Neo-Liberal
Restructuring and Integration in the Post-Crisis Era (London: Routledge, 2009).

2 See, respectively, Ziya Onis, “Power, Interests and Coalitions: The Political Economy of Mass
Privatisation in Turkey,” Third World Quarterly 32, no. 4 (2011): 707-724; Leyla Ates, “Domestic Political
Legitimacy of Tax Reform in Developing Countries: A Case Study of Turkey,” Wisconsin International
Law Journal 30, no. 3 (2012): 706-760; and Aziz Celik, “Turkey’s New Labour Regime under the Justice
and Development Party in the First Decade of the Twenty-first Century: Authoritarian Flexibilization,”
Middle Eastern Studies 51, no. 4 (2015): 618-635.

3 The same can be said about Turgut Ozal's policies in the 1980s, the first phase of neoliberal
restructuring in Turkey; see Ziya Onis, “The Political Economy of Turkey in the 1980s: The Anatomy of
Unorthodox Liberalism,” in Strong State and Economic Interest Groups: The Post-1980 Turkish
Experience, ed. Metin Heper (New York and London: Walter de Gruyter, 1991): 27-40.

4 See, respectively, Ipek Gogmen, “Religion, Politics and Social Assistance in Turkey: The Rise of
Religiously Motivated Associations,” Journal of European Social Policy 24, no. 1 (2014): 92-103; Ayse
Bugra and Osman Savaskan, New Capitalism in Turkey: The Relationship between Politics, Religion and
Business (Cheltenham, Edward Elgar: 2014).

5 See, respectively, Deniz Yildinm, “AKP ve Neoliberal Popilizm,” in AKP Kitabi: Bir Déniisiimiin
Bilancosu, ed. Biilent Duru and ilhan Uzel (Ankara: Phoenix, 2009), 66-107; Tim Dorlach, “The
Prospects of Egalitarian Capitalism in the Global South: Turkish Social Neoliberalism in Comparative
Perspective,” Economy and Society 44, no. 4 (2015): 519-544; Sahan Savas Karatasl, “The Origins of
Turkey's ‘Heterodox’ Transition to Neoliberalism: The Ozal Decade and Beyond,” Journal of
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A particularly widespread notion in this context is that the AKP has been
both neoliberal and populist. Often building on earlier work on “neoliberal
populism” in Latin Americal,6 scholars of Turkish politics have examined the
ways in which the AKP government has combined neoliberal and populist
characteristics.” This literature is complicated by the fact that the term
“populism” has at least two broad meanings.® In the substantive/economic
meaning, populism refers to policies of redistribution and nationalization (often
presumed to have negative fiscal consequences),9 while in the formal/political
meaning it refers to a “a mass movement led by an outsider or maverick seeking
to gain or maintain power by using anti-establishment appeals and plebisci-
tarian linkages."10 Both of these meanings are valid and will probably continue
to coexist in the literature. But it is important to recognize that they have
different implications for how one thinks of “neoliberal populism.” Scholars
who adopt the formal definition of populism tend to think of neoliberal
populism as neoliberal policies introduced with the help of populist politics.
In contrast, those who adopt the substantive definition think of it as some
combination of populist and neoliberal policies."" In this article, I use the

World-Systems Research 21, no. 2 (2015): 387-416; and Cihan Tugal, Passive Revolution: Absorbing the
Islamic Challenge to Capitalism (Stanford, CA: Stanford University Press, 2009).

6 See Kenneth Roberts, “Neoliberalism and the Transformation of Populism in Latin America: The
Peruvian Case,” World Politics 48, no. 1 (1995): 82-116 and Kurt Weyland, “Neoliberal Populism in Latin
America and Eastern Europe,” Comparative Politics 31, no. 4 (1999): 379-401. See also Cristobal Rovira
Kaltwasser, “Latin American Populism: Some Conceptual and Normative Lessons,” Constellations 21,
no. 4 (2014): 494-504.

7  See Umut Bozkurt, “Neoliberalism with a Human Face: Making Sense of the Justice and Development
Party’s Neoliberal Populism in Turkey,” Science & Society 77, no. 3 (2013): 372-396; Mine Eder,
“Deepening Neoliberalization and a Changing Welfare Regime in Turkey,” Turkey’s Democratization
Process, eds. Carmen Rodriguez et al. (Abingdon and New York: Routledge, 2013), 195-220; Ali Burak
Gliven, “Rethinking Development Space in Emerging Countries: Turkey’s Conservative Counter-
movement,” Development and Change 47, no. 5 (2016): 995-1024; Ziya Onis, “The Triumph of
Conservative Globalism: The Political Economy of the AKP Era,” Turkish Studies 13, no. 2 (2012):
135-152; Alper Yadci, “Packaging Neoliberalism: Neopopulism and the Case of Justice and
Development Party,” (MA Thesis, Bogazigi University, 2009); and Yildinm, “AKP ve Neoliberal
Popiilizm.” S. Erdem Aytac and Ziya Onis, “Varieties of Populism in a Changing Global Context:
The Divergent Paths of Erdogan and Kirchnerismo,” Comparative Politics 47, no. 1 (2014):
41-59.

8  For areview of the multiple meanings of populism, see Noam Gidron and Bart Bonikowski, “Varieties
of Populism: Literature Review and Research Agenda,” Weatherhead Center Working Paper Series
(Cambridge, MA: Weatherhead Center for International Affairs, 2013).

9  See, for example, Daron Acemoglu et al., “A Political Theory of Populism,” The Quarterly Journal of
Economics 128, no. 2 (2013): 771-805 and Sebastian Edwards. Left Behind: Latin America and the False
Promise of Populism (Chicago: University of Chicago Press, 2010).

10 Robert R. Barr, “Populists, Outsiders and Anti-establishment Politics,” Party Politics 15, no. 1 (2009), 38.

11 This combination may occur at different levels. A government may combine neoliberal monetary
policy and populist social policy, it may combine (within social policy) neoliberal labor market policy
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substantive definition of populism and therefore adopt this latter policy-based
understanding of neoliberal populism.

Despite the relative abundance of studies demonstrating that the AKP
government has followed both neoliberal and populist policy principles, we still
know relatively little about the political processes behind the AKP’s “neoliberal
populism.” In this article, I contribute to a more fine-grained understanding of
the political dynamics that have underpinned the economic and social policy
making of the AKP government. I empirically study Turkish pharmaceutical

NEW PERSPECTIVES ON TURKEY

policy and, in particular, explain the AKP government’s major reform of
pharmaceutical expenditure and price policy that occurred in September 20009.
This case is relevant for several reasons. Given that pharmaceutical expenditure
makes up a large share of total public health expenditure, pharmaceutical policy
is a significant component of health policy, which, in turn, has played an
important political function for the AKP government. Yet many existing
studies on the politics of Turkish health policy in the 2000s leave aside the
dimension of pharmaceutical policy.'> Moreover, Turkey’s pharmaceutical
policy reform of September 2009 is interesting because it was the result of the
conflicting interests of the various groups that have supported the rule of the
AKP government; namely, the three segments of the business community
(foreign, domestic-secular, and domestic-conservative), Turkey’s lower-class
electorate, and international institutions. Pharmaceutical policy therefore
represents a privileged field for analyzing the political economy of the AKP era.

In September 2009, Turkey’s pharmaceutical expenditure and price policy
experienced an abrupt and major change. After years of rising public expendi-
ture under a pricing system that allowed pharmaceutical producers generous
profit margins, the AKP government introduced a “global budget” that
capped public pharmaceutical expenditure for the 2010-2012 period.”

and populist health policy, or it may combine (within health policy) neoliberal restructuring of service
provision and populist restructuring of health expenditure financing.

12 See Tuba I. Agartan, “Marketization and Universalism: Crafting the Right Balance in the Turkish
Healthcare System,” Current Sociology 60, no. 4 (2012): 456-471; Tuba I. Agartan, “Explaining Large-
Scale Policy Change in the Turkish Health Care System: Ideas, Institutions, and Political Actors,”
Journal of Health Politics, Policy and Law 40, no. 5 (2015): 967-995; Tuba |. Agartan, “Learn, Frame and
Deploy? Cross-National Policy Ideas and Comparisons in Turkey’s Health Reform,” Journal of
Comparative Policy Analysis: Research and Practice 18, no. 1 (2015): 1-16; Caglar Keyder, Nazan
Ustiindag , Tuba Agartan, Cagri Yoltar, eds., Avrupa’da ve Tiirkiye'de Saglik Politikalari (istanbul: lletisim,
2007); Volkan Yilmaz, “Changing Origins of Inequalities in Access to Health Care Services in Turkey:
From Occupational Status to Income,” New Perspectives on Turkey 48 (2013): 55-77; and Volkan
Yilmaz, “Health Reform and New Politics of Health Care in Turkey” (Ph.D. dissertation, University of
Leeds, 2014).

13 While this article only studies the period until late 2012, the same policy regime was still in place in
late 2014. See AIFD, “Letter to H.E. Prime Minister, Prof. Dr. Ahmet Davutoglu, jointly signed by Turkish
pharma industry representatives” (November 27, 2014).
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Crucially, the lion’s share of this expenditure cut was implemented by stricter price
controls that reduced the profit margins of pharmaceutical producers and dis-
tributors (the populist policy solution) rather than by privatizing the cost of med-
icines through, for example, raising out-of-pocket payments (the neoliberal policy
solution).14 As a result, the AKP's post-2009 pharmaceutical expenditure and price
policy were characterized by significant redistribution: over three years, an estimated
amount of 20 billion TL was redistributed from pharmaceutical producers and
distributors to pharmaceutical consumers, who for the most part are reimbursed by
the Turkish state. The reform of September 2009 represented a profound break
with the previous policy regime in that Turkey’s pharmaceutical expenditure and
price policy transformed, practically overnight, from being relatively lenient and
business-friendly to being very strict and anti-business. This reform is a major
empirical puzzle for observers familiar with the AKP government’s usual preference
for lenient and business-friendly regulation.

In a previous study, Ipek Eren Vural argues that the “increasing stringency
of price and expenditure controls” is a reflection of the interests of a capitalist
alliance, including “internationalised fractions of the Turkish capital and the
transnational financial capital,” whose main concern during the global economic
crisis in 2009 was to preserve Turke{s overall economic model; namely, its
“short term capital led growth model.” > Accordingly, she argues that Turkey’s
post-2009 pharmaceutical policy regime was a result of the broader macro-
economic policy context, in particular the government’s commitment to fiscal
discipline. This account goes some way to explaining Turkey’s new pharma-
ceutical expenditure policy; that is, the introduction of a strict global budget.
But it does not explain Turkey’s new pharmaceutical price policy; that is, the
implementation of the global budget primarily by means of price cuts rather
than by means of increasing private pharmaceutical financing. After all, there
was fierce opposition by both domestic and foreign pharmaceutical producers
against Turkey’s new system of strict pharmaceutical price controls.

In contrast to Eren Vural's Marxist account, I provide an explanation of
Turkey's post-2009 pharmaceutical policy change that focuses on the political

actors and processes that produced this outcome. In a nutshell, my argument is

14 While private pharmaceutical financing did not substantially increase in the 2010-2012 period, the
existence of out-of-pocket health expenditure does limit access to health care services, especially for
poor households. See Sarah Brown et al., “Out-of-pocket Health Care Expenditure in Turkey: Analysis
of the 2003-2008 Household Budget Surveys,” Economic Modelling 41 (2014): 211-218 and Burcay
Erus and Nazli Aktakke, “Impact of Healthcare Reforms on Out-of-pocket Health Expenditures in
Turkey for Public Insurees,” The European Journal of Health Economics 13, no. 3 (2012): 337-346.

15 Ipek Eren Vural, “Politics, Reforms, and Regulation of Pharma Prices and Expenditures in Turkey over
the 2000s,” in Pharmaceutical Prices in the 21st Century, ed. Zaheer-Ud-Din Babar (Cham: Springer
International, 2015), 289.
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that the AKP introduced a global pharmaceutical budget because it wanted to
make substantial “savings in health” (saglikta tasarruf) during negotiations with the
International Monetary Fund (IMF) in the aftermath of the 2008—-2009 global
economic crisis, and not because it had any inherent concern with either high
pharmaceutical expenditure or prices. Initially, the technocrats in charge of
economic policy, in particular Deputy Prime Minister for the Economy Ali
Babacan and Minister of Finance Mehmet Simsek, planned to implement the
global budget with the help of a policy instrument from the orthodox neoliberal
toolbox; namely, the privatization of cost through higher out-of-pocket
payments.16 Aware of the potential political cost of restricting public health care
financing and thus “cutting from the people’s medicines,” the AKP’s political
leadership, in particular Prime Minister Recep Tayyip Erdogan, intervened by
demanding that “savings in health” must not reduce popular access to public
health care services. With the neoliberal solution (“retreat of the state”) thus off
the table, Babacan and Simgek turned to the remaining policy solution that could
achieve sizeable savings in public pharmaceutical expenditure; namely, much
stricter government regulation of prices and private sector profits. I argue that this
populist, anti-business reform of pharmaceutical policy should be understood not
only with reference to post-crisis fiscal discipline, but also with reference to, on the
one hand, the absence of powerful business interests in high medicine prices,
and, on the other hand, to the absence of a developmentalist commitment
to a high-price industrial policy strategy for the pharmaceutical sector. Figure 1
graphically summarizes the political process-based argument of this article.

This article is based on research conducted between 2012 and 2014.
Descriptive statistics on public pharmaceutical expenditure, prices, and market
size are employed to demonstrate that Turkey shifted to stricter pharmaceutical
expenditure and price policy. Data on market size and public discounts were
obtained from the pharmaceutical industry and the drug regulatory agency. For
market prices, I draw on high-quality data collected by the global healthcare
consultancy IMS Health. For my explanation of the political process, I draw on

NEW PERSPECTIVES ON TURKEY

news reports, expert interviews, and descriptive statistics. 36 semi-structured,
anonymous interviews were conducted between May 2012 and April 2013.
Interviewees included pharmaceutical regulators, industry executives, and other
pharmaceutical sector experts. Wherever possible, I cite publicly available records,
including news pieces, industry reports, and descriptive statistics. In addition,
further descriptive statistics are used throughout the article to provide evidence for

16 Ali Babacan became Deputy Prime Minister for the Economy, with “enhanced powers,” in May 2009,
and in this function also headed the Economic Coordination Council (Ekonomi Koordinasyon Kurulu,
EKK). Mehmet Simsek became Minister of Finance in May 2009. Both had received graduate degrees
abroad in the areas of business and finance, and both had careers in private business before they
entered politics.
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Figure 1: Explanation of Turkey’s shift to strict pharmaceutical price controls.

1) AKP government seeks IMF's approval of Turkey's three-year economic program in
order to maintain macroeconomic stability; 2) Introduction of a global budget for
public pharmaceutical expenditure; 3) High salience and popularity of health policy
among the AKP's electorate; 4) AKP's political leadership vetoes plans to increase
private pharmaceutical financing; 5) Announcement of strict pharmaceutical price
controls; 6) Foreign pharmaceutical producers have little influence on the AKP
government; 7) “Anatolian capital” has no strong interests regarding pharmaceutical
price controls; 8) Absence of powerful business interests in high medicine prices;
9) Absence of an industrial policy strategy for the pharmaceutical sector;

10) Introduction of strict pharmaceutical price controls.
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central claims. I also draw on the secondary literature that deals with the same
historical juncture."”

The remainder of this article consists of four sections. The next section
provides an overview of the relevant developments prior to 2009, in particular
the AKP’s health reform as well as the concomitant restructuring of the
pharmaceutical market. The third section describes the political process that
led to the introduction of a tight global pharmaceutical budget and strict price
controls in late 2009. The fourth section proposes an explanation of this
puzzling policy reform. The final section concludes by drawing out some of the
more general lessons for scholars of Turkish politics.

The transformation of health and pharmaceutical policy, 2002-2009

The introduction of strict pharmaceutical expenditure and price policy in late 2009
came largely unexpected. But with the benefit of hindsight, one can identify the

17 See, in particular, Ziya Onis and Ali Burak Giiven, “Global Crisis, National Responses: The Political
Economy of Turkish Exceptionalism,” New Political Economy 16, no. 5 (2011): 585-608.
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longer-term developments that set the stage for this earthquake-like policy
chzmge.18 In the following, I will discuss health reform, which turned into one of
the central political projects of the AKP during its first term in government, as well
as the relevant pharmaceutical policy changes of the 2002-2009 period.

In the early 2000s, the need for health reform arose against the background of
an inegalitarian corporatist health care system, where service provision was public
but also highly frzlgmented.19 This had generated substantial inequalities of access,
especially between the insiders and the outsiders of public health care, but also
between the different social security programs.20 In 2002, only 67 percent of the
population was covered by the public health care system,*" and an even lower
share of 58 percent had access to pharmaceutical reimbursement, as the
Green Card program did not cover pharmaceuticals prior to 2005. The AKP
government’s Health Transformation Program (Saglikta Déniisiim Programi) was
launched in 2003 and created a single-payer health care system offering a basic
benefits package to the entire population by unifying existing social security
funds.*> The reform led to a significant expansion of access to public health
services. In 2010, the new system reached a near-universal formal coverage
rate of 96 percent for both health services and pharmaceutical reimbursement.”
As a likely result of this expansion in access, public health outcomes significantly
improved during the 2000s.”* The reform also led to more public health
care spending. The share of public health care expenditure in the GDP rose from
3.78 percent in 2002 to 4.43 percent in 2008.7°

NEW PERSPECTIVES ON TURKEY

18 For a conceptualization of earthquake-like change, see Paul Pierson, “Big, Slow-Moving, and ...
Invisible: Macrosocial Processes in the Study of Comparative Politics,” in Comparative Historical
Analysis in the Social Sciences, ed. James Mahoney and Dietrich Rueschemeyer (New York: Cambridge
University Press, 2003), 177-207.

19 Ayse Bugra and Caglar Keyder, “The Turkish Welfare Regime in Transformation,” Journal of European
Social Policy 16, no. 3 (2006): 211-228.

20 Yilmaz, “Changing Origins of Inequalities.”

21 Agdartan, “Marketization and Universalism,” 461.

22 For arecent review of evidence-based studies on reform outcomes in terms of financial sustainability,
efficiency, equity, and quality, see Zeynep Giildem Okem and Mehmet Cakar, “What Have Health Care
Reforms Achieved in Turkey? An Appraisal of the ‘Health Transformation Programme,” Health Policy
119 (2015): 1153-1163.

23 These formal coverage figures have to be read with care, both because of de facto non-coverage (e.g.,
due to premium indebtedness) and non-take-up. See Gilbiye Yenimahalleli Yasar, “Health
Transformation Programme’ in Turkey: An Assessment,” International Journal of Health Planning
and Management 26, no. 2 (2011): 110-133 and Burcay Erus et al., “Health Policy for the Poor: An
Exploration on the Take-Up of Means-Tested Health Benefits in Turkey,” Social Science & Medicine
130 (2015): 99-106.

24 World Health Organization, “Turkey: Country Cooperation Strategy at a Glance” (Geneva: World
Health Organization, 2013). For a collection of indicators of access to health care and health status,
see Dorlach, “The Prospects of Egalitarian Capitalism,” 529.

25 Turkstat, “Health Expenditure Statistics” (2015).
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The process of health reform also led to important changes in the regulation of
the pharmaceutical market. In February 2004, Turkey’s government fundamentally
reformed the framework of pharmaceutical price regulation by introducing a system
of “external reference pricing,”*® Under this system, the legally permitted maximum
price of a medicine in the Turkish market is determined in relation to the price of
the same product in a group of reference countries. This replaced the previous
system of “cost-plus pricing,” dating back to 1984, under which producers were
theoretically allowed to set prices freely as long as they remained within certain
profit margins (15 percent for total revenues and 20 percent for any single
product).”” One major reason for the 2004 reform was the difficulty of determining
the cost structure of pharmaceutical production and hence the proper
implementation of the 1984 pricing system. At the time of the reform, Minister of
Health Recep Akdag referred to high pharmaceutical prices and the “burden” they
place on public pharmaceutical expenditure as the primary reason for the reform.”®
In fact, this problem had already been identified at the beginning of the Health

Transformation Program:

Proportionally speaking, expenditures on pharmaceuticals are very high in
Turkey. [...] We know that the increases in drug prices do not rest on a
scientific basis. As part of the Health Transformation Program,
stakeholders will be brought together in dialogue and agreement, in order
to solve, according to scientific principles, the longstanding problems with
pharmaceuticals, one of the most important elements of health care.”’

Despite this rhetorical commitment, however, pharmaceutical price controls
did not become substantially stricter prior to September 2009.

In December 2004, the state and the three industry associations signed the
Public Pharmaceutical Purchase Protocol (Kamu Ilag Alim Protokolii), which
liberalized and expanded the pharmaceutical market. First, the 35 million
members of the largest social security fund, the Sosyal Sigortalar Kurumu
(SSK), were allowed to purchase their medicines on the free market.
Previously, they had only been eligible for reimbursement when purchasing
from pharmacies affiliated with the SSK. While this restriction was unpopular

26 For a general overview of external reference pricing, see Jaime Espin, Joan Rovira, and Antonio Olry
de Labry, “External Reference Pricing,” WHO/HAI Project on Medicine Prices and Availability (2011).

27 ipek Eren, “The Transnationalisation of the Turkish Pharmaceutical Industry” (Ph.D. dissertation,
University of Sussex, 2002).

28 “Dolar dusti ithal ila¢c ucuzlamadi,” Hiirriyet, January 11, 2004; “Kanser ilaci ucuzlayacak,” Hiirriyet,
January 18, 2004; and “ithal ilaclar ucuzluyor,” Hiirriyet, January 29, 2004.

29 T.C. Saglik Bakanligi, “Saglikta Donilisim” (Ankara: Ministry of Health, 2003), 34-35. All translations
from Turkish are my own.
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among many of its members, it allowed the fund to purchase through tenders,
and thus at overall lower prices.’® Second, the protocol also entailed the
beginning of pharmaceutical reimbursement for approximately 13.5 million
Green Card holders. Clearly, both changes implied substantial profit oppor-
tunities for producers. In return, producers agreed to grant the state special
public discounts of 4 and 11 percent. Important in this context is that around
85 percent of pharmaceutical consumption in Turkey is financed by the state—
one of the largest so-called public shares in the world—thus constituting a

NEW PERSPECTIVES ON TURKEY

quasi-monopsonistic market structure,> ! Concerning the protocol, Minister of
Finance Kemal Unakitan commented that “this was a win-win situation.”>>

A final important characteristic of the Turkish pharmaceutical market is the
relatively strong protection of intellectual property rights. When Turkey adopted
the World Trade Organization’s Agreement on Trade-Related Aspects of
Intellectual Property Rights (TRIPS) in the 1990s, it used few of the flexibilities
provided. This policy change, which was primarily to the benefit of multinational
pharmaceutical companies, came in the context of Turkey’s regional economic
integration with the European Union.”> In the 2000s, the AKP government did
not fundamentally challenge this strong protection of intellectual property in
Turkey's pharmaceutical sector, but it did implement a rather weak form of
data exclusivity legislation, which was more in the interests of domestic generic
producers than those of foreign producers of original medicines.”*

The business-friendly nature of pharmaceutical regulation in the first seven
years of the AKP government allowed for exceptional market growth. From 2002
to 2009, nominal public pharmaceutical expenditure grew by 17.4 percent
annually. The market for prescription medicines grew by 16.5 percent annually in
the same period—no surprise considering Turkey’s high public share. This strong
value growth was the result of both volume growth (8.5 percent annually) and price
growth (7.4 percent annually).”> While profit data is difficult to collect, the stable

30 Mehmet Top and Menderes Tarcan, “Tiirkiye ilag Ekonomisi ve ila¢ Harcamalari: 1998-2003 Dénemi
Degerlendirmesi,” Liberal Diisiince 35 (2004): 177-200.

31 IEIS, Partnering with the Government to Globalize the Turkish Pharmaceutical Industry (istanbul:
Pharmaceutical Manufacturers Association of Turkey, 2011), 124; OECD, Pharmaceutical Pricing
Policies in a Global Market (2008), 38, http://apps.who.int/medicinedocs/documents/s19834en/
519834en.pdf.

32 “45 milyon kisinin ilag gilesine son veren imza,” Hiirriyet, December 15, 2004.

33 lIpek Eren Vural, “Domestic Contours of Global Regulation: Understanding the Policy Changes on
Pharmaceutical Patents in India and Turkey,” Review of International Political Economy 14, no. 1 (2007):
105-142.

34 Ipek Eren Vural, “Neoliberalism, Intellectual Property Rights and the Turkish Pharmaceutical Industry
in the 2000s,” in The New Political Economy of Pharmaceuticals Production, Innovation and TRIPs in the
Global South, ed. Hans Lofgren and Owain David Williams (Basingstoke: Palgrave Macmillan, 2013):
221-245.

35 jEiS (2013); author’s calculation.
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value and price growth in the 2002-2009 period suggests that overall producer
profitability was not substantially compromised by any of the AKP government’s
regulatory changes prior to September 2009.

This boom period in the Turkish pharmaceutical market was accompanied by
a wave of foreign acquisitions of local proclucers.36 Even after the onset of the global
economic crisis, producers expected this boom to continue. In February 2009, one
foreign executive remarked that the pharmaceutical sector had been “least affected
by the crisis” compared to other sectors of the Turkish economy and that he saw a
“bright future” for it.>” This sentiment was widely shared: in April 2009, an article
in the magazine Pharmaceutical Executive selected Turkey as one of the world’s
seven “pharmerging markets” and predicted annual growth of 11-14 percent
through 2013. Turkey, with its exceptionally high public share, was especially
attractive to multinational pharmaceutical producers during the global economic
crisis because “growth in publicly funded markets is likely to ameliorate some of the
stress.”>® These expectations were to be disappointed very soor.

The shift to stricter pharmaceutical expenditure and price policy,
2009-2012

While the 20082009 global economic crisis had not directly affected Turkey’s
pharmaceutical market, it eventually triggered the Turkish government to do
so itself by means of stricter regulation. With GDP contracting by 4.7 percent
in 2009 and unemployment climbing from 9.9 percent in 2008 to 14 percent in
2009, Turkey's economy was severely hit by the crisis.”” To address the crisis,
the government began negotiating a stand-by agreement with the IMF in
December 2008. While the agreement was never concluded, negotiations
continued throughout 2009. Onis and Giiven have argued that Turkey's
government was not actually interested in the credit line, but rather in the
positive psychological effect that the appearance of successful negotiations with
the IMF would have on investors. Turkey therefore employed “the process as a
quasi-anchor to manage market expectations,"40 As will become clear in this
section, these negotiations with the IMF constituted a critical juncture during

36 Vural, “Neoliberalism, Intellectual Property Rights,” 233-235; PricewaterhouseCoopers, “Pharmaceu-
tical Deals: Mergers and Acquisitions Activity within the Turkish Pharmaceutical Market, 2006-2009
Review,” 2009, https://www.pwc.com/gx/en/pharma-life-sciences/pdf/pwc-pharmacy09.pdf.

37 “ilag sektdriiniin 6nii acik,” Hiirriyet, February 3, 2009.

38 Raymond Hill and Mandy Chui, “The Pharmerging Future,” Pharmaceutical Executive 29, no. 7 (2009):
44. The other six “pharmerging markets” were Brazil, Russia, India, China, Mexico, and South Korea.

39 Onis and Giiven, “Global Crisis, National Responses,” 588-589.

40 Ibid., 603.
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which Turkish policy makers introduced a global budget and stricter price
controls for pharmaceuticals.

In practice, the managing of market expectations meant that policymakers
were drafting an economic program for 2010-2012 and were seeking the IMF’s
(public) approval of it. Unsurprisingly, the IMF demanded commitment to
structural reforms, including measures to contain public health care
expendi‘cure.41 When it became clear by mid-2009 that substantial cuts to the
health budget had to be made, the question for policy makers became where

NEW PERSPECTIVES ON TURKEY

these savings could be realized. At this point, attention turned to public
pharmaceutical expenditure in particular. Coincidentally, 2009 also happened
to be the first year since the launch of the health reform in which
public pharmaceutical expenditure grew at a higher rate (23.9 percent) than
public non-pharmaceutical health expenditure (9.0 percent). This development
had become foreseeable to policy makers by mid-2009. In fact, it was reported
to them that pharmaceutical expenditure in Turkey had been growing faster
than in any other country in the Organization for Economic Cooperation and
Development (OECD).** It was at this point that policy makers began to
perceive pharmaceutical expenditure as a target both promising and deserving
for the realization of significant cuts to the health budget.

The government’s commitment to stable and predictable public finances
was to be signaled through three-year “global budgets”; that is, predetermined
upper spending limits. It was in late July 2009 when it was first reported
that Deputy Prime Minister Babacan was planning to introduce separate
global budgets for the state’s hospital and pharmaceutical expenditures.*’
From the first conception of the policy idea, things proceeded quickly and
apparently without much consultation of the pharmaceutical sector.
In late August 2009, Minister of Finance Simgek announced that global
budgets would be introduced for public expenditure on private, state, and
university hospitals (including inpatient pharmaceutical consumption) as well
as for public pharmaceutical expenditure (covering outpatient pharmaceutical
consumption).”* The global health budgets were eventually announced on
September 15, 2009 as part of the 2010-2012 Medium Term Program
(the “IMF budget” discussed above). Minister of Labor and Social Security
Omer Dinger announced that public health care expenditure would be reduced

41 "IMF'den orta vadeli programa ‘cesaret verici’ mesaji geldi,” Htirriyet, September 18, 20009.

42 “Saglik harcamasi son 9 yilda ylzde 40 arttl,” Medimagazin, September 14, 20009.

43 Ali Babacan appears to have been the key policy maker in the process. He apparently was the person
who decided on the size of the global budget and on the introduction of price controls. In turn, he
was also the policy maker whom producers tried to persuade to relax regulations; see “Babacan ilag
harcamalari i¢in de st sinir istedi,” finanstrend.com, July 31, 2009.

44 Fatih Cekirge, “Yeni 6nlem paketi geliyor,” Hiirriyet, August 31, 2009.
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by a total of 3 billion TL in 2010, half of which would be realized in the
pharmaceutical budget.*”

However, there was no automatic link between the decision to cut public
pharmaceutical expenditure and the introduction of stricter pharmaceutical price
controls. Instead, Turkish policy makers had two alternative policy solutions to the
problem of public pharmaceutical expenditure cuts. The first of these, the neoliberal
policy solution, would have reduced public pharmaceutical expenditure primarily by
increasing the private share in pharmaceutical financing. This could have been
achieved by such policy instruments as higher co-payments, higher out-of-pocket
payments, and the delisting of medicines from the reimbursement positive list.
However, such a “retreat of the state” by and large did not occur in the years after
the 2009 reform.*® Instead, policymakers went for the second option, the populist
policy solution, where the aim of lower public pharmaceutical expenditure is
primarily achieved by financing the same volume of medicines at lower prices. In the
case of Turkey, this was primarily achieved by stricter price controls and, to a lesser
extent, by increased generic substitution of prescribed original drugs.

That Turkish policy makers had eventually embraced the populist policy
solution became clear when the details of the 2010-2012 Medium Term
Program were announced on September 16, 2009. The 1.5 billion TL of
envisioned pharmaceutical savings were to be realized through reducing supply
sector profitability. Minister of Labor and Social Security Dinger announced at
the budget presentation that “nothing will change in the way citizens receive their
health service. But we will negotiate with the service, drug, and device sectors from
which we purchase.”*” He added that the primary policy tools would be to reduce
manufacturer prices and to implement public discounts.

This announcement was followed by two-and-a-half months of government
negotiations with the three large pharmaceutical industry associations, who even-
tually accepted severe price cuts in order to implement the global pharmaceutical
budget by signing an agreement in December 2009."® The agreement specified the

45 Aysel Alp, “Grip olan hastaneye gidemeyecek!” Hiirriyet, September 16, 2009. At that point, the
specific size of the global pharmaceutical budget over the next three years had not yet been
announced, but it had apparently already been agreed upon internally.

46 Contributory payments for pharmaceuticals have remained at 20 percent (standard rate) and
10 percent (reduced rate, for “kurumdan gelir ve aylik alanlar”) of the purchased value since 2007.
However, an additional contributory payment of 3 TL for up to three prescriptions and 1 TL for each
additional prescription was introduced in February 2012 (worth around 1 billion TL annually), after
three waves of price cuts in 2009, 2010, and 2011; see SGK, Sosyal Giivenlik Kurumu Saglik Uygulama
Tebligi, adopted June 15, 2007, Resmi Gazete 26532 (Mukerrer) (May 25, 2007) and SGK, Sosyal
Glivenlik Kurumu Saghk Uygulama Tebliginde Degisiklik Yapilmasina Dair Tebligi, adopted February 29,
2012.

47 Alp, “Grip olan hastaneye gidemeyecek!”

48 See AIFD, IEIS, and TiSD, Orta Vadeli Program ve Biitce Disiplini Agisindan AIFD-IEIS-TISD Ortak Model
Onerisi (01.12.2009), 2009, http://www2.tbmm.gov.tr/d23/7/7-11343c.pdf.
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Figure 2: Turkey’s Nominal Public Health Care Expenditure, 2002-2012.
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three-year budget: after an initial cut of 9 percent (the 1.5 billion TL promised in
September) to 14.6 billion TL in 2010, the budget would be allowed to grow by
7 percent in 2011 and 2012 (to 15.5 and 16.7 billion TL, respectively). However,
because the budget was to be enforced over the three-year period, overshooting in
one year would lead to additional cuts in the subsequent year. This is why the actual
development of expenditure in 2010-2012 followed a different path. Overall, the
impact of the global budget was massive. Had public pharmaceutical expenditure
continued to grow at 17.4 percent (the compound annual growth in 2002—-2009)
after 2009, then the total expenditure in 2010-2012 would have been 67 billion
TL. Compared with this faitly realistic baseline scenario, the global budget of 46.8
billion TL implied a savings of 20.2 billion TL, or 30 percent, over three years.
Figure 2 and Figure 3 illustrate the effect of the global budget on the
development of public pharmaceutical and health expenditure. In nominal terms,
public pharmaceutical expenditure grew steadily from 2002 to 2009, while public
non-pharmaceutical health expenditure grew equally steady, but faster. With the
introduction of the global budget, pharmaceutical expenditure stagnated, while
non-pharmaceutical health expenditure continued to grow (Figure 2). Industry
representatives sarcastically remarked that they would be “the ATM of the
government,"49 In relative terms, pharmaceutical expenditure was slowly declining
from 2002 to 2008, while non-pharmaceutical health expenditure was growing
(with the crisis year of 2009 representing a bit of an outlier). After the introduction
of the global budget, pharmaceutical expenditure rapidly decreased, while non-
pharmaceutical health expenditure more or less stagnated (Figure 3).

49 Personal communication with a pharmaceutical industry executive, istanbul, January 22, 2013.
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Figure 3: Turkey’s Relative Public Health Care Expenditure, 2002-2012.
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One might wonder why all three producer associations accepted the
global budget. Thanks to Wikileaks, we know that the American embassy
cabled home that “under the terms of the deal, the [Turkish government]
moved only marginally from its initial negotiating stance, and reserved
the right to modify the terms of the deal if economic conditions change.
[...] Industry analyst appraisals of the deal have ranged from ‘ruinous’ to
‘disastrous,’ but all agreed that even the minor improvements were better than
no deal at all.””°

Over the three-year duration of the 2010-2012 global budget, Turkish
policy makers zealously implemented the price controls necessary to meet the
budget. Three policy instruments were particularly effective in this regard.”"
First, the framework of external reference pricing was employed to bring
down maximum market prices by reducing the reference factor, especially, of
generic and off-patent original ph;:lrmaceuticals,52 Second, mandatory
public discounts were increased and applied disproportionately to on-patent

50 “Turkey: Compromise Deal Reached on Pharma, but Industry, Pharmacists Still Angry,” WikiLeaks
cable no. 09ANKARA1740_a, December 7, 2009.

51 For a more detailed description of the implemented price controls, see Tim Dorlach, “The Political
Economy of Pharmaceutical Prices: The Case of Turkey, 2002-2012" (MA thesis, Bogazici University,
2013), 58-73.

52 Three categories of pharmaceuticals can be distinguished. An on-patent original pharmaceutical is a
drug for which a company holds a patent, thereby creating a monopolistic market. Once the patent
has expired, this drug remains on the market as an off-patent original pharmaceutical (often with an
above-average market share and an above-average price), but now faces competition through
generic pharmaceuticals, which are bioequivalent versions of the original drug, produced by other
companies.
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original pharmaceuticals.53 Third, the exchange rate used for external reference
pricing was kept fixed at 1.9595 TL/Euro from April 2009, and therefore
significantly undervalued for most of the 2010-2012 period.

Overall, the stricter price controls proved very effective.”® After the
pharmaceutical average price had steadily increased from 2002 to 2009
(7.4 percent annual price growth), this trend was reversed from 2009 to 2012
(—4.6 percent annual price grow‘ch).55 For many of the best-selling medicines,
price deterioration was even more significant. The average prices of the ten
best-selling pharmaceuticals in 2009 fell annually by 13.5 percent from 2009 to
2012.°¢ However, success at reducing prices was uneven across different

NEW PERSPECTIVES ON TURKEY

categories of pharmaceuticals. While prices of off-patent original and generic
pharmaceuticals decreased substantially, it appears that the government was
less able to reduce the prices of crucial on-patent original pharmaceuticals.57
By and large, however, pharmaceutical prices decreased substantially between
2009 and 2012 due to the stricter price regulations.

Explaining the policy shift: electoral interests, business interests, and
industrial policy

In the previous section, I outlined how Turkey shifted from a lenient and
business-friendly to a strict and anti-business pharmaceutical expenditure and
price policy in late 2009. This naturally raises the question of why this policy

53 These mandatory public discounts were applied with varied success. In December 2011, policy
makers needed to remove discounts for some medicines; see “ilac krizi ¢c6ziildi,” Hiirriyet, December
19, 2011.

54 Turkish policy makers also benefited from the European crisis in their attempt to cut prices. Falling
prices, in particular in Greece and Spain, were directly transmitted to the Turkish market through the
system of external reference pricing. However, instead of compensating producers for these losses, or
at least not burdening them with further price cuts, Turkish regulators continued to leverage these
falling prices abroad through increasingly strict regulations.

55 The pharmaceutical average price used here is calculated as total revenues divided by total volume
sold for the entire market or a specific pharmaceutical, and is based on firm data. While this measure
may be distorted for several reasons (the composition of the pharmaceutical market changes over
time, or boxes may become smaller), it is the only measure that reliably includes the important effect
of public discounts, which are excluded from list prices.

56 IMS 2014; author’s calculation.

57 This point can be illustrated with the example of the breast cancer medicine Herceptin, produced by
Swiss multinational Roche). Despite being one of the most expensive medicines on the market, its
price was among the least affected by the price controls. In effect, it improved from the eighth to the
first best-selling pharmaceutical (by revenue value) between 2009 and 2012. It was difficult for
Turkey’s government to impose strict price controls on crucial on-patent drugs such as Herceptin,
because the patent-holding companies retain the power to withdraw these drugs from the market,
which would lead to drug shortage and, in turn, negative media coverage. This was a particular
problem for the AKP, given the centrality of health policy to its political agenda.
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shift occurred. More specifically, the question is why the Turkish government
adopted the populist rather than the neoliberal policy solution to the problem
of public pharmaceutical expenditure cuts. In this section, I propose that this
outcome can be explained with reference to (i) the pronounced electoral
interests of the AKP’s political leadership in not substantially reducing access
to public health services, (ii) the absence of powerful business interests in high
medicine prices, and (iii) the absence of a developmentalist commitment to an
industrial policy strategy for the pharmaceutical sector.”®

Electoral interests in access to health care services

One of the key drivers of Turkey’s shift to stricter pharmaceutical price controls was
the role of health policy in the electoral politics of the AKP. To make this point, we
need to step back and take another look at the political process that unfolded in
September 2009. While Turkey's government did eventually adopt a populist
policy in order to reduce pharmaceutical spending, initial proposals pointed in a very
different direction. When Babacan and Simgek first discussed possible policy
instruments in public, their proposals focused on increasing generic substitution,
promoting “rational drug use,” and increasing private out-of-pocket payments.59
Therefore, at the time it appeared as if Turkey was heading toward the neoliberal
policy solution so as to achieve “savings in health.” At this point, a political inter-
vention by Prime Minister Erdogan occurred that challenged this looming policy
choice. At a public event, Erdogan commented on the proposed budget cuts:

In the history of the Republic of Turkey, never was as much money spent
on social security as in the current era. [...] This is priceless. “Sir, the budget
has a deficit.” You cannot foreclose this, you cannot stop this by saying the
budget has a deficit, whatever it is. Because this project is priceless, we will
do whatever it takes. From time to time I disagree on this topic with my
ministers. There are some steps we need to take, because we are in a race
and we need to succeed.®®

Erdogan thus publicly rejected the idea of making cuts to public health care
expenditure. Later he was also quoted as having specifically said that “we will

58 When speaking of the “interests” of AKP policy makers, the AKP's electorate, and the business
community, | refer to their “perceived interests” without making a strong claim about how these
reflect “material interests.” For a discussion of material and perceived interests, see Colin Hay, “Ideas
and the Construction of Interests,” in Ideas and Politics in Social Science Research, ed. Daniel Béland
and Robert H. Cox (New York: Oxford University Press, 2011), 90-114.

59 Hazal Ates, “Kemer sikma’ operasyonu basliyor, ilk nester sagliga,” Sabah, September 3, 2009 and
“Ekonomi yonetimi sosyal glvenligi goruslyor,” ntvmsnbc, September 4, 2009.

60 “Bltgce acik verirse versin,” Milliyet, September 3, 2009.
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not cut from the people’s medicines.”®! A few days after ErdoZan’s interven-
tion, Simgek responded in such a way as to realign with the prime minister.

Our esteemed prime minister, of course, supports our work, under the
condition that there is no deterioration in access to health services and the
quality of health services we provide. I think the message there has been
misunderstood. Our esteemed prime minister supports us within that
frame. You will see that we will make very serious savings in health.%?

NEW PERSPECTIVES ON TURKEY

This represented a conflict between the AKP’s technocratic economic policy
makers on the one hand and its election-minded political leadership on the
other hand. The technocrats Babacan and Simsek were primarily concerned
with making savings in the health budget in order to fulfill IMF conditionality
and thus safeguard macroeconomic stability; whether by ideological conviction
or default, they originally planned to achieve this with relatively standard
neoliberal instruments. Importantly, the election-focused party leader Erdogan
did not propose or demand the introduction of stricter pharmaceutical price
controls, but he did effectively constrain the technocrats’ ambitions to “make
very serious savings in health” in such a way as to leave price cuts as the only
option left on the table.

This leads us to the question of why Erdogan made this assertive
intervention, which was to lead to strict, anti-business regulation. In a nutshell,
I propose that he was worried that reducing public financing of pharmaceutical
consumption or other health services would be unpopular, and could thus
result in a substantial loss of electoral support due to the high issue-salience of
access to public health care services, especially among the AKP’s relatively
poorer voters.

Indeed, health policy has been among the most popular policy areas
of the AKP government, especially during its first (2002—2007) and second
(2007-2011) terms in office. Even though most health sector trade unions and
professional organizations opposed the reform, popular satisfaction with public
health care services had increased from just 40 percent in 2003 to 65 percent in
2009.%% That this development was exceptional becomes clear when comparing
popular satisfaction with public health care services to the popular satisfaction
with other public services, such as judicial services, for instance, where popular
satisfaction had decreased from 46 percent in 2003 to 39 percent in 2009.%*

61 M. Rauf Ates, “Sadece ilag sektorli degil, eczacilar da isyanlari oynuyor,” Hiirriyet, October 1, 2009.

62 “Cember daraliyor, varlik barisindan yararlanin,” Milliyet, September 7, 2009.

63 Fevzi Akinci, Salih Mollahaliloglu, Hakki Giirséz, and Fatma Ogiicii, “Assessment of the Turkish Health
Care System Reforms: A Stakeholder Analysis,” Health Policy 107, no. 1 (2012): 21-30 and Turkstat.

64 Turkstat, “Yasam Memnuniyeti Arastirmasi” (2013).
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Public satisfaction with the government’s health policy appears to have paid
off for the AKP at the polls. Surveys have suggested that a majority of voters
considers health policy as the most successful policy area of the AKP government,
and the prominent pollster Adil Giir argued that health policy had been the most
important factor in the AKP’s second election victory in 2007.%> There have been
estimates that 10 percentage points of the AKP's 47 percent in 2007 could
be attributed to popular support for the government’s health policy. Whether
this actually was the case or not does not matter much. What is important
for my argument is that the political leadership of the AKP, which does have a
reputation for meticulous popular opinion polling,66 perceived its health policy
performance as important for its political success, and so embraced health policy as
one of its key political projects. This seemed to be especially the case in the period
after the 2007 election; that is, the time period during which strict drug price
controls were introduced.

The fact that health policy became a vote-winner for the AKP during the
2000s, and came to be perceived as such, is related to the salience of this policy
area among the party’s potential electorate. The rural and urban lower classes,
“the traditional base of the Islamist movement” in Turkey, have been the key
constituency of the AKP in terms of electoral support.”” According to surveys,
the voters of the AKP are poorer, more rural, and more religious than the
voters of the main opposition, the Republican People’s Party (Cumburiyet Halk
Partisi, CHP).®® Many of the AKP’s supporters are employed in the informal
economy and had traditionally been excluded from Turkey's corporatist
welfare system. In other words, many of the AKP’s supporters were previously
welfare state outsiders, but had newly become insiders, especially due to the
health reform of the 2000s.

In conjunction, this evidence supports the thesis that Erdogan’s interven-
tion in the policy debate over “savings in health” was motivated by his
understanding of the electoral importance of health policy for his government
and his concern that cutting health care expenditure by cost privatization could
come at high political cost. Because Babacan and Simsek were committed to
cutting the health budget, stricter pharmaceutical price controls remained as
the only available solution.

65 See Omer Cakkal, “Adil Giir: Tiirk Halki, Hiikiimetin en Basarili Icraati Olarak Saghg Gériiyor,” Saglik
Diistincesi ve Tip Kiiltiirii Dergisi 18 (2011): 26-31 and Negse Duzel, “Adil Guir: ‘Orug tutan da, 6rtiinen de
azaliyor,” Taraf, September 15, 2008.

66 “Erdogan diigmeye basti Uludere olayi arastiriliyor,” Sabah, January 5, 2012.

67 Seda Demiralp, “The Rise of Islamic Capital and the Decline of Islamic Radicalism in Turkey,”
Comparative Politics 41, no. 3 (2009), 331.

68 William Hale and Ergun Ozbudun, Islamism, Democracy and Liberalism in Turkey: the Rise of the AKP
(London: Routledge, 2010), 41.
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Absence of powerful business interests in high prices

The Turkish government’s political will for low medicine prices that emerged
in September 2009 was a direct result of the electoral interests of the AKP
leadership in maintaining access to public health care services. In other words,
the high salience and popularity of health policy clearly implied a political logic
of low medicine prices. However, these electoral interests alone cannot explain
why Turkey’s government was able to maintain its strong political will for low
medicine prices throughout the ensuing negotiations with the industry. After
all, governments around the world frequently place the issue of stricter drug
price controls on the political agenda, but they often dilute their initial reform
proposals.69 Hence, I propose that Turkey’s government was able to maintain
its strong political will for low medicine prices because of the absence of two
factors that would have implied a competing political logic of high medicine
prices. This requires me to make two counterfactual arguments about the

NEW PERSPECTIVES ON TURKEY

sources of a political logic of high prices.70

The first of these counterfactual arguments is that the Turkish government’s
political will for low medicine prices would have been significantly diluted if
powerful business interests in high medicine prices had existed. However, this was
not the case, as the segment of the business community that had a strong interest
in high medicine prices—i.e,, foreign pharmaceutical companies—had lost
influence on Turkey’s government during the AKP era, while the segment of the
business community that arguably had some influence—i.e., “Anatolian capital’—
was not very active in pharmaceutical production and thus had little interest in the
level of medicine prices.

Foreign multinational pharmaceutical producers have found it increasingly
difficult to have their concerns heard by the Turkish government in the AKP era.
In order to convince the government to relax price regulations and budget
constraints, the Association of Research-based Pharmaceutical Companies
(Arastrmac Ilag Firmalart Dernegi, AIFD), an association of multinational
producers, presented a comprehensive report about Turkey's pharma-industrial
prospects in September 2012. The primary purpose of the report was to provide
Turkey’s government with a reason to relax pharmaceutical price and reimbur-
sement regulations and allow public pharmaceutical expenditure to expand again.
But the executives of these foreign firms had problems to be heard by the
government. As of early 2013, the AIFD had been unable to get an appointment

69 In the United States, for example, the first Bill Clinton administration (1993-1997) initially proposed
the introduction of stricter drug price controls, but gave up on the plan within months. See Sara
Fisher Ellison and Catherine Wolfram, “Coordinating on Lower Prices: Pharmaceutical Pricing under
Political Pressure,” The Rand Journal of Economics 37, no. 2 (2006): 324-340.

70 For a methodological discussion of counterfactual reasoning in political science, see James D. Fearon,
“Counterfactuals and Hypothesis Testing in Political Science,” World Politics 43, no. 2 (1991): 169-195.
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with Ali Babacan and the Economic Coordination Council (Ekonomi Koordinasyon
Kurulu, EKK) to present the report, a sign of the government’s indifference toward
the special interests of this group of pharmaceutical proclucers.71

Foreign pharmaceutical producers had not always had such problems in get-
ting their concerns heard by the Turkish government. In 2002, the coalition
government that preceded the AKP government was also struggling with the
aftermath of an economic crisis. As part of its stand-by agreement with the IMF, it
planned to contain public pharmaceutical expenditure through increased generic
substitution. In May 2002, one month after the reform was first proposed, the
American corporation Pfizer sent to Ankara an eleven-member delegation under
the leadership of its global vice president Sidi Said. It was the delegation’s
pronounced aim to convince the government to abandon the reform. Within a
short time, the delegation managed to arrange appointments with all relevant
ministers, including Kemal Dervis, who was then the influential minister of state
for economic affairs and in charge of the stabilization program.”? Speaking with
the press, Sidi Said claimed that the policy would harm the introduction of new
medicines into the Turkish market,”> and he announced that, due to the new
policy, Pfizer had already cancelled investments worth 80 million USD.”* Other
multinationals, such as Merck Sharp & Dome, were making similar threats.””
After his term in office, the responsible minister, Yagar Okuyan, gave two
interviews regarding the issue, stating that he had been pressured by the American
ambassador in Turkey, Deputy Prime Minister Mesut Yilmaz, and Kemal Dervig
to abandon the reform. Pfizer had apparently also managed to mobilize the IMF
for their concerns. According to Okuyan, the IMF negotiators told the Turkish
policy makers during a meeting that the generic drug policy was “creating
problems.””® It seems reasonable to conclude that the protest of the foreign
pharmaceutical companies and the special access they had to Turkey’s government
played a key role in the abandoning of these stricter regulations. During the AKP
era, foreign pharmaceutical producers seem to have lost this special access to
Turkish policy makers.

While the interests of foreign pharmaceutical producers were not powerful
enough to countervail the AKP’s own electoral interests, “Anatolian capital,”
which may have had more influence on the AKP government’s policy making,
had no strong interest in the content of Turkey’s pharmaceutical expenditure

71 Personal communication with a pharmaceutical industry representative, Ankara, February 7, 2013.

72 Ruhi Sanyer, “Pfizer'den Ankara turu,” Radikal, May 10, 2002.

73 Ibid.

74 Emre Ozpeynirci, “Pfizer, 80 milyon dolarlik rest cekti,” Hiirriyet, May 11, 2002.

75 Ruhi Sanyer, “llaccilar orta yol pesine diisti,” Radikal, May 6, 2002.

76 Nese Diizel, “llaccilar IMF'yi bile devreye soktu,” Radikal, August 16, 2004 and Oge Demirkan, “Bakana
baski,” Vatan, January 27, 2003.
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and price policy.77 Besides the party’s lower-class electorate, “Anatolian capital”
has been the second key constituency of the AKP. When the later prime
minister ErdoZan and his political allies decided to split from the radical
Islamist movement in 2001 and establish the AKP, crucial early support came
from this group of conservative business people, who are today primarily
organized into three voluntary business associations: the Independent
Industrialists’ and Businessmen’s Association (Miistakil Sanayici ve Isadamlar:
Dernegi, MUSIAD), the Anatolian Lions Businessmen’s Association (Anadolu
Aslanlar Isadamlart Dernegi, ASKON), and the Turkish Businessmen’s and
Industrialists’ Confederation (Tiirkiye Isadamlari ve Sanayiciler Konfeder-
asyonu, TUSKON).78 Many of these conservative businesspeople have
actively employed their capital to further the political power of the AKP, for
instance by investing in the media sector and in this way increasing their impact
on public opinion. Some of these conservative entrepreneurs even became
political representatives for the AKP on the national or local level. In return,
many of these “politically connected” businesspeople have come into increased
wealth thanks to privileged treatment by the government, for example in the
field of public procurement.”” Given the close relationship that “Anatolian
capital” has with the AKP, the interests of this segment of the business
community are likely to weigh heavier in the policy making of the AKP
government.

Even so, no significant pharmaceutical producer was owned by “Anatolian
capital” in the 2009-2012 period. While many businesspeople close to the
AKP have been active in the health sector, especially the private hospital
market, their presence in the pharmaceutical industry has been limited. At the
time when the AKP government decided to introduce a global budget and
implement it through strict price controls, Turkey’s pharmaceutical market was
dominated by foreign ownership. The remaining large domestic producers,
Abdi Ibrahim and Bilim {lag, cannot be considered as “Anatolian capital.”
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77 The adjective “Anatolian” is a geographical oversimplification, as “by far the largest number of
MUSIAD-affiliated companies are situated in istanbul and its industrial hinterland Kocaeli”; see Ayse
Bugra and Osman Savagkan, “Politics and Class: The Turkish Business Environment in the Neoliberal
Age,” New Perspectives on Turkey 46 (2012): 27-63.

78 The relationship of TUSKON with the AKP was severed in December 2013, when the Gilen
movement, with which TUSKON is closely associated, openly broke with the AKP government.

79 Bugra and Savaskan, “New Capitalism in Turkey”; Bugra and Savaskan, “Politics and Class”; Osman
Savaskan, “Urban Development Projects and the Political Dynamics of Government-Business
Relations in a Global City: The Case Of Istanbul” (unpublished manuscript). See also Giil Berna Ozcan
and Umut Gundiz, “Political Connectedness and Business Performance: Evidence from Turkish
Industry Rankings,” Business and Politics 17, no. 1 (2015): 41-73 and Giil Berna Ozcan and Umut
Glindiiz, “Energy Privatisations, Business-Politics Connections and Governance under Political Islam,”
Environment and Planning C: Government and Policy 33, no. 6 (2015): 1714-1737.
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It should be noted that some local generic producers close to the AKP have
been emerging in recent years. Most prominently, the Sancak family (Saya
Group) founded the company Pharmactive in 2010 and has since built a large
production plant in Cerkezkdy in the province of Tekirdag. This new company
aims to quickly become one of Turkey’s largest generic manufacturers, as well
as to become a significant exporter of pharmaceuticals.so Such large new
investments were met with little understanding from domestic industry
representatives, given that other domestic producers are allegedly even running
deficits in a low-profitability environment.®" This may imply that “Anatolian”
investors trust in the future profitability of their investments despite the
current regulatory environment. In the future, “Anatolian capital” may
therefore well develop a stronger interest in high medicine prices once these
new pharmaceutical producers grow larger, which may in turn influence the
government's pharmaceutical policy. However, in the 2009-2012 period,
“Anatolian” pharmaceutical producers remained small and appear to have been
active primarily in the hospital market (some 5 percent of the total market), in
which purchases are made through tenders. Since neither the global pharma-
ceutical budget nor the post-2009 price controls apply to the hospital market,
the presence of some “Anatolian capital” in this market segment is unlikely to
have diluted the government’s political will to reduce pharmaceutical prices.

Absence of a high-price industrial policy strategy

The second counterfactual argument about an alternative political logic of high
medicine prices is that the Turkish government’s political will for low medicine
prices would have been significantly diluted if Turkish politicians and
bureaucrats had been ideologically committed to a high-price industrial policy
strategy for the pharmaceutical sector. Political commitment to the industrial
development of the domestic pharmaceutical sector generally implies more
lenient regulation of pharmaceutical prices. If national regulators of a capitalist
economy wish to increase investments in domestic production, they need to
ensure that these investments are profitable. If price controls become stricter,
then investments in domestic production become less likely. In the words of
Gary Gereffi, “high prices of drugs thus may be viewed as an acceptable
trade-off for the consolidation of a local industrial bourgeoisie.”®* From the
perspective of industrial policy, the pharmaceutical sector has often been
considered as a “priority area [...] on account of the positive spillovers

80 Necla Dalan, “200 milyon $ yatiracak ‘jenerik'te ilk 5'e girecek,” Vatan, August 23, 2014.

81 Personal communication with a pharmaceutical industry representative, istanbul, April 9, 2013.

82 Gary Gereffi, The Pharmaceutical Industry and Dependency in the Third World (Princeton, NJ: Princeton
University Press, 1983), 223.
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throughout the industrial sector that pharmaceutical industries can
generate,”>> This sector is particularly important from a developmentalist
perspective, as it is considered to generate high-value added production and
high-quality employment. Somewhat ironically, economic policy makers with a
more developmentalist perspective may therefore have opposed the kind of
strict price controls that Turkey introduced after September 2009.

However, the AKP government and its economic bureaucracy, especially in
the 2009-2012 period, did not have any real ideological commitment to an
industrial policy strategy for the pharmaceutical sector, at least not to the point
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where they would have significantly relaxed price controls for this purpose.
While the AKP government had an official objective to develop domestic
pharmaceutical production, as illustrated by ErdoZan’s call for the development
of a “national pharmaceutical” (milli ila¢) in January 2013,%* there have been no
signs that this nominal commitment has led the government to adopt a political
logic of high prices. For instance, although the Ministry of Science, Industry
and Technology has founded a unit responsible for the industrial development
of the pharmaceutical sector, it has also left it woefully understaffed.®® The
government has introduced an investment incentive scheme to increase
domestic production, but it has refrained from reconsidering its position on
price controls. Historical experience may have taught regulators that loose price
regulations alone do not attract investments in local production. For many
years, profitability in the sector was much higher, but local production was
declining in relative terms.

Pharmaceutical producers are well aware of the effect that an industrial
policy strategy could have on price controls and, in turn, on profit margins. As a
result, they frequently use the promise of domestic industrial development as a
“carrot” to motivate national governments to relax price controls. Since strict
price controls were introduced in late 2009, the Pharmaceutical Manufacturers
Association of Turkey (Ilag Endiistrisi Isverenler Sendikast, IEIS), an association
of generic producers, as well as the AIFD, which is an association of mostly
multinational original producers, have presented comprehensive reports on
Turkey’s prospects for pharmaceutical industrial developmen‘c.86 For instance,
the AIFD “believes” that by 2023 Turkey can become a regional hub for
pharmaceutical production and R&D, and thereby “a net exporter of

83 Kenneth Shadlen and Elize Massard da Fonseca, “Health Policy as Industrial Policy Brazil in
Comparative Perspective,” Politics & Society 41, no. 4 (2013), 563.

84 Zeynep Giircanli, “Bagbakan ‘milli ilag’ istedi,” Hiirriyet, January 19, 2013.

85 Personal communication with two pharmaceutical sector regulators, Ankara, September 21, 2012.

86 IEIS, “Tiirkiye ila¢ Endstrisi'nin Kiresellesmesi icin Devlet ile Ortak Yol Haritasi” (2011) and AiFD,
Tiirkiye llag Sektdrii Vizyon 2023 Raporu, 2012, http://www.pwc.com.tr/tr/publications/industrial/
pharma/pdf/ilac-sektoru-vizyon-2023-raporu.pdf.
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pharmaceutical drugs with an export surplus of more than USD 1 billion
(as compared to a 2011 foreign trade deficit of USD 4.1 billion).” Few industry
insiders believe this to be a realistic possibility. Instead, the primary purpose of
the report was to provide the Turkish government with a rationale to relax
pharmaceutical price controls and increase public pharmaceutical expenditure.
However, as mentioned above, as of early 2013 the AIFD had been unable to
even get an appointment with Ali Babacan and the EKK to present its report,87
This absence of a developmentalist commitment to pharmaceutical-sector
industrial policy, along with the absence of powerful business interests in
high prices, allowed the AKP government’s political will to introduce strict
pharmaceutical price controls to remain undiluted.

Conclusion

In this article, I have examined the case of Turkey’s post-2009 pharmaceutical
expenditure and price policy. Despite the AKP government’s reputation for
business-friendly, neoliberal regulation, during the time under consideration it
challenged the generally powerful interests of the pharmaceutical industry. In the
2010-2012 period, Turkey saved some 20 billion TL in public pharmaceutical
expenditure through the introduction of a global budget. The lion’s share of this
was achieved by reducing the profit margins of pharmaceutical producers (and
distributors) rather than by privatizing the cost of medicines. It is important to
note, however, that neither the AKP’s technocratic policy makers nor its political
leaders were inherently interested in the stricter regulation of pharmaceutical prices
and profits. Instead, Turkey’s strict drug price controls were the unintended
consequence of, on the one hand, Babacan and Simsek’s technocratic concern with
macroeconomic stability, and, on the other hand, ErdoZan’s political concern with
electoral support. Moreovet, the reform became possible because the primary losers
of this policy, foreign pharmaceutical producers, had insufficient political leverage
over the AKP, as well as because Turkey's economic policy makers had no
developmentalist commitment to industrial policy that could have translated into a
political logic of higher medicine prices.

The evidence of this particular case of pharmaceutical policy reform supports
several more general conclusions regarding the political dynamics that have under-
pinned the economic and social policy making of the AKP government. First, it
appears that the “social face” of the AKP is of a mostly instrumental nature. The
strict regulation of prices and profits in the pharmaceutical sector that was imple-
mented after September 2009 needs to be viewed as a redistributive, pro-poor
reform. Yet the reform was merely the unintended consequence of other political

87 Personal communication with a pharmaceutical industry representative, Ankara, February 7, 2013.
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dynamics. This case therefore demonstrates that the AKP is, in principle, capable of
implementing pro-poor policies, even if that would require strict business regulation,
and also that the AKP has the ideological flexibility to forego neoliberal policy
recipes—if only the interests of its major constituencies are favorably aligned.
However, such a favorable alignment of interests appears to be increasingly difficult
in an environment where few policy areas have the salience and electoral potential of
health policy and where “Anatolian capital” is expanding into more and more sectors
of the Turkish economy, including the pharmaceutical sector.

NEW PERSPECTIVES ON TURKEY

Second, the economic and social policy making of the AKP government
appears to be driven largely by the interests of its two major constituencies: the
party’s lower-class electorate and the emerging group of conservative business-
people known as “Anatolian capital.” It is important to stress that this does not
mean that the more established group of secular businesspeople (commonly
associated with the Turkish Industry and Business Association [ Tiirk Sanayicileri
ve Isadamlari Dernegi, TUSIAD]) or foreign capital hold no power over the AKP
government. But the case of pharmaceutical policy reform shows that the AKP
government is willing and able to move against the interests of these two groups if it
is politically expedient to do so. It is furthermore likely that the influence of the
AKP's lower-class electorate is stronger in more salient policy areas such as health
and pharmaceutical policy. Hence, this article does not suggest that all, or even
most, of the AKP’s economic and social policy making has been driven by the
interests of lower-class voters.

Lastly, the AKP’s economic and social policy makers are not a monolithic
group with the same concerns and priorities. The policy outcome examined in
this article was shaped by the interaction of the different concerns and priorities
of neoliberal-minded technocrats on the one hand (Babacan and Simsek), and
election-focused party leaders on the other hand (Erdogan). Policy outcomes in
other areas may thus be shaped predominantly by either one of these two
camps, or by their interaction. Taking this internal heterogeneity of the AKP’s
policy makers more explicitly into account should provide a more fine-grained
and eventually better understanding of the political dynamics that have driven
Turkish economic and social policy making under the rule of the AKP.
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