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A fundamental characteristic of the classical gold standard era (1880-

1914) was sustained capital flows from core countries to the peripheries in the 

form of sovereign debt. By the last quarter of the nineteenth century, due to 

heavy borrowing, several countries encountered with difficulties servicing their 

debt. As a result, many heavily indebted borrowers declared moratoria, which 

provoked new kinds of sanctions by creditors. One of the sanctions imposed on 

debtor countries was the formation of international financial control (IFC) 

organizations, which wereadministered by representatives of the foreign 

bondholders and assigned with the task of administering and collecting specific 

taxes.  

The Ottoman Empire was a typical example of peripheral economy with 

its monetary regime and increasing sovereign borrowing process, which at the 

end led to a partial transfer of fiscal sovereignty to the creditors in the form of 

IFC. The Ottoman government began to sell long-term bonds in the European 

financial markets in 1854. By the establishment of the Imperial Ottoman Bank 

(IOB), from 1863 onwards, an increasing spiral of borrowing began. A 

moratorium was in sight but the financial markets kept the process going 

because of the high rates of return. Following 1873 European financial crisis, the 

Ottoman government declared a moratorium on all outstanding debt in 1876, 

which stood at around £200 million. After prolonged negotiations, in December 

1881, the Decree of Muharrem was signed between bondholder representatives 

and the government. According to the decree, the outstanding debt of the 

empire and unpaid interest payments were reduced significantly. In return, a 

council of administration (Düyun-ı Umumiyye) was established to represent the 

bondholders and act in their interest,whichwould have the legal right to adjust 

the level ofcertain Ottoman tax revenuesin order to compensate creditors for 

the unpaid part of the Ottoman debt. 



As regards to its monetary regime, although the Ottoman Empire 

formally declared gold standard in 1880,it did never have sufficient resources to 

redeem the silver coinage in circulation. As silver coins were in the centre of 

domestic transactions, the state continued to accept unlimited amounts of 

silver in its operations, and gold remained at the centre of the international 

dealings.Although the IOB as the sole monetary authority issued gold-backed 

bank notes from 1880 onwards, their circulation remained restricted with 

Istanbul, and constituted only a small part of the total money supply. Therefore 

the monetary base of the country kept heavily relying on gold and silver coins 

rather than gold convertible bank notes.  

Overall, it can be maintained that Ottoman economy during the 

classical gold standard era was characterised with lack of monetary 

independence, continuous budget deficits due to high levels of military 

expenditures,lack of fiscal sovereignty on its revenues, and high level of 

accessibility to international financial markets with low levels of sovereign 

risks. In the light of the “fiscal dominance” literature thesefacts introduce 

several puzzles to be resolved. Given high military expenditures and the lack of 

monetary independence and of complete control over its tax revenues, how 

could the Ottoman government maintain high levels of budget deficits for the 

whole period,as it was unable to gain seignorage revenue by increasing the 

circulation of fiduciary money? The current paper attempts to answer this 

questionaround the organization of IFC together with limping aspects of 

Ottoman monetary regime. It is argued that IFC secured the accessibility to 

international financial markets with low levels of sovereign risk,and the 

continuous circulation of silver gave a certain degree of flexibility under the 

gold standard regime. Thus, by bringing together historical time-series of the 

Ottoman Empire, the paperattempts to model the relationship between 

military spending, budget deficit, and monetary activity.  
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