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Abstract

During the transformation period of the Ottoman Empire leading to the Republic of

Turkey, many conflicts took place between 1918 and 1923. These conflicts interrupted

the servicing of the Ottoman war bond. The reimbursement likelihood of this bond was

related to the outcomes of First World War and the hostilities. This paper analyses the

impacts of First World War and hostilities on the risk assessments regarding the

Ottoman war debt, using manually collected data on the price of the Ottoman war bond

traded at the İstanbul bourse between 1918 and 1925. The empirical results imply that

the defeat of the Bulgarian army and the peace offer of Austria-Hungary were

associated with the increasing premium demanded by investors of the bond. The

victories of the Turkish National Movement and the peace offer of the Allies to end the

hostilities by 1922 positively affected the likelihood of the servicing of the debt.
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fırladı.’ 1918. İkdam, 9 May, 1; ‘İstikraz-ı dahili: Vilayetlerde milli mücadelede.’ 1918.

Zaman, 28 May, 1.
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 TNM was established by Turkish revolutionaries in June 1919 to fight against the
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Ankara. This government was transformed into the Republic of Turkey on 29 October

1923.
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 ‘Piyasamız ne halde.’ 1918. Vakit, 17 October, 2.
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 ‘Altın sesi.’ 1918. Zaman, 2 May, 1.

 ‘İstikraz-ı dahili: Bartın’da.’ 1918. Zaman, 27 May, 1.

 ‘Dahili istikraz: Küçük bir mukayese.’ 1918. Tanin, 7 May, 1.
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 The paper also detects break points in the Ottoman war bond return with Bai and

Perron’s (1998, 2003) methodology. The findings are sensitive to using different

assumptions of this framework on data distribution and estimation methods.

 Sansó, Aragó, and Carrion-Silvestre (2004) find size distortions in Inclan and Tiao’s

(1994) approach in case of the presence of conditional heteroscedasticity and fat tails.

They modify ICSS test to identify breaks in volatility. The paper also uses Sansó, Aragó,
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volatility of the Ottoman war bond return. This seems unrealistic, as severe instabilities

were observed during the sample period. The result could arise from using the Barlett

Kernel or assumption on the absence of autocorrelation in the error series.
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yield spreads. It seems that coupons were not regularly paid out during the sample
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used. Mauro, Sussman, and Yafeh (2006, 136) address problems in using coupon

payment to calculate yield assuming the regular payment of coupons.
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