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ABSTRACT

How can one account for flourishing trade relations between Turkey and Germany, despite multiple rounds of political crises? Adopting a historical institutionalist approach, combined with the politicisation literature, I make a twofold argument. First, the 1995 EU-Turkey Customs Union (CU) constitutes a critical juncture with important long-term consequences for bilateral trade and the integration of Turkish industry to European and global value chains. The CU has enforced the modernisation of administrative and regulatory structures of the Turkish industrial sector, which serve as a default stabiliser in maintaining relations between Germany and Turkey through turbulent political times. Second, the politicisation of Germany-Turkey relations, due to the dense EU-Turkey regime complex and the prominent role that the ‘Turkey question’ now plays in EU politics, has prevented the modernisation of the CU. The fact that this non-change has occurred despite strong support by German and Turkish business circles demonstrates the salience of politicisation, and the subordinate role economic ties play in boosting Turkey’s EU vocation. 
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Introduction

German-Turkish relations are of decisive importance not only in bilateral terms, but also with reference to Turkey’s relations with the European Union (EU). Politically, Germany’s stance sets the tone regarding the evolution of EU-Turkey relations, including in sensitive areas such as the rule of law, accession conditionality and alignment with the EU foreign policy acquis (see also Aydın Düzgit and Turhan, this volume; Müftüler-Baç and Tastan, this volume). Moreover, and as discussed in this article, Germany is Turkey’s largest trading partner, which gives it leverage in influencing Turkey’s alignment with EU standards and regulations. 
It is therefore no surprise that a substantial body of literature examines the two states’ political ties (Eralp 2009; Aydin-Düzgit 2018; Reiners and Turhan 2021). References to their economic relations are fewer (but see Franz and Müller 2019; Völlers et al. 2021), and there is a notable absence of attempts to evaluate the German-Turkish relationship from a political economy perspective. Even fewer attempts are made to explain their relations through a theoretically informed analysis, especially by incorporating insights from historical institutionalism (HI) (Fioretos 2011).
 This paper seeks to fill that gap, following in the footsteps of analyses that have explored the political economy dimension of Turkey’s relations with other states (Tsarouhas and Yazgan 2018; Kutlay 2019; Öniş and Yalikun 2021), and incorporating an HI framework with core insights from the politicisation literature on EU politics.
I develop a twofold argument. First, German-Turkish economic ties have been solidified in the aftermath of the 1995 EU-Turkey Customs Union (CU), which constitutes a critical juncture in EU-Turky relations. Specifically, the CU has ‘locked in’ the vast Turkish market for German firms by facilitating Turkey’s transition to an export-oriented, liberal market economy, offering predictability and low supply and logistics costs for German firms. This has gained significance in recent years amidst supply chain disruptions and geopolitical tensions. Secondly, the institutionalisation of economic relations initiated by the CU has not been followed by a modernisation of the CU agreement. This is due to the politicisation of the CU modernisation issue, which forms part of the broader EU-Turkey regime complex. This complex encompasses the preferences and bargaining power of export-oriented manufacturers, who support CU modernisation, but also political actors who have hindered progress. The role of Germany is key in this regard, as it was the German government which initially blocked the EU-Turkey CU modernisation talks, and its stance shapes the debate between the two sides to this day. 
The paper proceeds as follows. The first section delves into historical institutionalism and the politicisation literature. It discusses HI’s relevance and key concepts such as path dependence, critical junctures and layering, while the politicisation review distinguishes between the different conceptualisations employed in the debate, namely issue salience, actor expansion and politicisation. The next section traces the evolution of German-EU-Turkish relations from the signing of the EEC-Turkey Association Agreement in 1963 to the establishment of the Customs Union in 1995. I then examine the impact of the CU on Turkish reforms, demonstrating how it helped integrate Turkey’s economy in European and global value chains. Next, the paper empirically supports its arguments by examining the evolution of German-Turkish trade ties since 1995, demonstrating the key role played by the CU in boosting ties qualitatively as well as quantitatively. The one but last section links the debate on the CU with the politicisation literature, underlining that the CU is embedded in a dense regime complex affected by diverse and polarizing factors, be it immigration, Turkey’s democratic backsliding or Germany’s public discourse. These factors have proven more important than solid trade ties and the willingness of German and Turkish business actors to push for CU modernisation. The conclusion summarises the main argument and points to the remarkable stability characterizing German-Turkish relations to date, despite multiple ups and downs. It is worth stressing, however, that path-dependent stability does not equal infinite stasis: trade ties and economic weight make well-functioning German-Turkish relations mutually beneficial, but only to the extent that political agents continue to act accordingly. 
Historical Institutionalism 
Historical institutionalism (HI) emerged because of the turn towards institutions espoused by political scientists emphasizing that institutions constrain actors’ behaviour and order political life (March and Olsen 1984). Some institutionalists stress material interests and actor-based approaches (rational choice institutionalism) over ideas-driven normative considerations (constructivist/sociological institutionalism). They also disagree on whether the appropriate level of analysis ought to be the micro-level of collective action (rational choice) or the macro-level of things like welfare state formation and the evolution of organised labour (Fioretos et al. 2016, 7). Historical institutionalism is fundamentally preoccupied with questions pertaining to the emergence, development, reproduction, and evolution of institutions (Fioretos 2011). HI scholars stress that time and sequencing constitute major variables in accounting for institutions’ effects in political life, and actors’ preferences (Steinmo et al. 1992). Further, if for rational choice theorists, institutions are outcomes of a particular equilibrium within set rules, historical institutionalists assert that once established, institutions themselves can become causes of actors’ preferences (Katznelson 2003). 
Two important concepts developed and refined by HI scholarship are critical junctures and path dependence. The former refers to ‘a period of significant change…which is hypothesised to produce distinct legacies’ (Collier and Collier 1991, 29). Path dependence is the situation in which a particular choice sets in motion a self-reinforcing dynamic from which it becomes increasingly difficult, and costly, to deviate. This is what the Customs Union has come to signify for the Turkish business community: alignment with EU regulatory standards, once adopted, made it increasingly costly and operationally cumbersome to diversify its main trade networks.  One variant of path dependence in HI asserts that path dependence becomes difficult to escape from due to increasing returns and positive feedback loops, although other approaches emphasise that reactive sequences are also path dependent because they begin from contingent events, followed by closely linked reaction and counter-reaction events, that can transform and even reverse the direction of early steps (Mahoney 2000, 526). Importantly, Pierson (2004) points to the formation of path dependent trajectories because of self-reinforcing mechanisms. These are mechanisms that change the beliefs and preferences of actors in favour of an existing practice. At any rate, the two concepts are linked: Collier and Collier (1991) assert that legacies generated by critical junctures can reproduce themselves in the absence of the conditions that originally created them. 
The prominent role that critical junctures and path dependent processes play in HI accounts has highlighted the need to complement institutional stability explanations with those that also account for change. Confusion over the precise role of institutions in politics is still apparent. Institutions entail ‘distributional elements with power implications’ (Mahoney and Thelen 2010, 8), meaning that any specific institutional arrangement will distribute resources to some but not to others, at least for a certain time. What follows is that the notion of a punctuated equilibrium to explain attempts towards change may be misguided: institutions are dynamic, coalition-based entities subject to shifts. HI has laid out a typology that explains how incremental change is not uniform, since it produces different results depending on its quality. This also allows it to confront the earlier criticism of its approach, which focused on its alleged inability to account for change. Mahoney and Thelen (2010) set out a five-fold typology: layering occurs when new elements are attached to existing institutions; conversion happens when an existing institution is redeployed to serve a new purpose; drift occurs when the institution can no longer continue to exist; displacement happens when new rules replaced old ones; and exhaustion happens when an institution is undermined from within. A crucial role is played by two sets of actors: change agents and veto players (Moshella and Tsingou 2013). While change agents seek to bring about institutional change in line with their expected benefits from such a change, veto players adhere to the status quo. 

The 1995 EU-Turkey Customs Union represents an institutional agreement that aligns with the preferences of a European state-industry coalition supporting Turkey's membership in the customs union, as well as the political objectives of Ankara. The CU worked in a self-reinforcing dynamic in that it locked in competitiveness gains made by Turkish industry, despite its initial reluctance to embrace the competitiveness paradigm, and enabled the integration of Turkey in European and global value chains. By the time objective factors pertaining to international trade conditions necessitated institutional change (i.e. the modernisation of the CU), change agents in Germany and Turkey (i.e. the business communities) pushed to that direction. However, such change had become overtly politicised
 and incorporated in the larger regime complex of EU-Turkey relations. This undermined the power resources of actors such as the German and Turkish business communities and confirmed the salience of “high politics” in an issue as difficult and as sensitive as Turkey’s integration to the EU, especially considering political developments in the country (Yavuzyilmaz and Tsarouhas 2023).  
Politicisation
When Dutch and French voters rejected the adoption of a Constitutional Treaty for the EU in 2005, an important debate as to the direction and purpose of European integration began. Hooghe and Marks (2009) adopted a postfunctionalist approach, arguing that the traditional, elite-driven ‘permissive consensus’ that characterised previous rounds of integration had been replaced by a ‘constraining dissensus’ that often leads to decision-making stalemates and/or crisis. The key mechanism explaining the new dissensus is politicisation. The latter resulted, among others, from the enhanced salience of EU-level developments for domestic policymaking, the rise of identity concerns among the public and the shrewd use of such developments by policy entrepreneurs, especially Eurosceptics, for political gain. For some, politicisation lies in the expanded role and influence acquired by European institutions since the single market (De Wilde and Zürn 2012), while others argue that it had been present long before the Maastricht Treaty but increases only sporadically in moments of crisis (Kriesi 2016). Still, this poses a major challenge to EU governance, to the extent that EU governments attempt to diffuse tensions through depoliticising EU negotiations to remove salient issues from the public arena (Statham and Trenz 2014). Oppermann (2013) has empirically demonstrated that most EU referenda pledges are driven by the ‘strategic political consideration of governments’ (Oppermann 2013, 696), suggesting a tight link between European integration and domestic politics. Moreover, the rationale behind such pledges serves a depoliticising purpose mostly in those countries where Eurosceptic sentiments are rising. 
Politicisation manifests itself in the politicisation of a. EU institutions, b. EU decision-making processes and c. issues related to European integration (De Wilde 2011, 560). If the first refers to EU and national institutions, such as the European Parliament, the Council of Ministers and national parliaments, the second is linked to the enhanced influence of elected politicians as opposed to technocrats in shaping the path of EU integration. Finally, the politicisation of issues relates to an enhanced diversity of opinions and contradictions on societal topics as monitored and debated in the media and by political parties. What is crucial is the political opportunity structure, since this mediates the degree of politicisation through crises, referenda, media representations and national narratives. Have recent crises led to more politicisation? The record is mixed, in that the Eurozone crisis was accompanied by enhanced awareness as to the interconnectedness of different member states’ economic prospects, but the debate as to potential remedies remained confined to the intergovernmental level and was dominated by a combination of national governments and supranational executive agencies (Kriesi and Grande 2016). More broadly, the literature has reached a useful consensus as to the conceptual dimensions of politicisation, namely a. issue salience (the visibility of an issue) b. actor expansion (range) and c. actor polarization (intensity and direction) (Kriesi 2016, 33). 
By use of this conceptualization, I argue that the modernisation of the CU constitutes a deepening of integration, bringing Turkey closer to the European regulatory and market-based order, while enlarging the sphere of EU jurisprudence. Nevertheless, the politicisation of EU-Turkey relations, and the launch of talks on CU modernisation, reflect its enhanced salience in member-states such as Germany, where the question of Turkey’s EU vocation has acquired a prominent role through a given national narrative, public discourse and the mass media. In other words, intense politicisation keeps the issue high on the agenda and diminishes the chances of progress, since Turkey-sceptic forces within Germany, and other member states, can shift the debate in their favour by placing the spotlight on regressive political developments in Turkey, rather than the economic benefits that CU modernisation would entail. 
The EU-Turkey Customs Union is therefore subject to contradictory dynamics. While its modernisation should have been the outcome of its evolution over time, and the result of policy preferences by powerful business actors in Germany, Turkey and beyond, the politicisation of EU-Turkey relations acts as an effective brake on such progress.    
From the Association Agreement to the Customs Union
Turkey’s relationship with the EU stretches back to the late 1950s, when Ankara applied for associate membership to the then European Economic Community (EEC). In 1963, the EEC and Turkey signed the Association (Ankara) Agreement, aimed at boosting Turkey’s trade volumes with EEC markets and assisting the country’s modernisation. The Ankara Agreement also foresaw a Customs Union between the two sides, as well as the possibility of Turkey’s full EEC membership (EEC 1963). 
During the early Cold War era, Germany constituted the most reliable trade partner for Ankara, next to the United States. Bonn assisted Turkey’s ambitions in anchoring itself to the policy framework dictated by the EEC. It accepted the 1963 provisions once Article 12 was inserted, through which Turkish migrant workers could be sent to Germany to offset the nation’s postwar labour shortage. In contrast, France and Italy ‘saw in Turkey a direct rival for many of their agricultural products and resisted the idea of a CU, pushing this further down the road’ (Tsarouhas 2021, 49). The 1970 Additional Protocol to the Association Treaty foresaw a timetable for the transition stage, during which Turkey would harmonise its tariff regulations towards third countries with the Community’s Common Customs Tariff (CCT), while the EEC would abolish tariff barriers for Turkish products (Tezcan 2020, 23). 
The question of membership to the EEC was revived by Turkish Prime Minister Turgut Özal in 1987, in his attempts to liberalise the Turkish economy. Like in the 1960s, outright Turkish membership was not seriously entertained, and the relevant Commission report made that clear. However, the same report called for completion of a Customs Union to bind Turkey more tightly to the rules and requirements of the Single Market (Commission of the European Communities 1989). By the 1990s globalisation tied Turkey closer to EU markets, exposing the country to European competition. Once Greece dropped its veto over a Customs Union, assured that talks on Cypriot EU membership would begin (El País 1995), the process moved ahead. 
For Turkey’s industrialists, the CU meant much tougher competition and potential market loss (Eralp and Torun 2015, 17), and they were openly sceptical of CU repercussions. Over time, however, the business community embraced the CU, discerning a large potential for profitable exports and a new regulatory framework suitable to its interests. Stemming from a materialist, interest-driven logic of supporting integration with Europe, the business world progressively came to view integration as an anchor of economic normalcy in a politically turbulent environment. ‘The automotive industry, which had opposed the customs union most vehemently, turned out to be the biggest winner. [From 1995 to] 2005, Turkish car exports rose from $400 million a year to $16 billion.’ (Ülgen 2006, 3).
The Customs Union and its Effects
Before examining why the modernisation of the Customs Union has not materialised, it is worth exploring its transformative impact and path-dependent character. Why does the Customs Union constitute a critical juncture for Turkish-European economic ties? After all, ‘the primary effect of a customs union is the expansion of trade flows among member countries…’ (Dogan 2012, 3) and in that sense the increase in aggregate trade volumes between Turkey and Germany constitutes an expected development. The section below explains the qualitative difference that the CU has made in Turkey’s regulatory environment and its integration in Europe’s supply chains.  
Harmonisation Policy and Intellectual Property
Two years before the signing of the CU, the Turkish Standards Institute (TSI) started harmonising its standards with those of the EU. To conform with EU norms and prevent Turkish imports from possible technical barriers, Turkey set up the Turkish Accreditation Council (TÜRKAK) in 1999, which has also become a member of the International Accreditation Forum (IAF). The establishment of the quality infrastructure was a lengthy and complex process, as Turkey did not possess the infrastructure or required technical knowledge prior to the CU. As of 2024, however, Turkey possesses a well functioning quality certification system, comprising the Turkish Standards Institution (TSE), TÜRKAK and the National Metrology Institute (UME). In 1994, the Turkish Patent Institute (TPI) was established to harmonise Turkish legislation with the EU sections of harmonisation of intellectual property rights. 
Competition and Customs Policies

During the 1980s Turkey eliminated quantitative restrictions in foreign trade and decreased the effective protection and subsidy rates. Market functioning remained distorted and ineffective until the Customs Union was signed. Prior to the CU, the Turkish government offered incentives to reduce the cost of investment and increase the competitiveness of Turkish exports. However, these were a barrier to competition, since established firms obtained unit cost advantages and consolidated their market position. Credit incentives had turned into instruments that reinforced the power of large incumbents. Further, the state-controlled credit allocation, often extended based on non-commercial considerations. The CU obliged Turkey to adopt EU competition rules. Turkey adopted its competition policy during December 1994 with the ‘Law on the Protection of Competition’ (Resmi Gazete 1994).
Turkey’s competition law is based on the EU equivalent. The Consumer Protection Law entered into force in 1995, and an independent Competition Authority (CA) began operating in 1997. The CA was established to ensure the formation and development of markets for goods and services in a free and sound competitive environment. Through the 2000 Customs Code Decree (No: 4458), Turkey brought its legislation in line with the Community Customs Code. The CU offered Turkey the opportunity to adopt a more liberal trade regime since the CCT is lower than the pre-CU tariff. As a result, the potential for trade diversion had been reversed. While domestic producers faced more competition from non-members, the effect was offset by consumer gains resulting from lower prices and tariff revenues collected on imports from non-members. (Togan 2012, 3).

In summary, the EU-Turkey Customs Union of 1995 necessitated the institutional upgrade of Turkey’s regulatory infrastructure and the subsequent restructuring of business actors’ expectations and preferences. Once this was made possible, not least because of the adaptation to the new CU regulatory environment, Turkish industry ‘locked in’ competitiveness gains and followed a path-dependent pattern of growth, which tied together the Turkish and EU industrial markets. 

Turkey not only opened its markets to industrial goods imports from the EU and accepted the Union’s preferential trade agreements with third states. It also revamped its institutions and created new ones due to the EU’s harmonisation approach, its competition policy, its intellectual property rights acquis and commercial policy regulations. Baier et al. (2019) estimate that due to the CU, EU exports to Turkey increased by 49 percent and Turkish exports to the EU by 74 percent. Following the initiation of the CU, the value of the EU-Turkish bilateral trade in goods has multiplied more than fourfold between the period 1996-2022 (Turhan 2016). Finally, the CU has made Turkey the largest destination market for Global Value Chains (GVC) exports, as 30 percent of the foreign value added in Turkey’s gross exports comes from the EU, and ‘the share of the EU in Turkey’s domestic value-added embodied in direct partner’s exports is 60 percent for most sectors and over 80 percent in motor vehicles’ (World Bank 2022, 67). 
The evidence above suggests that the CU has had a transformative effect in two policy areas: the administrative capacity of the Turkish state and the ability of the economy’s export-driven sectors to form part of European value chains. This solidified economic ties between the two sides, while the institutional and policy-related reforms that Turkey has introduced since the CU translate in a path-dependent policy orientation. Incremental changes in several policy areas have been decisive in creating a degree of complementarity between the Turkish and EU market. German business has been instrumental in the setup of the Customs Union and, as shown in the next section, continues to profit from its establishment. CU participation translated in access to a large market and the optimisation of supply chains through the setup of Turkish production facilities. This means quicker production and re-exporting capacity to the German market. German industry associations had lobbied for the CU, highlighting investment opportunities. 

As the CU entered into force, Turkey eliminated customs duties, charges, and quantitative restrictions on imports of EU industrial products. For products imported from third countries, Turkey started applying the Community’s Common Customs Tariff (CCT). According to the Association Council Decision No: 2/95, Turkey adopted the EU acquis pertaining to standardisation, measuring, calibration, quality, accreditation, testing and certification. A Customs Union Joint Committee (CUJC) was set up to facilitate information exchange and make recommendations to the Association Council, while a Customs Cooperation Committee and several subcommittees were formed to facilitate institutional cooperation.

German-Turkish Economic Relations post-1995
Trade Ties 
German-Turkish trade volumes have followed an upward trajectory since 1995. The increase in aggregate trade is especially pronounced in the case of Turkey, whose exports to Germany rose fourfold from 2000 to 2023 (see Graph 1). 
Graph 1: Turkish Exports to Germany, in $US Billion, 1996-2023
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Following the December 2004 European Council decision to start accession negotiations with Turkey, the annual value of German exports to Turkey increased from €11.8 billion in 2004 to €21.9 billion in 2015 (Turhan 2016). A small decline following political tensions in 2015 has since been replaced by accelerated growth (see Graph 2).

Graph 2: German Exports to Turkey, in $US Billion, 1996-2023
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In 2013 Germany became the top destination of Turkish exports and the third largest source of Turkey’s imports, and the same is true today, despite fluctuations in both nations’ trade partnerships. In 2023, bilateral trade between Germany and Turkey reached a record high of €51.6 billion (approximately $56 billion) in 2023 (see Table 1).

Table 1: Turkey’s Imports, Aggregate, by Country, in Million Dollars, 2015-2023
[image: image3.emf] 

 Country           

           

    2023 (r)  2022  2021  2020  2019  2018  2017  2016  2015  

 Total     361 766      363 710     271 425     219 516     210 345     231 152     238 715     202 189     213 619  

           

1  Russia     45 598      58 848     28 959     17 829     23 115     22 710     20 097     15 467      20 744  

2  China     44 980     41 354     32 238     23 041     19 128     21 506     23 753     24 852      25 283  

3  Germany     28 683      24 033     21 726     21 732     19 280     21 535     22 281     22 647      22 735  

4  Switzerland     19 902      15 335     3 054     7 770     3 374     2 884     6 946     2 568      2 527  


Source: TUIK

The CU is a critical juncture for another reason: it forced a change in trade composition as well as trade volume. In 1992, Turkey’s overall top five export categories were textiles (65 percent of the total), food products, electrical/optical equipment, agriculture and non-metallic mineral products. However, ‘Turkey’s export composition began to change very rapidly after the EU-Turkey Customs Union Agreement. Along with the diversification in exports, the share of textiles in total exports decreased to 33 percent in 2013. The share of motor vehicles increased from 1.6 percent in 1992 to 17 percent in 2013’ (Terregrossa and Karagöz, 2015, 161). The CU has enabled Turkey’s import of expertise that translated in the capacity to export high-value goods abroad, especially to Germany. The export of technology-intensive products from Turkey to Germany has increased from 6 percent in 1990 to 65 percent in 2013 (Yalcin 2013, 30). 
The changes in Turkey’s economic structure have turned it into an export-dynamic economy. Since Turkey must align and follow EU tariff rules and the EU acquis, European companies find in Turkey a regulatory environment similar enough to the one at home; the result is the exchange of intermediate goods at low costs, resulting in the participation by Turkish firms in European value chains. Another major development caused by the Customs Union is the high share of trade in intermediate goods, with the chemical industry accounting for 80 percent of total trade in such goods. According to Yalcin and Febermayr (2021, 11) the integration of the Turkish automotive and chemical industry into the network of European enterprises is a good example for the supportive effects of the CU. 
FDI Volumes

In 2012, of the 33,439 firms with foreign capital operating in Turkey, German capital ranked first with 5,270 firms. By 2022, close to 9,000 German companies — either German-owned or with German investment — operated in Turkey, in industry and logistics. Nevertheless, Graph 4 points to the varied nature of German FDI inflows. CU effects on FDI are hardly existent, and FDI determinants relate to political as well as economic variables, such as currency devaluation, rule of law considerations and political stability. The detailed analysis of the EU-Turkey regime complex will take place in the section below: for now, suffice to say that 2013, the peak year of German FDI investment in Turkey, is also the year of the Gezi Park protests, the harsh crackdown of which was accompanied by a long cycle of political turbulence and market uncertainty in Turkey (Müftüler Baç 2015). Still, German foreign investment has had a remarkable impact on the patent numbers in Turkey: it has enabled the transformation from patent applications to actual patents faster than any other foreign-based investments (Selcuki and Tulan 2021). 

Graph 3: German FDI inflows to Turkey, in $US Million, and new firms set up, 2002-2020
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Source: Völlers et al. 2021, 6.
Institutions and Politics

German-Turkish economic cooperation takes many institutional forms, most of which were initiated right before or in the immediate aftermath of the entry into force of the CU. The Turkey-Germany Business Council, founded in 1996, is the Turkish counterpart of the German Association of German Chambers of Commerce and Industry (DIHK), a non-governmental platform facilitating bilateral trade and investments, joint ventures and cooperation in third countries. The German - Turkish Chamber of Industry and Commerce (AHK Turkey) was established in 1994 and is part of a network of 140 AHKs (German Foreign Chambers). In Turkey, it is legally recognised as an official chamber of commerce, founded by the Union of Chambers and Commodity Exchanges of Turkey (TOBB) and the Association of German Chambers of Industry and Commerce (DIHK). 
In 2003, the Chambers of Commerce of the two countries set up the German-Turkish Chamber for Commerce and Trade. Consisting of around 1000 members, the Chamber acts as a facilitator for private and state firms to enhance investment in the respective countries. In 2012, the German-Turkish Energy forum was created to provide an exchange platform between governments and firms on energy policy. The forum has become important for investment in the Turkish market: German turbine manufacturers, such as Enercon and Nordex, now have Turkey-based production plants. Finally, in 2013, the Economy Ministers of the two nations set up a Joint Economic and Trade Commission (JETCO) to coordinate policies on trade, tourism and industrial cooperation. Although it was originally planned to meet once yearly, political tensions meant that the first meeting took place only in 2018, the second in 2021 and the third in 2022. 
Customs Union Modernisation: Politicisation, Issue Salience and the EU-Turkey Regime Complex 
Modernising the CU entered the agenda because of compounding factors. Despite its centrality in structuring the preferences of major business actors, challenges to its smooth functioning ranged from developments in trade in services, free trade agreements (FTA) between the EU and third countries, to the absence of solid dispute settlement mechanisms and travel restrictions as well as protectionist tendencies
. Further, systemic changes introduced in international trade had made an upgrade of the CU a rational choice for both sides (World Bank 2014). 
Why, then, have such talks led nowhere, despite unambiguous support from the powerful Federation of German Industry (BDI) in Germany (BDI 2017) and Turkey’s Industrialists’ Association (TÜSİAD 2015)? Although the CU remains ‘the only realistic rules-based framework that can underpin the EU’s future engagement with Turkey’ (Ülgen 2017, 12), the politicisation of talks on CU modernisation is part of a new regime complex in which EU trade policy is subject, inter alia, to the human rights – trade conditionality (Hafner-Burton 2009), as well as divergent actor preferences. Below I demonstrate how successive German governments have used the ‘Turkey question’ in the domestic political arena by objecting to CU modernisation talks to placate Eurosceptics and maintain popular support. Additionally, German political actors have addressed the ‘Turkey question’ in their coalition agreements. The most recent one, dating back to 2021, highlights Turkey’s importance as a NATO ally, but states that no new EU chapters will be opened (Bundesregierung 2021).
Politicisation has occurred in the broader context of EU-Turkey relations and is not only linked to the CU. It forms part of the tendency to insert EU integration policies in member states’ domestic political debates. To name but one example, the ‘Leave’ campaigners of Brexit in the UK mobilised the ‘spectre’ of Turkey joining the EU ‘by 2020’ as an argument to vote for Brexit in 2016 and used a poster campaign to amplify the message. Linking Turkey to immigration, and therefore EU membership through the freedom of movement that the Union represents, Turkey’s EU bid became a domestic political football (Ker-Lindsay 2018).
Turkey became a candidate country in 1999, and started accession talks in 2005. By the early 21st century, political conditionality had become the lynchpin of progress in relations between Brussels and candidate countries, at least in normative terms. Compartmentalising policy issues in line with a model that maximises benefit through rational preference formation gave way to a dense regime complex characterised by issue interlinkages (Hafner-Burton 2009), and the need to ensure popular ‘buy-in’ prior to enlargement. 
The EU’s ‘big bang’ enlargement in 2004 meant that the CU was to be extended to the new members, Cyprus included. Turkey’s refusal to extend the CU to Cyprus led to the EU retorting that ‘normalising relations’ with all member states was necessary for Ankara to join the club. As Ankara’s political and economic reform drive in the early 2000s made the prospect of EU membership possible, that development coincided with the rise of politicisation in European integration, the increasing influence of public opinion on the direction of integration and the rise of identity politics. None of these developments assisted Turkey’s EU-related endeavours, especially in Germany, where the presence of a large Turkish minority and longstanding cultural ties made the ‘Turkey question’ part of the domestic political debate. While the then governing Social Democrats explicitly supported Ankara’s EU bid, the Christian Democrats of Angela Merkel supported a ‘privileged partnership’, while the Christian Social Union party rejected membership by arguing that Europe’s borders could not reach Anatolia (Deutsche Welle 2005). Although the context of this debate has changed since then, the ‘Turkey question’ has not gone away.
 Eurosceptic actors and parties in France and Austria used the failed Constitutional Treaty to portray EU elites as out of touch for advocating Turkey’s EU membership. Their stance was a typical case of an attempt to mobilise ‘exclusive national identities and anti-immigrant sentiments’ (Börzel and Risse 2018, 101). In a prototypical case of what Oppermann (2013) sees as the link between domestic politics and European integration, the French and Austrian governments politicised the question of Turkey’s membership by promising to hold referenda on Ankara’s EU membership (Barysch 2006). French presidential candidate (and later President) Sarkozy sought to cement support behind his anti-Turkey rhetoric, arguing that Turkey was a state ‘in Asia’ which did not belong in the EU (Die Welt, 2007). In 2006 and on account of the non-extension of the CU to Cyprus by Turkey, eight acquis chapters were frozen, including the Customs Union one (chapter 29) (Mirel 2017). By 2006 Merkel’s Christian Democrats had come to power and revived the concept of a privileged partnership (Wolff 2013).  Together with more chapters blocked by France and the continued Cyprus imbroglio, Turkey adopted the ‘double standards’ thesis, complaining of unfair treatment by Brussels. Ankara’s reform pace was replaced by foot-dragging and then by reform reversal. 
In May 2012, to revitalise the accession process, the European Commission launched the ‘Positive Agenda’ so that Ankara would adopt the EU acquis in core issues, such as fundamental rights, mobility and migration, energy and foreign policy (European Commission 2012). It also included enhanced cooperation in trade to prepare for an upgrade of the CU. However, the Union was preoccupied with the ongoing Eurozone crisis at the time (Parker and Tsarouhas 2018), while Turkey became absorbed in the Middle East crisis (Nas 2018). Further, the global financial crisis intensified Ankara’s attempts to turn towards the Middle East to compensate for lost revenue because of a shrinking EU market. ‘In 2003, the EU had accounted for 58 percent of Turkish exports.... by 2012, the share of exports to the EU had fallen to 38 per cent, whilst the share of Asia, including [MENA] had risen to 35 per cent’ (Öniş 2014, 209). 
In a rapidly shifting context, the CU acted as the focal point of institutional cooperation between Turkey and the EU by facilitating trade flows, while its institutions provided a (thin) layer of communication between Brussels and Ankara. Its modernisation has also been at the forefront of the two sides’ exchanges beyond trade. The EU-Turkey Joint Action Plan (JAP) of 2015 and the EU-Turkey Statement of 2016, focused on the migration issue but also referred to the CU. Point 10 of JAP noted that formal negotiations on the upgrading of the CU, viewed as vital in re-energizing EU-Turkey relations, could start by the end of 2016. (Nas 2018, 48). Germany played a key role in bringing about the migration and refugee agreement by exercising a ‘constrained leadership style’ premised on flexible cooperation with the Turkish leadership (Reiners and Tekin 2020). Soon, however, relations came close to a breaking point: following the 15 July 2016 coup attempt, Turkey introduced a state of emergency, cracking down on the government’s real and perceived opponents from politics, the media, civil society and even the private sector. The European Parliament called for a ‘freezing’ of accession talks, and German Chancellor Merkel asserted that Turkey’s EU membership was ‘no longer an issue’ (Frankfurter Allgemeine Zeitung 2016). After opening an acquis chapter in 2016 on financial and budgetary provisions, Ankara’s EU bid was frozen. 
In December 2016, the Commission published a report alongside a communication to the Council and the Parliament asking for a mandate to start formal negotiations with Turkey. The 2016 Progress Report noted that Turkey had achieved an advanced level of integration in the EU market in terms of trade and investment, and had a good level of preparation in fulfilling requirements to cope with competitive pressure and market forces (Arısan-Eralp 2018). In the report, the Commission argued that modernising the CU and signing an FTA in additional areas would be beneficial for both sides, with the Union increasing its economic welfare by 5.4 billion Euros while Turkey’s welfare rise was estimated at 12.5 billion Euros. Further, EU exports to the Turkish market would rise by 27.1 billion Euros and Turkey would increase its exports to the EU by 5.0 billion Euros (European Commission 2016). 

Although the European Parliament in 2017 endorsed the call to start talks on CU modernisation (European Parliament 2017), Germany raised objections, and Chancellor Merkel notified Commission President Juncker accordingly. For Berlin, such talks could be perceived as rewarding Turkey’s drift towards authoritarianism and belligerent rhetoric, including the arrest of German citizens in Turkey on terrorism charges. They could also heighten domestic polarisation on the ‘Turkey issue’, an unwelcome prospect, at a time when German political parties were united in condemning Ankara’s perceived excesses after the attempted coup. Chancellor Merkel led the EU in opposing the start of CU modernisation talks, despite her willingness to ‘keep channels of communication’ open (Daily Sabah 2017), and that position remains unchanged to this day. 
In 2017, Turkey’s relations with Germany reached a new low when EU governments accused President Erdoğan of transferring Turkey domestic political problems to their soil via the diaspora, and in the context of the Turkish referendum on endorsing a presidential political system. Turkey’s authoritarian drift made the ‘Turkey question’ return to the domestic political debate. Issue salience reached a new peak, as the (then) newly formed Alternative für Deutschland (AfD) called for the ‘repatriation’ of the (Turkish-origined) Commissioner for Immigration and Integration Aydan Özoğuz, while the country’s then Health Minister questioned the loyalty of German-Turks due to their expressed support for Turkish President Erdoğan (Ozvatan 2019). Finally, in foreign policy matters, Turkey’s unilateral decisions to drill under the Cypriot seabed amidst escalating tensions with Greece over sovereignty disputes in the Aegean Sea added to the chorus of Turkey objectors in domestic political debates and prevented any progress on CU modernisation talks. 
The set of actors opposing EU-Turkey talks differed on each of these occasions, but their resources were strong enough, and issue salience high enough, to keep the issue of CU modernisation off the agenda. This was despite repeated attempts by the German and Turkish business communities to focus on the practical and technical side of CU modernisation, and act as change agents. An endorsement of new talks to improve the CU was aired by TUSIAD in 2015 (TUSIAD 2015) as well as the German-Turkish Chamber of Commerce and Industry (TEPAV and AHK Turkey 2021). A similar call to launch talks was made by the BDI during the peak of the political crisis between Berlin and Ankara, arguing that a new deal would entail core economic advantages and deepen the predictability and stability the CU had created (BDI 2017). At the end, a 2018 decision by the EU General Affairs Council (GAC) made the CU modernisation talks, and Ankara’s EU bid, explicit. After praising Turkey’s cooperation on migration issues and the Union’s continued funding of Syrian refugees in Turkey, the GAC catalogued a series of problems, ranging from tensions with Greece and foreign policy misalignment with the acquis to democratic backsliding and rule of law violations. It stated that no new chapters will open, and no talks on modernising the Customs Union will be pursued (Council of the European Union 2018). In 2021, the Commission relaunched the positive agenda, and in 2023 the so-called Borrell Report pointed to the possibility of enhanced cooperation with Turkey on areas of mutual benefit, including the possibility of modernising the CU (European Commission 2023). However, the Commission made progress conditional on progress on the Cyprus issue, a rather distant prospect. 
Conclusion
When Turkish President Erdoğan visited Berlin in 2023, political tensions had been simmering again. Germany’s refusal to condemn human rights abuses by Israel in its pursuit of the war against Hamas led to public recriminations with then German Chancellor Olaf Scholz in a joint press conference (Süddeutsche Zeitung 2023). Disagreements between the two sides have multiplied over the years, from the human rights and rule of law issue in Turkey to the political activities of Erdoğan in Germany and the role by some diaspora Turkish groups in the country, not to mention Turkey’s ambitions in the Eastern Mediterranean and the Middle East. Yet in the same year, trade between the two nations broke all existing records by reaching $US 55 billion (SWP 2023).
This article has argued that EU-Turkey economic relations have been path dependent since the Customs Union of 1995. The latter constituted a critical juncture in locking in important parts of Turkey’s industrial sector and export-oriented economy to the EU market by necessitating crucial regulatory and administrative reforms in the Turkish economy. The effect of this change has been cumulative over time, leading to the incorporation of Turkey in European value chains and a predictable market for German exports and business. However, the article has also demonstrated that the layering of the original CU with its modernisation, i.e. institutional change, has stalled. The reason behind that failure is the overt politicisation of EU-Turkey relations, with multiple veto points raised over the years. Further, the link between the CU and political criteria on good neighbourly relations, human rights and the rule of law have become the dominant narrative in EU-Turkey relations amidst heightened issue salience and a polarised debate on Turkey’s domestic and foreign policy behaviour (Wolff 2013). Germany has played an especially important role in this process. The presence of a large Turkish community has made the ‘Turkey issue’ part of the domestic political debate and, in key moments (e.g. the 2016 coup attempt), raised issue salience and polarization in German society. 
Despite this, the impact of the Customs Union is significant due to disruptions in global supply chains from the pandemic, geopolitical tensions, and Russia's war against Ukraine. In Germany in particular, Russia’s war has led to a rethinking of long-standing assumptions as to the role that trade can play in instigating political change (Wandel durch Handel). Somewhat paradoxically, such developments have upgraded the role of Turkey in the eyes of German economic policymakers: in a world characterised by the rise of protectionist forces and declining multilateralism, Turkey’s geographic position, large market, and long-standing cooperation with western firms and supplies offers a highly valued anchor of stability and predictability. Although politicisation has hindered the modernisation of the Customs Union to date, high trade volumes and deep economic ties suggest that the Customs Union remains the backbone of German-Turkish relations. Even so, it will take continued political will by both sides to keep German-Turkish relations on track, since gains made since the CU and its path-dependent nature are only able to secure a minimum of stability in an otherwise turbulent relationship.
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