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Abstract This study analyses the functioning of the “gold standard” in the Ottoman Empire during
the pre-1914 gold standard era, with specific emphasis on the institutions regulating commodity
money and fiat money. It explores the extent to which the Ottoman monetary system was an outlier
with reference to the experiences of other peripheral countries. One of the findings reveals considerably
limited circulation of notes in the Ottoman Empire even after adherence to the gold standard in 1880.
By highlighting the anomalies of the Ottoman case, this paper concludes that the transition from
commodity money to fiat money did not take place at the same rate across peripheries during the
pre-1914 gold standard era. These differences may be explained by the relative autonomy of the
central banks of issue from governments, and in turn may have implied changing degrees of monetary

sovereignty and fiscal capacity across the members of the golden periphery.
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1 Introduction

The gold standard remained the dominant international monetary system from the
1870s to the First World War. Although many case studies have been written on the way
that it emerged and functioned in the major core and peripheral countries, there are only
few that examine its history in the Ottoman Empire. This paper aims to fill this gap by
bringing together wide-ranging quantitative and qualitative evidence on the monetary
activities of the Ottoman Empire from the 1870s to 1913. This scrutiny of the Ottoman
monetary system is also relevant because of the important role played by the Ottoman
Empire as one of the biggest capital importers in the international capital markets of the
time.! Therefore, an analysis of the Ottoman gold standard is also helpful for revisiting the
argument that the gold standard facilitated the access of peripheral countries to

international capital markets.

Moreover, as this paper aims to show, from the viewpoint of the modern gold
standard literature, the Ottoman monetary system can allow us to revisit some of the key
issues. One of the findings is the fact that, from the mid-nineteenth century to World War |,
despite the repeated attempts of the Ottoman government and monetary authorities, the
circulation of “fiat money”?remained limited in the Ottoman lands. Hence, a significant part
of the monetary base continued to rely on a combination of foreign and local silver coins

even after the Ottoman government officially adhered to the gold standard.

This conclusion contradicts our general knowledge of the peripheries of the time, where
the gold standard was characterised not by the scarcity but by the excessive issuance of

notes. This historical phenomenon determined the direction of the literature, in which the

1 The Ottoman Empire issued its first foreign loan in 1854 and declared a moratorium in 1876 on an
outstanding debt of £200 million. Following the debt resettlement in 1881, the government
abandoned a significant portion of its revenues to an international financial commission administered
by foreign creditors. See Birdal (2010); Tunger (2011).

2 By fiat money we mean money which a government declares to be legal tender at its face value, in
this context “paper money”. This is different from “fiduciary money”, which refers to exchangeable
notes and coins into “commodity money”. In this regard, fiat money can be considered to be a form of
fiduciary money, but not vice versa. See Fischer (1926, p.11); Redish (2000, p.25); Rollins (1907,
p.161).



questions of ‘credible commitment’, ‘time inconsistency’ of monetary and fiscal policy and
‘fiscal dominance’ have occupied an important part of scholarly debate.3 The findings in
relation to the Ottoman case, however, suggest that the pre-1914 international gold
standard can be interpreted as the process of the emergence of fiat money, which did not

take place at the same rate in the peripheries.

Although in the core countries it is possible to trace the origins of fiat money back to
before the emergence of the gold standard as a worldwide monetary system, for most of
the peripheries the classical gold standard era was marked by the efforts of governments
to reinforce their fiat money through the creation of a certain set of ‘credible’ monetary
institutions. At the focal point of these efforts were the central banks of issue,*which held
large gold reserves to ensure the credibility of their notes, given that adherence to a gold
standard meant defining a currency in terms of a fixed weight of gold. Moreover, given
that these banks mostly remained under the direct influence and/or control of their
governments, a higher share of fiat currency, ceteris paribus, meant greater flexibility for
them in determining the size and composition of the total money stock for the purposes
of raising seigniorage revenue. Contrastingly, in countries where the circulation of fiat
money remained limited, commodity money acted as a restricting factor on monetary

sovereignty.>

This interpretation is in line with the extensive literature on the determinants of
seigniorage and competitive seigniorage within monetary unions, where monetary
sovereignty is usually approximated by the ability of a government to change the size and
composition of its monetary base.® In this context, a closer look at the commodity-fiat

currency composition of the money stock as a representation of the changing degrees of

3 Acefia and Reis (2000); Blanchard (2004); Bordo and Rockoff (1996); Bordo and Schwartz (1997);
Eichengreen and Flandreau (1997); Fratianni and Spinelli (2001); Gadea et al. (2008).

4 In this paper, the terms “central bank”, “central bank of issue” and “the bank of issue” are used
interchangeably. These terms refer to the monopoly power of a bank to issue notes and are not linked
to the modern meaning of the term “central bank”.

5 Redish (2000, p.244-246); Triffin (1964).

6 Bordo and Jonung (1999); Bordo and Redish (1993); Click (1998); Fischer (1982); Mankiw (1987);
Mundell (2002).
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monetary sovereignty across peripheral countries can provide an alternative framework
for interpreting the gold standard experience of outlier countries like the Ottoman
Empire. Hence, it may prove essential to deal with the question as to why the emergence

of fiat money remained so limited in the Ottoman Empire.

Another lesson derived from the analysis of the Ottoman case is the difficulty in
defining a country’s monetary position as either “off-gold” or “on-gold”: a dichotomy
implied by the standard interpretations of the pre-1914 gold standard. According to this
perspective, the major countries on gold were committed to following the “rules of the
game”, enabling the system to work “automatically” and ensuring the stability of prices
and balance in international payments.” However, this stereotype of the gold standard’s
functioning has long been questioned in the literature. For instance, as early as the 1960s,
Bloomfield emphasised that the “structure of the pre-1914 gold standard was far from
simple” and showed significant differences in the institutions and workings of the system
between countries.? To address these differences, given the relative ease of finding parallels
in such core countries as Britain, Germany and France, revisionist scholars prefer to use
the ex post term “periphery” for remaining/outlier countries, where different
combinations of limping standard, gold-exchange standard, bimetallism, convertible and
inconvertible paper standards and even silver standard prevailed from the 1870s to
World War 1. Major contributions in this line of the literature underline the asymmetry of
the adjustment and its tendency to work pro-cyclically. Other characteristics such as
different transition routes to the gold standard, policy instruments at the disposal of
monetary authorities and the ability to access to international capital markets are also
noted as distinguishing factors. Moreover, increasing numbers of case studies also point
out that the peripheries of the gold standard showed a marked variation in their linkages

with the core countries, in their openness and accessibility to international capital markets

7 The origin of this account can be extended back to the writings of David Hume. See Eichengreen
(1992); Eichengreen and Flandreau (1997).

8 Bloomfield (1959); Bloomfield (1963).



and in other monetary aspects.?

In response to this growing empirical counter-evidence, some studies also underline
the importance of transcending the core-periphery framework. For instance, Eichengreen
and Flandreau discuss distinct transition routes to the gold standard before World War 1,
where several cores -London, Paris and Berlin- correspond to several peripheries.1?
Recently, Flandreau and Jobst have proposed using the variation in the international
circulation of national currencies as a criterion in mapping the geography of the
international monetary order before 1914.11 Our results imply that focusing on the wide
variation among the patterns in the emergence of fiat money in the peripheries can also
be a useful framework for interpreting the differences in the functioning of the gold
standard in peripheral countries beyond the Ottoman Empire, of which this paper aims to

provide a historical account.

The remainder of the paper is organised as follows. Section 2 provides a monetary
history of the Ottoman Empire during the classical gold standard period, shifting the
emphasis from the orthodox classifications of the Ottoman Empire as a “gold standard”
country to the “unique” features of its monetary conditions. After a discussion of the role
of the commodity and fiat monies in the Ottoman Empire, it concludes that from its
beginning in 1880 to World War I, the Ottoman “gold standard” was characterised by a
lack of gold coins and gold convertible notes in circulation. This was reinforced by the
circulation of multiple currencies, territorial exchange rates, and the policies of the
Imperial Ottoman Bank (IOB) and the government. Section 3, for the purpose of
strengthening these insights, briefly compares the Ottoman case with the major
peripheral countries of the time. After presenting a new dataset of the commodity-fiat

money composition of the peripheries from 1880 to 1914, it puts forward the degree of

9 Acena and Reis (2000); Bordo and Kydland (1995); Bordo and Rockoff (1996); Bordo and Schwartz
(1997); Catao and Solomou (2003); Dimitrova et al. (2010); Eichengreen and Flandreau (1994);
Eichengreen and Flandreau (1997); Esteves et al. (2009); Flandreau and Komlos (2002); Morys
(2007); Morys (2012).

10 Eichengreen and Flandreau (1994, p.12).

11 Flandreau and Jobst (2005).



independence of central banks of issue from governments as an important determinant of
the commodity-fiat money composition of the monetary base. Finally, Section 4 summarises

the main arguments and highlights their broader implications.

2 The Ottoman monetary system and its institutions

As the British Consul of Basra stated in 1891, the Ottoman monetary system is “a
very difficult matter to deal with. It is hard enough to understand oneself on the spot and
still harder to explain to others”.121In fact, this interpretation has dominated a significant
part of the Ottoman historiography, in which “unique” aspects of the Ottoman monetary
system have been interpreted as symptoms of “monetary chaos” and/or of the incapacity
of the policymakers to enforce monetary reform.13 More recent contributions, on the other
hand, view the monetary regime transformations during the nineteenth century as part of
the greater effort of the Ottoman Empire to integrate in European financial markets.14
Both of these approaches are perhaps of equal relevance for the purposes of our discussion.
In many ways, the nineteenth-century evolution of the Ottoman monetary institutions in
fact followed that of the international monetary system, although the implementation of
international rules and practices took place in a relatively distinct way. Therefore, the
approach of this section is a combination of these two perspectives. By using the pre-1914
international monetary order as the background picture, our aim is to offer a framework

for interpreting some of the “anomalies” of the Ottoman gold standard.

The chronology of the major monetary events and reforms during the period under
study is summarised in Table 1. In a nutshell, as early as 1844, the Ottoman Empire
established a new bimetallic system and abandoned debasements. During this period, in
the absence of any private banks of issue, the government started experimenting with fiat
money in the form of state notes. A turning point was the foundation of the I0B in 1863.

The I0B was a private bank, funded by British and French capital, that was granted the

12 FOGB (1880-1914), No.1142, 1892, p.12.
13 Eldem (1970); Eldem (2011); Kuyucak (1948); Toprak (1985); Young (1906).
14 Dimitrova et al. (2010); Pamuk (2000); Pamuk (2008).
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privilege of issuing gold convertible banknotes in the Ottoman lands. During the Russo-
Turkish War of 1877-78, the government suspended this privilege by issuing its own state
notes in order to finance its budget deficits. In 1880, the privileges of the I0OB were
restored, and state notes were withdrawn from circulation with the help of foreign loans.
Moreover, the government declared the gold lira to be the legal tender and closed down

the minting of silver coinage, thus adopting a “limping standard”.

Below we look more closely at these major turning points in nineteenth-century
Ottoman monetary history from the perspective of evolving monetary institutions or more
specifically of currency-issuing authorities. The presentation first focuses on the coinage
standard(s) and related regulations in the commercial and financial centre of the Empire,
Istanbul, and its provinces. This is followed by a discussion of fiat money experiments,

particularly those of the 10B.

2.1 Commodity money: from bimetallism to “limping standard”

Discussions of nineteenth-century monetary history of the Ottoman Empire commonly
begin with the “coinage adjustment” reform (tashih-i sikke) of 1844. In this year, the
Ottoman government formally announced the introduction of bimetallism with a fixed gold-
silver ratio and the long history of raising revenues through debasements came to an end.
The gold lira, the silver kurus and the copper para were declared to be legal tender, freely
convertible to each other at the fixed rate of 40 para for one kurus, and 100 kurus for one
gold lira.1> This corresponded to a mint ratio between gold and silver of 15.09, which was
slightly lower than the international gold-silver ratio at the time (see Figure 1). From the
perspective of the government, a problem with the 1844 reform was the overvalued
coinage, which had been introduced in 1834. Although the old gold coins were redeemed,
the overvalued silver coins (beslik and altilik) remained in circulation. These two silver
coins circulated together on the market until 1914, despite repeated attempts by the

government to bring this situation to an end.

15 [t would be wrong to consider this monetary standard as trimetallism given that copper served only
as a fiduciary currency it was not freely minted and its circulation was limited to only small
denominations.



Although it was relatively easy to sustain the existing mint ratio until 1870s, as the
depreciation of silverin the world markets accelerated, it became increasingly difficult and
costly for the government to maintain the fixed relationship between gold and silver.
These exchange rate differentials implied significant costs, which led to the creation of a
separate item in the government budget during the late 1870s.16 In 1879, in order to
prevent the inflow of cheap silver into the Empire, the government first closed down the
Mint to foreign coins, and this was followed by the monetary law of 1880, which marked

the official end of the bimetallic standard in the Ottoman Empire.

According to the new regulation, effective from March 1880 the monetary standard
was declared to be the gold lira of 100 kurus, and free minting of silver came to a halt.
However, unlike a “full” gold standard, the new regulation allowed the Mint to accept
unlimited amounts of silver at a reduced rate. The decree stated that in order to bring the
value of silver equal to the value of gold, the value of mecidiye (20 kurus-denominated silver
coin) was reduced to 19 kurug. Although it was not directly expressed, in practical terms, this
last point meant that the state was fixing the effective rate of the gold lira at 105.26 kurus in
silver. Thus, the mint ratio, with a five per cent increase over the previous bimetallic ratio of

15.09, now stood at 15.88 (see Table 2).17

In other words, the Ottoman government moved towards a “limping standard” by
recognising both gold and silver as legal tender but allowing free coinage of only gold.18
Given that the Mint implemented no upper limit on the amount to be exchanged, silver
kept flowing in and its value with respect to gold kept increasing. This came to an end only

with another monetary regulation in 1909, which aligned the legal rate of silver with the

16 This item (in Turkish, “meskukat-1 magse ve kambiyolar fark ve iskontosu”) was reported to be
around half a million liras on an annual basis. Giiran (2003).

17 Kuyucak (1948); Schneider et al. (1994); Young (1906).

18 In the transition to the gold standard before 1914, the suspension of the free coinage of silver in
order to keep the silver coins in circulation at par with gold was referred as a “limping standard”

(étalon boiteux). This standard took its name from the fact that “silver limps along behind gold
without being subject to free coinage”. Willis (1901, p.240), Einaudi (2001).
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market rate, thus setting the exchangerate of one gold lira at 102.60 kurugs.1?

It is possible to examine how the Ottoman “limping standard” performed by looking at
the value of the kurus with respect to the gold lira and other foreign currencies from 1880
to 1914. In Istanbul, the value of British gold sovereign mostly fluctuated within the range
of 109 to 111 kurus, whereas French Napoleon (20 franc-denominated gold coin)
fluctuated between 86 and 89 kurus. Throughout the period, the deviations from mint
parity in both currencies did not exceed three per cent. These movements were due to
small differences in market prices, which were determined by the gold-silver price ratio
points and the seasonal fluctuations caused by the agricultural nature of the Ottoman

economy (see Figure 2).20

This picture of stability was, however, an exception. Although during this period the
government ensured that the exchange rate between the two metals remained stable in
I[stanbul, the widespread circulation of foreign silver coins and provincial currency zones
were major problems. In order to align provincial exchange rates with those in Istanbul, a
circular letter from the government dated 25 January 1883, banned the circulation of
foreign coins in most of the provinces. Later, on 14 February 1887, the importation of
silver coins into the Empire was prohibited altogether and the scope of the ban was

expanded to the provinces of Baghdad, Mosul, Benghazi, Tripoli, Hejaz and Yemen.21

However, it would be wrong to assume that these bans were effective. For example, in
the northern province of Trabzon, bordered by Russia, it was common to see wide
circulation of Russian roubles in daily transactions even as late as 1914. In Jerusalem and
Beirut, because of the large number of foreign visitors, locals accepted French gold and
silver francs. British pounds were the dominant coins in circulation in Antalya, Zonguldak

and Inebolu, where strong export trade took place with Egypt. In Jeddah, pilgrims from

19 This was nothing more than accepting the de facto rate. Since the market value of kurus was around
108 and mecidiye was accepted as 19 kurus instead of 20, the state offices were accepting a gold lira at
the rate of 108 * 19/20 = 102,6. Kuyucak (1948, p.199); Toprak (1985, p.765).

20 Tuncer (2011, p.84).
21 Eldem (1999, p.207); Young (1906, p.14).
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India brought with them silver rupees, which became so dominant that the government was
forced to accept them as legal tender for only this province. In Beirut and Izmir, silver
mecidiye ruled, whereas in Syria and Palestine, the most widely circulated coins were the
undervalued silver beslik and altilik. Finally, in Basra, the Persian keran and in Hejaz and

Yemen, the Austrian thaler (Maria Theresa Thaler) had replaced the Ottoman currency.22

Similarly, in terms of the stability of the gold-lira exchange rates, the capital city was
an exception rather than the rule. It could be argued that the premium for gold over
silver usually increased with the distance from Istanbul, depending on transportation
costs.23 However, there were also extreme exchange rate differences between and within
provinces, which are not easily attributable to distance alone.24 In the absence of detailed
statistical series for the provinces, this issue is relatively harder to address. Asa first effort in
this regard, Table 3 summarises the average market exchange rates between the silver
kurus and the gold lira from 1883 to 1914 for some of the Ottoman provinces. These
figures are not comprehensive enough to conduct a formal analysis and/or to reach
conclusive arguments regarding the determinants of the provincial exchange rates.
Nevertheless, they provide a general picture of the prevailing situation in the provinces,

and are strong enough to qualify the situation in Istanbul as an exception.

The Ottoman government and local authorities were aware of these extreme differences
among provinces. Having recognised the wide circulation of imported silver coinage in
certain provinces, the government offered a fixed exchange rate to convert them from the
treasury offices for a limited period of time immediately after the 1880 regulation.
However, this did not eliminate the problem, and so a different approach was adopted for
each province. For instance, specifically for Baghdad in 1888, the Ottoman government
devalued the coins in circulation by about one-third in order to boost the international
trade. In August 1889, the Porte proposed implementing a similar devaluation in Basra.

However, the local administration of this province refused to comply for fear of negatively

22 Eldem (1970); Ferid (1914);Kuyucak (1948, p.202);Tunger (2011, p.101);Young (1906).
23 Pamuk (2008, p.21).
24 Young (1906, p.14).
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impact local trade. The Porte generally admitted such exceptions to satisfy the local
authorities, given that international trade opportunities and linkages varied across
provinces. Furthermore, extreme exchange rate differentials were found within individual
provinces. For instance the value of the mecidiye in the town of Kéycgiz in Aydin province
was around 22 kurus and 20 para, corresponding 120 kurus for one lira. In the towns of
Kasaba and Kusadasi of the same province one mecidiye was equal 33 kurus 12 para,
corresponding 179 kurus 20 para for one lira. Finally the exchange rates would differ
depending on the commodity in question. For instance, in [zmir the value of the Ottoman
lira varied between 102 and 178 kurus, depending on the type of transaction. For the
payment of taxes, salaries and other operations of the administration on lira accounted
for 102 kurus, whereas for bills of exchange it was 125 kurus and finally on the spot

market it was rated at 178 kurus.25

These exchange rate disparities were well known to contemporary policymakers.
According to treasury reports, there existed 88 exchange rates for gold and silver across
the Empire, which differed from region to region and depending on the commodity in
question. Similarly, in 1882, the director of the Council of Administration of the Ottoman

Public Debt complained about the “complication of currency”:

“The indirect contributions2® can be paid in nineteen different kinds of money.
The complication which this tenders unavoidable in our accounts must be
seen to be appreciated ... As the value of each denomination fluctuates daily
and is, often, at the same time widely different, in the different commercial
centres of the Empire, it requires an elaborate calculation on the part of the
tax-payer to ascertain how he can most advantageously discharge his liability to

the administration without infringing the intricate regulations in force.”2”

25 Ferid (1914, p.134), Young (1906, p.2), Tuncer (2011, p.100).

26 These were some of the government revenues administered by the Ottoman Public Debt
Administration on behalf of creditors and consisted of salt monopoly, silk tithe, and revenues from
stamps, spirits and fisheries. Birdal (2010); Tunger (2011).

27 OPDA (1882-1914), Annual Report, 1882, No.1, p.18.
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These different territorial currency zones and exchange rate idiosyncrasies were some
of the “anomalies” of the Ottoman “gold standard”. To offer an explanation of their
variation in full detail would be beyond the scope of this paper; however, it is possible to
point out some broad observations by bringing together the limited amount of evidence.
First, widespread counterfeiting activity affected the differences in exchange rates.?8 With
the decline of the international silver price in 1870s, counterfeit mecidiyes minted abroad,
especially in Britain, Austria and Switzerland, made their way into the Ottoman Empire via
Beirut, Damascus and Aleppo. According to the contemporary sources, these “counterfeit”
coins were so common that the locals labelled them “British mecidiye”. Despite the efforts
of the government to eliminate these coins, they generally endured for most of the
period.?? Second, the scarcity of fractional coins and small change conditioned local
demand for standard and sub-standard silver coins. In the province of the islands
(Cezayir-i Bahr-i Sefid), the government was obliged to recognise the circulation of Greek
copper coinage due to the lack of low-denomination coins. The major reason behind this
shortage was the end of the legal tender status of copper coins with the regulation of
1880, which made low-denomination silver coins circulate at a premium, regardless of the
international price of silver. Although the government attempted to increase the quantity
of low-denomination silver coins in particular after 1895, the final solution to this problem

came in 1909 with the introduction of the fiduciary nickel coinage (see Figure 3).

Third, the transactional network and path dependency of each province conditioned
the demand for a specific currency. A typical example is the predominance of the Maria
Theresa Thaler in Yemen and Hejaz. This coin had been pre-eminent for so long that even
government efforts could not dislodge it. As a contemporary observer puts it, “the head of

Maria Theresa impressed on the coin represents some sacred and mystic sign, conferring

28 Ferid (1914); Pamuk (2008)¢

29 Considering the fact that the punishment for counterfeiting was to be subjected to forced labour for
ten years, this may not be attributed to a lack of regulation but perhaps to strong positive incentives
to make significant profits. Ferid (1914, p.191).
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special value on the silver stamped with it”.30

To summarise, with the exception of Istanbul, the major characteristics of the
Ottoman coinage system during this era were the lack of gold coins in circulation, the
existence of multiple currency zones and territorial exchange rates, and the dominance of a
set of foreign and domestic standard and sub-standard silver coins despite the repeated
attempts of the government to control the situation. It may be argued that the Ottoman
Empire was not unique in this regard. However, as elaborated in the next section, the
failure to establish fiat money as a medium of exchange was the other side of this picture,

and in this regard the Ottoman case was unique in the golden periphery.

2.2 Fiatmoney: from state notes to bank notes

The 1844 monetary reform, aside from marking the end of a long history of debasements,
was also a turning point in the history of fiat money in the Ottoman Empire. After this
regulation, the government unprecedentedly issued a state note known as a “kaime” to
finance its budget deficits. The earliest examples of these notes were handwritten
documents issued in denominations of 500 kurus (circa £4.5). As they carried an interest
rate and had a maturity term, they were not “fiat money” in the strict sense of the term
but perhaps an instrument of domestic debt. However, the government repeatedly
declared that they were issued only in order to facilitate commerce and that they were to
be accepted as legal tender, exactly like gold and silver coins. It was also made clear that
the Treasury in Istanbul and tax collectors in the provinces would accept these notes in
payments to the state. Later, smaller denominations followed so as to increase their use
in daily transactions and, with their limited volume, these notes performed reasonably
well until 1852.31 From 1853 to 1862, however, the government issued large quantities of
non-interest bearing and unbacked notes to finance extraordinary state expenditures,
which eventually led to heavy depreciation and thus inflation. In order to solve this

problem, the government decided in 1863 to withdraw all the state notes in circulation

30 OPDA (1882-1914), Special Report, 1894, No.12, p.62-65. For a more detailed discussion of the
Maria Theresa Thaler, see Kuroda (2007); Tschoegl (2001).

31 Akyildiz (1996); Pamuk (2000, p.209-210).
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with the help of short-term loans from the I0B.

This was the beginning of a new era in the history of fiat money in the Ottoman
Empire. Henceforward, the I0B would act as the “central bank of issue” in addition to
performing its commercial operations.32 It handled most of the transactions of the
Treasury and had to provide short-term advances to the state. In return, the I0B had the
exclusive privilege of issuing gold-convertible banknotes, which were accepted as legal
tender. Moreover, the government promised to maintain this exclusivity and to not issue
any state notes. The decree foresaw that the payment for the IOB notes would be
demandable only in Istanbul, the place of issue. With the approval the central office in
Istanbul, the branches were also allowed to issue notes; however, these notes would still
be redeemable only in the Istanbul branch. Another restriction related to the
denominations of the banknotes, which were set at 200 kurus, unless the Ministry of
Finance agreed otherwise. Finally, similar to its many European counterparts, the 10B was
also required to hold gold reserves in hand, equal in amount to at least one-third of its

notes in circulation.33

Once all state notes were withdrawn from circulation, however, the I0OB could not easily
increase the circulation of its own notes. Before 1876, the total notes issued never exceeded
350,000 liras and the cover ratio remained four to five times higher than the legal
requirement. One reason for this low level of circulation was due to previous unsuccessful
state note experiments, which discouraged the public from holding fiat money for daily
transactions. Moreover, having transferred the monopoly of issue to a foreign commercial
bank, the government found it difficult to implement “forced circulation”.34 Given that the
IOB was the major intermediary between international capital markets and the Ottoman

government, the government’s unilateral suspension of privileges could lead to disruptions

32 It should be noted that, unlike several other core and peripheries of the time, there were no other
private issue banks in the Empire before (and after) the foundation of the I0B.

33 Autheman (2002); Eldem (1999, p.463-466); I0B (1875).

3¢ Here we rely on the conceptual difference between legal tender (cours légal) and forced tender
(cours forcé) as suggested by the contemporary literature. The former refers to the legal receivability

of a currency for taxes and public dues, the latter to the forced circulation of irredeemable paper
money. Rollins (1907).
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in foreign capital flows.

The financial crisis of 1873 was a watershed, after which overseas lending declined. In
1876, similarly to a few other heavily indebted countries, the Ottoman government
declared a moratorium on its outstanding debt. With the sudden collapse of Ottoman credit
in the European financial markets and the 