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t the threshold-of the modern era, from the 1770s until the 1840s,

Ottoman state finances frequently experienced large budget deficits

arising mostly from wars and, to a lesser extent, from costs of mili-
tary reform. These deficits reached their peak during the 1820s and 1830s.
In response, the government attempted to increase its control over revenue
sources and made use of various forms of internal borrowing. However, the
state’s demand for funds in relation to both the size of the economy and the
ability of the fragile domestic institutions to handle them was too large.! As
a result, when short-term fiscal pressures mounted, the government resorted
to debasements. The highest rates of debasement in Ottoman history took
place during the reign of the reformist and centralizing Sultan Mahmud IT
(1808-1839). This chapter will argue that debasements were not the result of
a haphazard process but were undertaken or not undertaken by the govern-
ment after the weighing of associated benefits and costs. In other words, far
from being an exercise in futility, debasements are viewed here as a poten-
tially effective instrument of fiscal policy, especially in the short term. In
fact, one may even argue that debasements were used as an instrument of
centralization by Mahmud II. The timing and magnitude of the debasements
also suggest, however, that the government was quite sensitive to the politi-
cal opposition they generated among the janissaries and other urban groups.

Toward a Political Economy Framework

The causes and consequences of premodern debasements, that is, the reduc-
tion of the specie content of the currency by the monetary authority, have
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been the focus of much debate.2 Some of the causes, such as the wear on
the existing stock of coins in circulation or the mismanagement of the
mints, appear technical or administrative in nature. Another possible cause
was the increase in the economy’s demand for money and the need to
increase the money stock in circulation. In the short term, debasements pro-
vided relief from shortages of specie and coinage in circulation by increas-
ing the nominal value of coinage in circulation. However, the alteration and

expansion of the money supply through debasements could provide only .

temporary relief because prices tended to adjust upward sooner or later, and
the volume of coinage in circulation adjusted for the price level tended to
return to its earlier level. For this reason, the efforts of premodern states to

offset the detrimental effects of a bullion shortage by means of debasement’

were doomed to frustration. .

The persistence of debasements throughout the medieval and early
modern periods suggests that these interventions were not simply futile
efforts. Although they did not solve the problems of specie shortages,
debasements did provide fiscal relief for the states, and there lay their
appeal. Because the obligations of the state to the soldiers, bureaucrats, and
suppliers are expressed in terms of the monetary unit of account, a reduc-
tion in the silver content of the currency enabled the state to increase the
amount it could mint from or the payments it could make with a given
amount of silver. As a result, debasements were frequently utilized as an
alternative to additional taxation.

Prices almost always rose in the aftermath of debasements because a
debasement typically increased the nominal value of coinage in circulation.
Even if the prices did not rise quickly because of the shortages of specie or
for some other reason, long-distance trade acted as the ultimate equalizer in
the long term. If prices expressed in grams of silver in a given region
became less expensive vis-2-vis the neighboring areas, increased demand
for the lower-priced commodities attracted large quantities of silver, thus
raising prices. Price adjustments after a debasement tended to be more
rapid, the more open the economy and the more frequently debasements
were used.?

Another possible cause of debasements was the pressure from some
social groups in favor of inflation. Even if a social group did not always
benefit from debasements and inflation, it could still prefer debasements to
additional taxation. For example, merchants sometimes preferred debase-
ments to increased taxation whenever the government faced fiscal difficul-
ties. This is because the prices of goods held by the merchants typically
rose together with other prices after a debasement. On the other side of the
coin were social groups who stood to lose from debasements and the
accompanying inflation and therefore opposed them. Under these circum-
stances, the fate of the currency was not determined solely by the govern-
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ment but often depended upon the struggle between it and various social
groups. Before we begin an examination of Ottoman debasements in the
early decades of the nineteenth century, let us examine how different
groups in Ottoman society fared in the face of such debasements.

For a long time it has been assumed that the use of money in the
Ottoman Empire was limited to long-distance trade and parts of the urban
sector.4 Yet recent research has shown that the urban population and some
segments of the countryside were already part of the monetary economy by
the end of the fifteenth century. Even more significant, there occurred a
substantial increase in the use of money during the sixteenth century, both
because of the increased availability of specie and increasing commercial-
ization of the rural economy. There also emerged an intensive pattern of
periodic markets and market fairs where peasants and larger landholders
sold parts of their produce to urban residents. These markets also provided
an important opportunity for the nomads to come into contact with both
peasants and the urban population. Large sectors of the rural population
came to use coinage, especially the small denominations of silver akge and
the copper mangir, through their participation in these markets.5

Second, small-scale but intensive networks of credit relations devel-
oped in and around the urban centers. Evidence from thousands of court
cases in these towns and cities involving lenders and borrowers leave no
doubt that the use of credit, small and large, was widespread among all seg-
ments of urban as well as parts of rural society. It is clear that neither the
Islamic prohibitions against interest and usury nor the absence of formal
banking institutions prevented the expansion of credit in Ottoman society.6
As aresult, debasements had an impact on virtually all groups in Ottoman
society, and in turn, each group took a position. Most men and women, both
urban and rural, were clear about the consequences of different ways of
dealing with the coinage, and who gained and who lost. In general, all those
who had future obligations expressed in terms of the unit of account—
mainly borrowers and tenants paying fixed rents in cash—stood to gain
from debasements. Conversely, those who expected to be paid fixed
amounts in terms of the unit of account stood to lose from debasements.”

In the rural areas, taxes and rents on both public and privately held
lands were paid almost entirely in kind during the eighteenth and nine-
teenth centuries. Moreover, those producers who sold part of their crop in
local markets received higher prices during periods of inflation. As a result,
debasements and inflation did not have a major impact on rural producers.
The significant exception, of course, were the lenders and borrowers in the
countryside. Local court records indicate that numbers of court cases
involving lending and borrowing by rural as well as urban residents typical-
ly showed sharp increases during periods of frequent debasement and rapid
inflation.
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In the urban areas there existed a dense network of credit relations,
most of which involved small-scale lenders and small-cash vakifs (pious
foundations) that lent on interest. The local sarrafs (money changers), with
their expert knowledge of the markets, often benefited from the uncertainty
and fluctuations in exchange rates as well as the requirements to surrender
old coins in the aftermath of debasements. Most of them were net lenders,
though, and they stood to lose from the inflation that followed debase-
ments.

As the fiscal problems of the Ottoman state intensified in the second
half of the eighteenth century, the sarrafs of Istanbul began to provide
increasingly larger loans to the state, utilizing their connections to the
financial markets in Europe. This lucrative process soon transformed the
traditional money changers into the so-called Galata bankers, named after
the financial district in the capital city. The Galata bankers also held con-
siderable amounts of esham (long-term government bonds). As a result,
they were in favor of monetary stability.8

It would be interesting to explore the attitudes of the ayan (notables) of
the provinces toward money and inflation during the eighteenth and early
nineteenth centuries. Many ayan were the holders of various types of tax
farms, both short-term and long-term. To the extent that the tax farmers
were expected to make fixed payments to the state each year, they tended to
benefit from debasements and inflation. At the same time, however, many
ayan were engaged in trade, especially long-distance trade. In their role as
long-distance merchants, they must have favored monetary stability.

Merchants and shopkeepers in the urban areas did not appear to lose
from debasements, as the prices of goods they sold tended to rise during
periods of inflation. There was always the risk, though, that the government
would impose price ceilings on essential goods sold in the urban markets
whenever prices rose too fast. As a result, they were also wary of debase-
ments.

The groups that stood to lose the most from debasements were those
who were paid fixed amounts in terms of the unit of account. The most
important groups in this category were the employees of the state, the
bureaucracy, the ulema, and especially the janissaries. There existed a large
overlap between the guild members and the janissaries after the latter began
to moonlight as artisans and shopkeepers in the seventeenth century.

The Great Debasement, 1808—1844
When Mahmud II ascended the throne in 1808, the standard kurusg or

piaster contained 6.90 grams of silver, unchanged since the debasement of
1789. During the next three decades, the silver content of the Ottoman cur-
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rency declined at times sharply, at times more slowly. The lowest point was
reached in 1831-1832 at 0.5 grams of silver, although the kurug subse-
quently rose to 0.9 grams in 1832 and then to 1.0 gram in 1844, where it
stayed until World War I. All in all, the kurug lost more than 83 percent of
its silver content from 1808 to 1844.9 (See Table 2.1.)

Table 2.1  The Silver Kurug and Its Exchange Rate, 1780-1914

Weight Fineness Pure Silver Exchange Rate of the
Year (grams) (percent) Content (grams) British Pound (in kurug)
1780 18.50 54.0 10.00 11.0
1789 12.80 54.0 6.90 15.0
1800 12.60 54.0 6.90 15.0
1808 12.80 46.5 5.90 19.0
1809 9.60 46.5 4.42 20.5
1810 5.13 73.0 3.74 19.8
1818 9.60 46.5 4.42 29.0
1820 6.41 46.0 2.95 35.0
1822 4.28 - 54.0 2.32 37.0
1828 3.20 46.0 1.47 59.0
1829 3.10 220 0.72 69.0
1831 3.00 17.5 0.53 80.0
1832 2.14 44.0 0.94 88.0
1839 2.14 44.0 0.94 104.0
1844 1.20 . 83.3 1.00 110.0
1914 1.20 83.3 1.00 110.0

Sources: Chester L. Krause and Clifford Mishler, with Colin R. Bruce II, Standard Catalog
of World Coins, 21st edition, (Iola, Wisc.: Krause Publications, 1994); Benjamin Sass, “The
Silver and Billon Coins Minted at Constantinople Under Sultan Mahmud II (1223-1255 H
[“Hegira/Hijra”]),” The American Numismatic Society Notes 18 (1972): 167-175; Ciineyt
Olger, Sultan II. Mahmud Zamaninda Darp Edilen Osmanlt Madeni Paralari, (Istanbul:
Yenilik Basimevi, 1970); Jem Sultan, Coins of the Ottoman Empire and the Turkish Republic:
A Detailed Catalogue of the Jem Sultan Collection, 2 vols. (Thousand Oaks, Calif.: B&R
Publishers, 1977), pp. 213-297; Ismail Galib, Takvim-i Meskukat-1 Osmaniye (Istanbul, H.
1307/1889-1890); Daniel Panzac, “La Piastre et le Cyclotron: Essai sur les Monnaies
Ottomanes, 1687—1844,” paper presented to the Conference on Money and Currencies in the
Ottoman Empire, 1690—1850 (Istanbul, November 1997); and Charles Issawi, The Economic
History of Turkey, 18001914 (Chicago: University of Chicago Press, 1980), pp. 327-331.

Note: The Tashih-i Sikke (correction of coinage) operation of 1844 introduced the new
gold lira, which equaled 100 silver kurug and fixed the gold-silver ratio at 15:09. The stan-
dards of Ottoman silver and gold coinage did not change after that date.

Closely paralleling the debasement of the currency was the sharp fall in
its exchange rate and the rapid rise in the general price level, both of which
were equally dramatic. In 1808, one Venetian gold ducat exchanged for 8
kurus and one British pound sterling for 19 kurus. By 1844 one ducat
equaled 50 to 52 kurug and the British pound exchanged for 110 kurug. In



26 New Dimensions of Modernizing Processes

other words, the Ottoman unit also lost about 83 percent of its value against
the leading European currencies during these thirty-five years. Indices
recently constructed from data obtained from the account books of vakifs,
their soup kitchens, and the account books of the imperial kitchen at
Istanbul show that food prices increased by about fourfold between 1808
and 1844 and about tenfold between 1789 and 1844.10 It is possible to fol-
low the silver content of the kurug on an annual basis from the available
numismatic evidence. During his thirty-two-year reign, Mahmud II issued
ten different series of silver coins each with different standards. Most of
these series covered the full range of coins from the small one, or five para,
to the two, five, and even six kurug pieces. Each of these series remained in
circulation anywhere from one to eight or more years. Mahmud II ended up
issuing forty-seven different types of silver coins, more than any other
Ottoman ruler. Detailed information is available about the standards of each
coin for each of these series. In addition, a limited number of coins have
been subjected to content analysis to establish their specie and alloy con-
tent (Table 2.1).

The government continued to issue varieties of gold coins such as zeri
mahbub, rumi, adli, hayriye, and mahmudiye, each with different and
changing standards during the reign of Mahmud II. These gold coins were
not subjected to such rapid rates of debasement, however. The overall
decline in the specie content of the gold coins during these three decades
remained below 20 percent.!! It is clear that the government did not view
the gold coins with the same fiscal logic that was applied to the silver
kurug. This was because the obligations of the state were expressed in terms
of the silver kurug and not linked to any gold coin. As a result, the govern-
ment did not stand to gain much from debasing the gold coins.!2

An examination of the timing and magnitudes of the debasements pro-
vides important insights into the motives of the government. On the basis of
the available evidence presented in Table 2.1, the debasements during the
reign of Mahmud II can be divided into two subperiods. The first subperiod
covers the early years of his reign, from 1808 until 1822. Six separate
series, or sets, of silver coins were issued during this period. By the sixth
series, the silver content of the kurug had been reduced to 2.32 grams, by a
total of 60 percent in comparison to 1808. The fiscal difficulties created by
the wars against Russia, Iran, and the Greek revolution figured prominently
in the decline of the currency during the first subperiod.13 In fact, the third
series of silver coins issued by Mahmud II in 1810 with lower silver were
called cihadiyye, in reference to the ongoing war with Russia and the need
to raise fiscal revenue for that effort. These coins remained in circulation
for eight years.14 The government also issued special cihadiyye esharm dur-
ing this period, which can be considered the first example of Ottoman war
bonds.15
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The second and even more rapid subperiod of debasement took place
during and after the war of 1828-1829 with Russia. In addition to wartime
expenditures, the large, 400-million kurug indemnity the Ottomans agreed to
pay at the end of the war weighed heavily on Ottoman finances and the cur-
rency for a number of years.16 Between 1828 and 1831, the silver content of
the kurus was thus reduced sharply from 2.32 grams to 0.53 grams, a decline
of 79 percent in four years. As financial conditions began to improve after
1832, the silver content of the currency was raised to 0.94 grams.17

We can now examine the attitudes and behavior of the Ottoman gov-
ernment toward debasement during the reign of Mahmud II. In this frame-
work the government is viewed as weighing the short-term fiscal benefits
accruing from debasements against both the short-term and long-term costs
of such action. If the government perceives these costs to be less than the
expected fiscal benefits, then a debasement or a series of debasements may
be adopted. In other words, far from being an exercise in futility, the
debasements are seen as a potentially effective instrument of fiscal policy,
especially in the short term. At the same time, this framework will empha-
size the economic and political constraints on the state’s ability to take
advantage of debasements.

The fiscal benefits of a debasement are not difficult to establish. The
government was able to issue a larger amount of coinage in nominal terms
with the same amount of specie and meet a larger fraction of its
obligations.!® One related measure often adopted by the government in the
aftermath of a debasement was to prohibit the use and sale of gold and sil-
ver in local markets and order that these be surrendered to the imperial mint
at below-market prices.19 Finally, the state also obtained revenue from the
old coins brought to the mint by the public.

On the other side, there are a number of costs that may be borne by the
state as a result of debasements. As prices rose, including those paid by the
state in the aftermath of a debasement, many of the state revenues, fixed in
nominal terms, declined in real terms. In other words, debasements generat-
ed an initial surge in revenues followed by their decline in real terms due to
the inflation they created. In the longer term, a debasement might even lead
to a real decline in revenues if the government did not adjust upward the
taxes and other revenues that had been fixed in nominal terms.2?

Second, if the public loses confidence in the currency and begins to
anticipate further debasements, it will become increasingly difficult for the
government to take advantage of further reductions in the specie content of
coinage. In the open-mint system, for example, the public may begin hold-
ing another currency and stay away from the mints. A large degree of cur-
rency substitution must have taken place during the reign of Mahmud II, as
varieties of foreign coinage were free to circulate.2!

A third cost of Ottoman debasements was the spread of counterfeiting.
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When the government issued new coins with a lower specie content, coun-
terfeiters immediately began to mint the new coins with the same or even
higher silver content in order to share the seigniorage revenues of the state.
This opportunity declined, however, when precious metal prices adjusted
upward along with other prices. Price ceilings on the specie and govern-
ment attempts to obtain the specie at those official prices also encouraged
counterfeiting.22

Another cost was the adverse implications of debasements for the abili-
ty of the state to borrow domestically. As the government began to make
use of debasements, the public began to anticipate more, and it became
more difficult to borrow from the public at large. There is evidence that
with the acceleration of debasements after 1808, rates of interest increased
even further and it became even more difficult for the government to sell
the esham. For example, it appears that the ratio between the initial sale
price of esham and the annual payments declined after 1808 when the gov-
ernment began to use debasements more frequently.23

Yet the most important cost of Ottoman debasements was the political
opposition they generated among the urban groups, especially in the capital
city. One group that disliked debasements consisted of the guild members,
shopkeepers, small merchants, and the wage-earning artisans. Another
group that stood to lose from debasements were those who were paid fixed
salaries by the state, the bureaucracy, the ulema, and especially the janis-
saries stationed permanently in the capital. There existed a large overlap
between the guild members and the janissaries because the latter began to
moonlight as artisans and shopkeepers. This broad opposition acted as a
major deterrent against the more frequent use of debasements by the gov-
ernment not only in the capital but also in the provincial centers. It would
be interesting to explore the causal linkages between the debasements and
the urban rebellions of the late eighteenth and early nineteenth centuries in
Syria, Iraq, and elsewhere in the empire.24

The effectiveness of this urban opposition against debasements should
not be measured in terms of the frequency of their rebellions, however. Just
as E. P. Thompson had argued in his study of the moral economy of the
English crowd in the eighteenth century, that the effectiveness of the bread
riots should not be measured in terms of their frequency, it was the threat of
rebellions that proved just as effective in the longer term;25 it ensured that
the governments would refrain from debasements, at least during periods of
peace.

Into this framework of costs and benefits and interaction between the
state and society, wars enter as exogenous shocks, events that raised both
the need for short-term revenues for the state and the willingness of the
public to accept extraordinary measures such as debasements. As the
urgency of generating revenues increased, the state often invoked refer-
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ences to holy wars and even linked the new coinage explicitly to the ongo-
ing wars, calling the new issues of coins and bonds cihadiyye, for example.

During the reigns of both Selim III and Mahmud II, the governments
were well aware of the limitations imposed by the janissaries and related
urban groups. From the very beginning of his reign, Mahmud II wanted to
replace the janissaries with a Western-style army. But during the early years
of his long reign, he did not have the political support to make this critical
move. After the janissaries were finally defeated and the order was abol-
ished in 1826—in what is usually considered one of the most important
political events of this period, known as Vaka-i Hayriye, or the Auspicious
Event—a major constraint in the way of debasements was lifted. Only two
years later, the government began the largest debasement of Ottoman histo-
ry, reducing the specie content of the kurug by 79 percent within a period of
four years.

In terms of revenues for the state, the debasements of 1828-1831 were
considered a major success by the contemporaries. The credit for this
accomplishment was given to Artin Kazaz, an Armenian financier who had
risen through the ranks of the sarraf guild to head the imperial mint in the
1820s. Kazaz was actually only one in a long chain of Armenian financiers
to administer the imperial mint from the late eighteenth century until the
1840s. One of his biographies relates that during the war of 1828-1829
with Russia, the grand vizier considered issuing copper coinage. However,
Kazaz convinced the sultan that there should be at least some silver in the
new coinage. He then went on to produce a very large volume of five kurusg
pieces.26 His rationale was that the presence of some silver would help the
state raise more revenue by making the coins more acceptable to the public
and helping the state retain the opportunity to raise additional revenues by
lowering the silver content in the future.27

One unique aspect of this debasement episode was that the contempo-
raries calculated the seigniorage revenues of the state from the mint
records. According to these calculations, during the regnal years of 22 to 25
(approximately 1828-1831), the imperial mint produced 23 million units of
the large five kurug pieces as the eighth series of Mahmud II after lowering
the silver content of the coins. The net seigniorage revenues of the state
were estimated at 39.7 million kurug. During the regnal years 25 and 26
(1831-1832), an additional 245 million kurug worth of new coinage with
even lower silver content was issued as the ninth series. This operation is
estimated to have provided the state with net revenues of 119 million kurug.
After the end of the war, during the regnal years 26 through 32
(1832-1838), the mint issued a variety of new_coins with a total value of
137.8 million kurug as the tenth series. The silver content of these coins,
however, was higher than both the eighth and the ninth series, and the state
did not obtain any seigniorage revenue from them. The purpose of this last
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phase was to bring back price stability and renew confidence in the curren-
cy.28 :

These were large magnitudes in relation to the size of total state rev-
enues and expenditures at the time. Since the various revenues and expendi-
tures were not yet incorporated into a single budget, it is difficult to esti-
mate total annual revenues, but the sum of 250 to 300 million kurug appears
as a reasonable figure for these years. Yavuz Cezar provides an estimate of
300 million kurug for the budget of 1838.29 In other words, the debase-
ments of 1828-1832 provided the state with total revenues associated with
the debasements amounting to more than one-half of one year’s total rev-
enues, or an average of more than 10 percent of annual revenues for these
five troubled years.

The debasements provided another, and somewhat unexpected, benefit
to the treasury by reducing the borrowing requirements of the state and
bringing down interest rates. The decline in interest rates then provided fis-
cal relief through its impact on the tax-farming system as well. Tax farmers
who entered state auctions for the right to collect specific tax revenues were
required to make a certain fraction of these payments in advance for which
they typically borrowed from private financiers. When the domestic interest
rates declined, therefore, the auction prices of tax farms tended to rise.

Bimetallism and External Borrowing

Monetary conditions had assumed crisis proportions by the end of the
1830s. While the government had succeeded in raising short-term revenue
from frequent debasements, the resulting inflation created serious political
problems. In addition, the production of a large variety of coins since the
beginning of the century and the inability of the government to retire the
earlier series from circulation had added to the difficulties. These condi-
tions created difficulties both for daily transactions and international trade.
At the same time, the appeal and use of European coinage had increased,
especially in international trade and for store-of-wealth purposes.3¢

For European governments and especially the British, who were con-
cerned about Russian expansionism to the south, the success of Ottoman
reforms was considered essential for the territorial integrity of the empire.
European governments also believed that rapid expansion of commercial
ties with Europe based on the principle of comparative advantage and
European direct investment were essential for the development of the
Ottoman economy. As a result, they began to exert considerable pressure on
the Ottoman government to abandon debasements and establish a more sta-
ble monetary system. Bimetallism was proposed as a monetary regime that
would bring the Ottoman Empire more in line with the prevailing interna-
tional trends and help expand both trade and European investment. The
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European governments also linked Ottoman access to European financial
markets to fiscal reform and monetary stability. They made clear that they
were ready to provide the technical expertise necessary for this purpose.

After the death of Sultan Mahmud 11 in 1839, the new government
openly expressed the intention to carry out such an operation. New
machines and technology were imported from England. Mint technicians
and other specialists were invited from England and France to install the
machines and advise the Ottoman government about the new standards of
coinage.3! After some delay, the government finally decided to adopt the
bimetallic standard in which the silver kurug and the new gold lira were
both accepted as legal tender, freely convertible at the fixed rate of 100
kurug for one gold lira and obtainable at the government mint. The new
gold coins began to be produced in 1843, and the new silver coins were
issued the following year along with an official declaration from the impe-
rial mint, setting out the reasons for the reform. The gold-silver ratio was
fixed at 15:9. The open mint system was to be continued. All silver and
gold coinage minted until 1922 adhered to the standards established in
1844.

In the early part of the nineteenth century, governments in Cairo and
Tunis, facing very similar constraints and pressures, also abandoned fiscal-
ly motivated debasements in favor of bimetallism and stable coinage.32 It
was not so much the interaction between these governments that brought
about the monetary regime shift. In addition to the growing domestic costs
of debasements, it was the rising forces of globalization, the rapid increase
in trade with Europe, and the growing interaction with European merchants
and governments as well as their advice and pressure that led these govern-
ments to embrace those monetary institutions that conformed to the
requirements of international trade.

The decision to abandon debasements as a means of raising fiscal rev-
enue without the elimination of the budget deficits proved very costly in the
long term. All three governments began to borrow in the European financial
markets during the 1850s in order to meet their short-term budgetary needs.
By the middle of the 1870s, with their annual debt payments far in excess
of their ability to pay, they were all forced to declare moratoriums on their
outstanding debt. The establishment of the European Public Debt
Administration in Istanbul (1881) and, even more dramatically, the occupa-
tion of Tunis (1881) and Egypt (1882) by the European powers were direct-
ly linked to these moratoriums.33
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