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6. Conclusion

When all risks are ignored, Turkey’s fiscal space is approximately 37% of GDP. The main reasons
of this relatively high ratio are realizing primary surpluses in reaction to fiscal discipline and
providing high growth rates which reduce debt/GDP ratio for many years. But, given the risks
arising from Turkey’s structural economic characteristics, it is observed that Turkey’s fiscal space
decreased significantly. For example, it is seen that if government’s default probability increases
by half, Turkey’s all fiscal space is exhausted. Accordingly, governments in Turkey should pay
attention to contingent liabilities about treasury guarantees given in the direction of the PPP
investment model and high level of social security deficits. Because these factors negatively affect
the fiscal space. In this respect, reducing the risk of exploitation of the fiscal space requires
preserving continuity of high level of primary balance and some structural reforms, mainly
related to the current account deficit.
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FACTORS AFFECTING THE USE OF FISCALLY PROTECTIONISM
INSTRUMENTS USED IN INTERNATIONAL TRADE"

Goksel KARAS! Ufuk SELEN?

Abstract

Depending on the developments in the world, the presence of the state in the economy also changes. In the
economic welfare periods, minimal state view is adopted, while in the periods of contraction and crisis the
interventionist state view is adopted. The international trade system is also affected from this. In the periods when
the minimal state view was adopted, the free trade system was the dominant paradigm and in the periods when the
interventionist state view was adopted, protectionism was the dominant paradigm. These developments are shaped
by the nation-states, which are the hegemonic power of the period. Such countries act with the discourse of “insinde
Keynes outside Smith”, and on the one hand, do not hesitate to apply protectionist policies while making
liberalization discourses around the world. Although the international trade system is based on the free trade
system, protectionist policies are also implemented. In this context, protectionist instruments which allow World
Trade Organization to use under certain constraints are used. These instruments can be grouped into two groups as
protectionist instruments that are fiscally and non-fiscally qualified in terms of the effects they create in public
finances. In this study, the factors affecting the use of fiscally protectionist instruments in international trade are
analyzed on the basis of countries by negative binomial regression analysis. In this study, the data set of 16 countries
covering the years 1995-2016 is used. While fiscally protection instruments are used for individual interests instead
of macroeconomic targets by developed countries, they are predominantly used for macroeconomic targets by the
low and middle-income countries.

Keywords: Free Trade, Protectionism, Fiscally Protectionism Instruments, Negative Binomial Regression Analysis

JEL Code: F13, 024, P45

1. Introduction

Over time, the legitimacy of state intervention in the market is discussed, depending on the
conjunctural situation, and while market economy is prevailing policy in the periods of expansion
and prosperity, interventionist policies is prevailing policy in the periods of contraction and crisis.
When this situation is evaluated in terms of international trade, free trade system is applied in
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the periods of expansion and prosperity, and protectionism is applied in the periods of
contraction and crisis. Therefore, although the international trade system is developed on the
basis of free trade system, it is seen that the protectionist policies are applied in this system
intensively.

The World Trade Organization (WTO) is responsible for establishing and implementing the rules
and standards to be followed in international trade. The WTO states that countries should not
resort to protectionist policies with a few exceptions in order to liberalize world trade. However,
countries are able to implement protectionist policies in order to protect national security,
economic development, protection of small industries, increase employment levels, improve
trade volume, increase international competitiveness and prevent unfair competition.
Protectionist policies can be implemented with the protection policy instruments permitted by
the WTO. Although these instruments are classified in different ways in the literature, they can
be classified as fiscally and non-fiscally instruments in terms of the effects of the countries on
public finances in accordance with the purpose of the study.

In this study, it was aimed to determine the factors affecting the use of anti-dumping,
countervailing duty and safeguard measures which are fiscally protectionism instruments of WTO
members. In this study, negative binomial regression analysis constitutes by using the fiscally
protectionism instruments which includes anti-dumping duties, countervailing duties and
safeguard measures as dependent variable and macroeconomic variables such as growth rate,
the share of imports in GDP, the ratio of imports to imports, exchange rate and unemployment
rate as independent variables between the years of 1995-2016 for the 16 countries that use the
most fiscally protectionism instruments in the world.

2. Market Economy and The International Trade System Relationship

Market economy is a volatility of voluntary exchanges, where the division of labor and private
ownership exist, free prices, contracting and freedom of enterprise exist, the cost of acquiring
information is low, competition in the market and decentralized decision-making is valid, private
enterprise is based (Akalin, 2002: 90). The market economy is mainly aimed at cost minimization.
In the market economy, where the cost minimization is aimed, the costs are minimized and the
needs are met at the highest level. In this way, scarce resources are distributed to more efficient
areas in the economy (Watts, 1992: 5-6).

The trading system in the world is mainly based on the concept of free trade. The free trade
approach, which is one of the main arguments of the market economy, argues that the lack of
intervention of states or the minimize the intervention of states in the trade between countries
is essential. In the free trade system, where the market is not driven by state interventions, it is
predicted that the inter-country division of labor will become more profitable, the potential
national income of the countries will increase and a higher level of welfare will be achieved
worldwide (Blytktaskin, 1997).
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3. Free Trade System and Protectionism

Free trade system is a system where goods and services trade between countries is not blocked
by states with any restrictions or interventions (Fouda, 2012: 351). Krugman (1983) and Bhagwati
(2004) state that free trade is effective on employment increasing, poverty reduction,
redistribution of income and economic growth. Solow (1956) also states that free trade will
accelerate economic growth and development. Winters (2004) argues that minimizing barriers
to free trade will increase overall factor productivity by increasing competition in imports.

Free trade policies based on the basic assumptions of the market economy are thus regarded as
the most appropriate policies in the solution of the problems of development, stability and
distribution. The countries' free trade policies are the best policies to increase world welfare; in
that case, the obstacles to international trade are removed and every step towards free trade
has an increasing effect on world welfare. In this respect, such policies are called “the first best
policies”. One of the most important assumptions of free trade policies is that there is no
difference between private and social costs. However, this assumption is not actually like this
most of the time. Because, in real life, there is a difference between private cost and social cost
due to market failures such as the existence of monopolies, externalities, government
interventions and trade diversifying competition in export markets. In order to eliminate or
minimize the difference between the private and the social costs, the intervention instruments
put constitute “the second best policy” (Seyidoglu, 2003: 214-215). The second best policy in
international trade was developed by Meade and generalized by Lipsey and Lancaster
(Robertson, 1972: 18).

In essence, the free trade system allows the protectionist policies to be implemented within their
own limits in order to maintain their existence. Protectionism is defined as an attempt by
governments to impose restrictions on the exchange of goods and services with other countries
(Osabuohien vd., 2014: 14). The objectives of the protectionist policies are, in principle, national
security, economic development, protection of small industries, increasing employment, keeping
real wages highly, improving trade volume and increasing international competitiveness
(Abboushi, 2010: 387).

Within the scope of foreign trade policy, there are a number of tools used in the scope of the
protectionist policies implemented in order to limit foreign trade as well as liberalization.
Protectionism instruments can be grouped into two groups as tariff and tariff-like protectionism
instruments and non-tariff barriers by their qualifications (Vural, 1999: 183). However,
protectionism instruments have a number of effects on the public finance of countries. When
considered in terms of these effects, it is possible to divide the instruments of protectionist policy
into two groups as fiscally protectionism instruments (Engin, 1992: 82-93) and non-fiscally
protectionism policy instruments. In this study, fiscally protectionism instruments have been
taken into consideration. These instruments include anti-dumping duties, countervailing duties
and safeguards that require fiscal liability.
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4, Literature Review

When the literature about the study is examined, it has been observed that there are no studies
on the factors affecting the use of fiscally protectionism instruments in the studies that can be
achieved, and the current studies have been focused mainly on antidumping applications.
According to the results obtained, developed countries used the anti-dumping duties for reasons
such as political pressures, country interests, political disagreement and obtaining hegemon
power except for fair trade purpose (Finger vd., 1982; Knetter & Prusa, 2003; Aggarwal, 2004).
Some studies have concluded that underdeveloped and developing countries use the anti-
dumping duties for fair trade (Tlrkcan & Disbudak, 2005; Bown, 2008).

5. Data Set, Method and Findings

In the analysis to be carried out within the scope of the study, 16 countries that use mostly fiscally
protectionism instruments are considered. These countries are Argentina, Australia, Brazil,
Canada, Chile, China, European Union, India, Indonesia, Japan, Korea, Mexico, Russia, South
Africa, Turkey and the United States. The aim of this study is to determine the factors affecting
the use of fiscally protectionism instruments of WTO members by negative binomial regression
analysis. In the study, as the dependent variable, the number of measures taken by the countries
within the scope of anti-dumping duties, countervailing duties and safeguard measures are taken
into consideration. As an independent variable, growth rate, the share of imports in GDP, the
ratio of exports to imports, exchange rate and unemployment rate were taken. The analysis of
the study was performed using Stata 13 package program. In the literature, no studies have been
found about the factors affecting the use of fiscally protectionism instruments, and the current
studies have focused mainly on antidumping applications. From this point of view, determining
the factors affecting the use of fiscally protectionism instruments in total constitute the
originality of the study. With this dimension, it is thought that the study will make a significant
contribution to the literature.

As a result of the analysis, when the factors affecting the use of fiscally protectionism instruments
are examined, independent variables are not statistically significant in Chile, Korea and Mexico.
Apart from these countries, when the factors affecting the use of the fiscally protectionism
instruments of high income countries are examined, it is seen that they do not use fiscally
protectionism instruments for fair reasons but they use it because of their interests, political
pressure and disagreements with other countries. In low and middle-income countries, when the
factors affecting the use of fiscally protectionism instruments are examined, it is observed that
they act with macroeconomic concerns in order to complete their economic development.

6. Conclusion

It is observed that the fiscally protectionism instruments which are allowed to be used in order
to prevent unfair competition within the scope of WTO do not serve this purpose both in the
scope of the study and in the literature. These instruments, most commonly used by developed
countries, are used in line with national interests without valid ground. In order to prevent this
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situation and to make world trade more fair, the WTO should update the rules on the use of
fiscally protectionism instruments and should not serve the interests of developed countries.

Developing countries should implement and develop protectionist strategies in order to adapt to
rapidly developing conditions and to maintain competitive advantages against developed
countries. Because the limited and necessary protectionism policy instrument do not disturb the
functioning of the free trade system. On the contrary, this is an important issue in order to
maintain the existence of free trade system. Therefore, limited and necessary protectionism
policy instruments should be used fairly instead of protectionist practices aimed at disrupting the
functioning of the market economy by causing unfair competition in international trade.
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PUBLIC LOSS IN THE ACTIONS AND ACTS OF TAXATION FROM THE
VIEWPOINT PUBLIC FISCAL LAW

Yasemin TASKIN!? Salim Ates OKTAR?

Abstract

Basic assurance of taxpayers against fiscalist behaviours of officers responsible for tax transactions and inspections
and member of commissions is tax jurisdictions. As a means protecting the taxpayer against such transactions of
public officers cause some kind of unjust enrichment on behalf of taxpayer. Furthermore, the means of protecting
public interest against unjust enrichment on behalf of tax payer is fiscal law which includes public expenditure law
besides tax law. It can be expected that the taxpayers spend effort to obtain their rights under the motive of
protecting their personal interests. Coming across such an effort is difficult in case of public interest violation. As a
result of acting highly generous of officers responsible throughout the taxing process at times can reducing tax
revenues and public resources. In case being reflected the defective will of public officers on administrative
procedures and actions on public loss has been occured in the meaning in the Law no. 5018 titled Law of Public Fiscal
Administration and Control. The decision procedure and action which cause the public loss whether a requirement
of the task or not will be inquired within the frame of fiscal inspection law. If a loss matches up with the type defined
in the Law no. 5018, an obligation of the indemnity will be occurred. In addition the sanctions of discipline and
criminal law will be implemented.

Keywords: Public Loss, Taxation, Taxation Action, Public Fiscal Law, Fiscal Law, Tax Law.
JEL Code: K34, K39.

1. Introduction

Public loss concept can be defined in the broad sense as every kind of damage has been done
disservice to the society. A relatively restricted definition can be given as the damage brought on
the public property. The one most restricted and associated with the public expenditure law is
taken part in the first paragraph of the item 71 of the Law no. 5018 titled Law of Public Financial
and Control as “preventing an increase or causing a decrease in the public resource as a result of
a decision, action or act that violates the legislation and that items from intention, fault or
disregard of public officers”. At the same item some presumptions have taken place to be based
on to be determined the public loss such as making payments in excess of the amount
determined as the price of works, goods or services; making payments without receiving the
goods or without having the work done or service provided; making excessive or groundless
payments in the expenditure in the form of transfers; purchasing goods, works or services or to
have them done for a price higher than their market price; no imposing, accuring or collecting
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the revenues of the administration in accordance with the legislation; making payments although
not envisaged in the relevant legislation.

Taxation actions which are administrative acts express the actions assessment, notification
accruement (precautionary accural) and collection. It is possible to take into account the case
conciliation in this context.

In this paper, the reductions on tax assessments to be performed on the tax bases appreciated
and defined by tax administration, accruement and collection stages; tax loss arising from the
lack of appreciation of tax base and the reductions are not incompatible with the qualification
and conciliation and principle of proportionality through the conciliation process (post-
assessment and pre-assessment) will be discussed against the public loss provisions of the Law
no. 5018.

2. Discretionary Power and Its Limits on Which Tax Administration Has on
Appreciations and Definitions and The Other Actions Which Effects Tax Claim

Despite as a result of the legality principle, ‘dependent power’ has been adopted in the tax law,
it is seen that a broad “discretionary power” has also given to the administration®. The situation
the law orders to administration to make a decision is named “dependent power”, on the
contrary, if the administration has a freedom on acting, that is “discretionary power”.

An example can be given, according to the article 112/5 of Tax Procedure Law, no. 213;

“If taxes have to be refunded in accordance with tax acts do not refund in three months beginning

from the month in which have been completed all the information and documents by the
taxpayer, an interest equals to the postponement interest rate in the Law No: 6183 from the end
of three months period to the date of notification will be paid to the taxpayer with the tax has to
be refunded.”

In accordance with those imperative provisions, the tax administration do not have any
discretionary power on to refund or not to refund to the taxpayer. Consequently, the power
administration has here is a dependent power.

On the other hand, below example can be given for discretionary power. According to the article
17/1 of the Tax Procedure Law, no. 213.

“Persons who cannot fulfil tax duties in time because they are in a difficult situation are given a
proper additional delay by Ministry of Finance as long as not to exceed the legal period, in case
the legal period less than a month, as long as not to exceed a month.

To be given that delay;

1. Person who wants delay has to apply by a written request.

2. Reason is expressed in that written request has to be admittable.

3. Collection the tax has not been taken a risk when the delay has given.”

The situation is different here. A discretionary power has given to the tax administration for the
subjects the reliability of the excuse which is shown by the applicant and in case the delay has
given, collecting tax would be under risk or not.
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The constitutional basis of discretionary power of administration has been taken place in the
Constitution article 125/4 is as below.

“Judicial power is limited to the review of the legality of administrative actions and acts, and in
no case may it be used as a review of expediency. No judicial ruling shall be passed which restricts
the exercise of the executive function in accordance with the forms and principle prescribed by
tax, which has the equality of an administrative action and act, or which removes discretionary
powers.”

The provision which is taken place under the “types of administrative law suits and the borderline
of the judicial powers” with title of article 2/2 of Administrative Jurisdiction Procedure Law no.
2577 line as;

“Judicial power is limited to the review of the legality of administrative actions and acts. The
administrative courts cannot do the appropriateness establish judicial ruling shall be passed
which restricts the exercise of the executive function in accordance with the forms and principles
prescribed by law which has the quality of an administrative action and act, or which removes
discretionary powers”

reflects above mentioned constitutional provision.

Being made appreciations and determinations of tax bases which are basis of extraordinary tax
assessments properly to the subjective-individual conditions of tax payers; not being made
appreciations and determinations of tax bases at higher levels than required are necessary to be
obeyed the tax payers’ rights. In case violating the tax payers’ rights, although applying the
administrative processes to remove those violations is possible the main authority is judicial
authority to remove that violation.

Tax payer can display two alternative behaviors against opposite taxation acts. Firstly, tax payer
cannot notice that the act causes a violation of right and suffers from an additional tax and/or
penalty burden. Secondly, tax payer notices and attempt to remove the violation. First possible
behavior will cause an unjust enrichment behalf public treasury. As a conclusion of the second
behaviour, when removed unlawfulness of the act by nullity, the result of the first behavior will
be removed partially or totally.

The subject has not been discussed enough in this context is appreciation and determination of
tax bases remain lower levels than required of subjective individual status of tax payers and its
consequences. Several provisions exist in the tax codes and many sources of tax law in order to
be prevented this conclusion.

Those provisions can be encountered many places from assessment and penalty to conciliation;
from tax payers’ tasks and evaluation to the tax inspection private regulations are also
encountered some places. For example, according to the article 76 under title line “loyalty to the
declaration” in the Tax Procedure Law no. 213, the tax base, has been appreciated cannot be
lower than tax payers’ return in which has been already given in appreciation related with tax
bases had been declared before by tax payers.
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Public loss which emerges from the faulty wills of tax officers reflects on taxation actions and act,
has been unbalanced the equilibrium personal interest-public interest in the unlawful way
against the second one.

3. Going Over the Border in Using Power Against the Public

There are miscellaneous compensation mechanisms which tax payers can apply against negative
conclusions of overusing of discretionary power and exceeding the border which drawn by law
in the dependent power. Besides judicial way, administrative ways of which numbers have been
increasing day by day can supply resolution to remove violations of rights.

Public opinion of taxation has much more knowledge about the conclusions of taxation actions
and acts against tax payers’ interest than against public treasury. In particular under the effect of
being highly discussed tax payers’ rights recently, the optimal equilibrium point of personal
interest and public interest has been started to be discussed.

Tax payers’ rights of course important. The tendency in the World is to be adopted tax payers’
focused approach today. On the other hand, the reason of existence and functions of taxation
should not to be forgotten. Therefore, transactions decreasing of tax and penalty bases of
appreciation commissions, inspection officials and conciliation commissions during appreciation
and determination of tax and penalty bases are necessary to be considered in the way of public
focused approach from the viewpoint of principles and rules of the Public Expenditure Law.

Taxation is the main tool to be produced and supplied to the society of needed resources.
Assessment and collection taxes completely in time have crucial importance for public and
budget finance. Malfunctions, deficiencies and lags in levying taxes will inevitably cause problems
to fulfil the public needs (Oktar, 2019: 321).

In this context, it should be discussed that a loss which requires indemnification arises or not
while being used the dependent power and especially discretionary power whether public
resources have been affected in negative way as a consequence of the administrative actions and
acts.

4. Public Loss and Its Indemnification Issue

Actions and acts are made of related public officers should be examined according to the article
71 in which regulated the public loss of the law, in case the public treasury suffers a loss as a
consequence of being used the dependent power faulty and unlawful and also the discretionary
power arbitrary to be defined whether mentioned a public loss in the sense of the Law no. 5018
and can be claimed back from related, public officers.

It is clear that being made appreciations of the tax base less than required by the inspection
officer and being reduced in tax penalty more than required by conciliation commission cause a
decrease or obstacle an increase in public resource. Nevertheless, defining of this result indicates
a public loss or not has been required a detailed examination?.

Some subjective and objective circumstances have to be exist to be mentioned public loss.
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Making decisions, actions and act which are violating the legislation as a result of faulty wills
(intention fault tor disregard) of public officers.

Causing a decrease or obstacle an increase in public resource as a result of those decisions,
actions or act>.

In the article 71, some presumptions have taken place of public loss. One of those presumptions
which has crucial importance for this paper is “no imposing, accruing or collecting the revenues
of the administration in accordance with the legislation, making payments although not
envisaged in the relevant legislation”.

In accordance with those provisions, except committing fraudulent actions, presidents and
members of appreciation commissions because of appreciation of tax base less than required;
tax inspectors because of determining tax bases less than required and conciliation commissions
because of over reductions in taxes and penalties more than required will be responsible to pay
indemnification for public loss.

Appreciations and determinations of tax bases and reductions make by conciliation commissions
must make by considering cases in the right way and using objective criteria. Appropriately usage
of discretionary power of administration is the need of principle of equality when decisions,
actions and acts which exceed the border of power cause loss of public resources, public loss will
be emerged.

The public loss determined as a result of control, audit, examination, final sentence of trial shall
be collected from the relevant persons together with its legal interest to be calculated according
to the related legislation as of the date of the loss emerged.

The penalties stipulated herein will be imposed by the relevant top managers. Penalties shall be
collected by deducting one fourth of all payments earned by the relevant persons including all
kinds of salary, allowance, pay raise and compensation beginning from the month following
imposition of the penalty and without requiring any further judgement (Law no. 5018, article 73).

The liability has not been remain limited with the Compensation Law. Due to the decisions,
actions or acts that violates the legislation which have been created by faulty will some results in
the sense of the Disciplinary Law and the Penal Law may be emerged.

5. Conclusion

Despite a discretionary power has given to administration for additional ex-officio, administrative
assessment and collection acts and tax and penalty reductions made by conciliation commissions,
beside principles of legality, equality and justice; the limit of this power in the public expenditure
law are provisions on public loss of Public Financial Management and Control Law no. 5018.

In case, while appreciating and determining of tax bases and while being used discretionary
power not to be considered the features of events and acting against the principle of
proportionality, it is going to be implemented the provisions of public loss. The power cannot be
used without limit and arbitrary, even if the limit of the power has not clearly been defined.
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The needed research and examination must be completely done and achieving the real tax base
amounts are obligatory at taxation act and pre-act. When considered the provision; no imposing,
accruing or collecting the revenues of the administration in accordance with the legislation and
making payments although not envisaged in the relevant legislation one of the determinants of
the public loss and whether decreasing which is occurred of the reasons except the will of tax
payer in the tax burden has been emerged from the faults of public officers, presidents and
members of the conciliation commissions, a public loss in the sense of Law no. 5018 which has
to be paid by responsible persons and furthermore, it has some other conclusions within the
frame of the disciplinary and penal law.

Notes

1. See for the discretionary power of the public administration, Gergek A. (2006). The
Discretionary Power of Administration in Turkish Tax Law, Ankara, Yaklasim and Ustiin, U. S.
(2007). The Discretionary Power of Administration in Turkish Tax Law, Ankara, Turhan.

2. See Taskin, Y. & Oktar S. A. (2012). “Some Notes on Public Loss and Some Problems
Encountered in the Higher Education Institutions”, http://alomaliye.com/2012/09/17.

3. On the subject public loss can be referred these books: Sisman, G. (2017). Public Loss from the
Point of Tax Claim at the Court of Accounts Jurisdiction, Ankara, Seckin and Turguter, N. (2012).
Explanation of the Public Loss, Ankara, Ankara University Press.

Public resource has been defined at the article 3/1-g of Law no. 5018 as, “public revenues
including those acquired through borrowing and to movable and immovables deposits receivables
and rights and all kinds of valuables, that all belong to the public”.

References
Gergek, A. (2006). The Discretionary Power of Administration in Turkish Tax Law, Ankara,
Yaklasim.

Gozler, K. & Kaplan, G. (2018). Administrative Law Courses, 14th Printing, Bursa, Ekin.
Oktar, S. A. (2019). Tax Law, 14th Printing, istanbul, Tirkmen.

Sisman, G. (2017). Public Loss from the Point of Tax Claim at the Court of Accounts Jurisdiction,
Ankara, Seckin.

Taskin, Y. & Oktar S. A. (2012). Some Notes on Public Loss and Some Problems Encountered in
the Higher Education Institutions, http://alomaliye.com/2012/09/17.

Turguter, N. (2012). Explanation of the Public Loss, Ankara, Ankara University Press.

Ustiin, U. S. (2007). The Discretionary Power of Administration in Turkish Tax Law, Ankara,
Turhan.

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 359

THE SCOPE OF THE LEGALITY PRINCIPLE OF TAXATION IN THE LIGHT
OF TURKISH CONSTITUTIONAL COURT’S JUDGMENTS

Gamze GUMUSKAYA!

Abstract

In order to determine the scope of the legality principle of taxation which is regulated in Turkish Constitution, the
criteria adopted by Turkish Constitutional Court (“TCC”) are important. The aim of this study is to evaluate these
criteria and observe the compliance of Turkish tax legislation with them. As a result of this examination, it is
determined that the criteria were not fully settled and that the current tax legislation do not comply with them
sufficiently. However, taxpayers should be able to foresee which rules are regulated by laws and which are regulated
by other formal sources of tax law. In its recent judgments, the Court softened its strict supervision of formal
dimension of the principle, which is “no tax without law”. It can be considered that the case-law of European Court
of Human Rights (“ECtHR”) is effective on this approach. According to the case-law of ECtHR, the concept of
“lawfulness” refers to the quality of the law in question.However, Article 73 of Turkish Constitution is the special
provision in respect of tax law. Thus, the tax rules which are basically foreseeable by taxpayers are the rules which
are regulated in the laws in both formal and material meanings.

Keywords: Legality Principle of Taxation, Foreseeability, Constitutional Principles, Taxpayer Rights

JEL Code: K34, K38

1. Introduction

Article 73 of Turkish Constitution only draws a frame for the constitutional principles of tax law,
although it can be said that it is closer to “regulatory constitution” type since it has been prepared
with casuistic method (Ozbudun, 2018: 57-58).

This is natural because the content of the principles — unlike their purposes- are unclear to a
certain degree. Constitutional principles are rather constitutive and protective (Saban, 2014: 57).
A constitution which goes into too much detail may not comply with the changing needs
(Ozbudun, 2018: 58).

Ill

Although constitutional “principles” are the fundamental grounds of tax law, taxation process is
conducted with the “rules” which are regulated by other formal sources of tax law. Taxpayers
deal with administrative actions which arise from these rules. Therefore they should foresee
these rules in detail.

! Asst. Prof., Istanbul University Law Faculty, Department of Fiscal Law, gamze.gumuskaya@istanbul.edu.tr
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The pre-condition of the foreseeability is accessibility. This is very important with regards to
taxpayers’ legal security considering today’s stubborn fact: “the inflation of norms” (Kaboglu,
2002: 25).

In this regard, one should first determine the scope and limits of the legality principle of taxes.
As a beginning, these questions can be asked:

In order to comply with the legality principle of taxation, to what extent a detailed regulation
expected from tax laws? Which matters must be regulated solely by law?

In this study, the criteria adopted in Turkish Constitutional Court's (“TCC”) judgments on this topic
and the compliance of current Turkish tax legislation with aforesaid criteria are reviewed.

2. The Criteria Adopted in Constitutional Court’s Judgments with regards to the
Scope of Legality Principle of Taxation

2.1. Main Elements of Tax

Third paragraph of Article 73 states that taxes, fees, duties and other such fiscal obligations shall
be imposed, amended or revoked by law (In this article, the concept of “tax” will be referred to
all these fiscal obligations unless indicated otherwise).

TCC states that it is not sufficient for the legislator to allow levying a tax only by stating the subject
of it (TCC, Case no. 1986/20, 1987/9, 31.03.1987).

The answer to the question of which rules are to be regulated by law, the concept of “main
elements” comes out in the TCC judgments. However, the meaning and scope of “main elements”
have not been clarified in these judgments. Instead, some main elements have been counted by
sampling.

There is no hesitation that some elements of tax are main elements. For example, the subject of
the tax, the taxpayer, tax base, tax rate are undoubtedly main elements. On the other hand, while
the method and period of payment of the tax have been counted among the main elements of
tax (TCC Case no. 1996/49, 1996/46, 11.12.1996), in another judgment TCC stated that the tax
law, which authorizes the Department of Finance to determine the method and place of
payment, was not unconstitutional (TCC Case no. 2007/114, 2011/36, 10.02.2011).

In Turkish tax law doctrine, it is suggested that not only the main elements of the tax but also the
duties and procedural issues arising from the tax should be regulated by law (Glines, 2011:18;
Kumrulu, 1979: 150). Thus, the assessment, notification, accrual, collection of the tax, valuation,
tax duties, tax inspection, tax disputes and sanctions are accepted within the scope of the legality
principle of taxes.

In some of its judgments, TCC stated that not all the main elements of the tax should be regulated
in the same provision, in the same paragraph or even in the same law. (TCC Case no. 2016/150,
2017/179, 28.12.2017; TCC Case no. 2011/16, 2012/129, 27.09.2012). In my opinion, it should be
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possible for the taxpayers to find all the main elements of a tax in the same law that regulates
the relevant tax.

Another issue to be addressed is that the different tax rules on the same subject may cause
contradiction and therefore lack the required foreseeability. In the current situation regarding
whether the advertisement expenses for all kinds of alcohol and alcoholic beverages, tobacco
and tobacco products can be deducted from income tax and corporate tax base; there are
different regulations in Turkish tax legislation such as Income Tax Law, Corporate Tax Law, Law
on the Prevention and Control of the Losses of Tobacco Products, and general communiques of
the Ministry of Treasury and Finance. This created confusion in practice and caused conflicting
judicial decisions (Gliimuskaya, 2018: 309-329).

As regards the tax liability of legal representatives, the regulations in two separate tax laws
(Article 10 of the Tax Procedure Law and duplicate Article 35 of the Law no 6183 on the Procedure
for the Collection of Public Receivables) also cause uncertainty in practice. In fact, TCC annulled
the provision “The provisions of the Tax Procedure Law no.213 on the liability of legal
representatives do not remove the responsibility set out in this Article”, which is included in the
last paragraph of duplicate Article 35 of Law no.6183, on the grounds that it caused uncertainty
on which one of the two provisions is applicable (TCC Case no. 2014/144,K.2015/29, 19.03.2015).

In my opinion the uncertainty has not disappeared after the annulment. Because the regulations
that are still in force are not complementary, they both regulate the basic conditions of legal
representative’s tax liability separately. This enables the tax administration to implement these
regulations selectively, since it cannot be said that the special law-general law distinction is fully
adopted in tax practice regarding this issue. Therefore, it is necessary to clarify the application
criteria of these regulations.

2.2. Issues Related to Practice, Technique, Expertness and Details

TCC accepts that the authority can be given by law to the executive with regards to establish
regulatory administrative acts on issues related to practice, technique, expertness and details
(TCC Case no. 1996/49, 1996/46, 11.12.1996). Although it is not mentioned in the Constitution,
itis accepted that the administration may issue anonymous regulatory acts to regulate the details
of the law under different names such as circular, general communique. (Sevgili Gencay,
2014:401). However, no criterion has been introduced to allow for a precise distinction.

For instance, TCC ruled that the provision of Tax Procedure Law, which authorizes the Ministry
of Treasury and Finance the right to issue new documents, is not contrary to principle of legality.
It stated that adding a new document to the document order did not directly interfere with the
tax base (TCC, Case no 1990/29, 1991/37, 15.10.1991).

In another judgment, abovementioned authority given to the Ministry has been determined as a
measure to monitor the daily events and to arrange technical or detail issues (TCC, Case no
2009/5, 2011/31, 03.02.2011).
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However, drawing up or receiving a new document for tax purposes is either a duty or a right of
the taxpayer. Hence the authority to issue formal duties that affect the right to property of the
taxpayer is an authority that should belong to the legislature.

In its other judgment, TCC hold that the provision in Article 94 of the Income Tax Law, which
authorizes the Ministry of Treasury and Finance to hold the parties or intermediaries liable for
the payment of taxes with regards to transactions subject to taxation, is not unconstitutional
(TCC, Case no. 2014/183, 2015/122, 30.12.2015). In this judgment, TCC rejected the appeal by
stating that the authority given to the Ministry was limited and exceptional and the general
communiques were foreseeable as they were published in the Official Gazette.

However, considering the criteria adopted in the judgments of TCC itself, “tax liability” is also a
main element as a “taxpayer” and should therefore be regulated by law. | believe that a provision
which holds a third person responsible for paying the tax should be regulated in the law.

Provisions stating that the Ministry of Treasury and Finance is authorized to set procedures and
principles in tax laws are frequently included in Turkish Tax Legislation. Instead, it may be more
appropriate to grant the Ministry the authority to clarify the details of the application of the
relevant article, as it is used as a criterion in the case-law of TCC.

2.3. Amendments in the Lower and Upper Limits of the Law on Specific Issues

The judgments of TCC regarding Article 73/4 should also be mentioned. TCC emphasizes that the
authority to be given to the President of the Republic (formerly to the Council of Ministers) by
law is limited to the specific issues mentioned in the article which are exceptions, exemptions,
reductions and rates (TCC Case no. 2010/11, 2011/153, 17.11.2011).

However, the implementation of the restriction on the lower and upper limits of the law is
arguable. For example, TCC hold that the provision which authorizes the Council of Ministers to
determine the rates of title deeds separately for the properties according to a number of criteria
set out in the law (not according to the lower and upper limits) is not contrary to Article 73/4.
(TCC Case no 2017/117, 2018/28, 28.02.2018). Because, according to TCC, the relevant criteria
are specific in the law, it is not possible for the administration to act arbitrarily. However, 73/4
states that the Council of Ministers (after the amendment, the President) can only be granted
the right to change rates within the “lower and upper limits” of the law. Since it contains
qualitative boundaries rather than quantitative boundaries i.e. the lower-upper bound, it is
contrary to Article 73/4.

3. The Supervision of Turkish Constitutional Court Regarding the Principle of No
Taxation Without Law

Regarding the current judgments of TCC, it can be said that TCC has softened its rigid supervision
on the “formal dimension” of the principle of legality of tax. The reason of this approach may be
the criteria adopted by the European Court of Human Rights (ECtHR) in terms of lawfulness.
Naturally, ECtHR does not review if the relevant rule is regulated in a law by the legislator. ECtHR

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 363

explicitly emphasizes that the concept of law for the purposes of ECHR includes not only laws but
also subsidiary legislation and case-law since the important thing is the quality of the rule (ECtHR,
Hentrich/Fransa, no.13616/88, 22.09.1994, §.42; ECtHR, Beyeler/italya, no.33202/96,
05.01.2000, §.109).

Likewise, regarding the lawfulness of tax-related interference to the property right, TCC
examined whether the unpredictability of the provisions of the law was eliminated by subsidiary
legislation or case-law (TCC, Case of Tiirkiye is Bankasi Subeleri, Case no. 2014/6193, 15.10.2015,
§ 60).

However, the principle of the legality of tax which is regulated in the Article 73 of Turkish
Constitution provides a higher level of protection by means of requiring a law for the tax-related
interference to be lawful (TCC General Assembly, Case of Tirkiye is Bankasi A.S. no: 2014/6192,
12.11.2014, § 47). Since Article 73 is the special provision in terms of tax law, which is basically
foreseeably for taxpayers is necessarily a law in both formal and material meanings.

Therefore, it should be clarified which elements of the tax are regulated by law. These rules
should be regulated mainly in tax laws, in a systematic way and not as additional, temporary and
duplicated articles (Karakog, 2006:29). Contradictory and retrospective rules should be avoided
as much as possible. Regulations of the executive should be explanatory and related to details of
the law.

4, Conclusion

After examining the current relevant judgments of TCC, it is determined that the criteria
regarding the scope and limits of the legality of taxation are not fully established and current tax
legislations do not comply with the existing criteria. In my opinion, the solution of this problem
may be to regulate the “principle” as a “rule” which has certain limits and content. As explained
by Ronald Dworkin, there is a qualitative difference between legal principles and rules (Dworkin,
1977:24). As mentioned before, the content of the principles — unlike their purposes- are unclear
to a certain degree.

In this context, | believe that the principle of legality can also be regulated as a rule of law, for
example in the Tax Procedure Law in order to clarify which issues will be regulated only by laws.
This suggestion does not refer to include the same text in the constitution as in Article 37 of Public
Fiscal Management and Control Law no.5018. It rather refers to a more detailed rule as in article
4 of Misdemeanor Law no.5326. The clarification of the content of the principle as a rule with its
uniform application in the judicial decisions will both contribute to the legal certainty and stability
of tax administration’s actions.
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THE PRINCIPLE OF LEGALITY OF THE TAXES: AN EVALUATION ON
TURKEY AND THE SELECTED COUNTRIES
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Abstract

In this study; The emergence and development of the principle of legality of taxation and how the principle of legality
of taxation affects the taxation authority will be studied in Turkey and selected countries. The study also examines
the modern financial systems based on the principle of legality of taxation. The administrative discretion has limited
in these financial systems and all procedures related to the tax technique are shaped on the basis the principle of
legality of taxation. The social and economic texture that enables the functioning of this financial structure is also
examined. Similarly, countries where the principle of legality of taxation is controversial will be examined with
structural difficulties related to social and economic structure in these countries.

Keywords: The Principle Of Legality Of Tax, Democracy, Tax Democracy Relations, The Effect of Principle Of Legality
Of Tax on Social and Economic Structure.

JEL Code: H20, K34, D72.

1. Introduction

The unlawfulness of taxation and the lack of any legal limitation have caused various events in
history. The Magna Carta Libertatum (1215), which is considered as the basis of the principle of
legality of taxation and the first known document in this regard, throughout the history.

In this study, the historical development of the principle of legality of taxation, which started with
Magna Carta Libertatum and significant developments in different countries has been discussed.
In addition, the effects of these events on democracy were examined and it was emphasized
whether the principle of legality of taxation had effects on the economic and social structures of
the states and what results. In countries that adopt the principle of the legality of taxation,
taxation-related violence and so on. it is possible to say that social events disappeared. The
democratic structure has been strengthened and developed rapidly by ensuring the functioning
of the principle of the legality of taxation.
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The principle of the legality of taxation has affected the social, political and economic rights of
the society and provided a social compromise between the state and the society. The main
reason for this is; In democratic societies, those who act contrary to the principle of the legality
of taxation or those who make unbalanced taxation have heavy legal responsibilities.
Undoubtedly, the principle of the legality of the taxation is not possible to be provided by the
constitutions alone. Democratization movements must act in parallel. Developed countries,
which can realize this harmony, provided their economic structures with institutional identity,
reduced their unregistered economies to low levels, and strengthened their social, economic and
political structures by ensuring justice in income distribution and taxation.

2. The Historical Development of The Principle of the Legality of Taxation

Magna Carta states that essentially unauthorized tax collection is not possible. According to
Magna Carta, the King cannot impose taxes when he wishes, and when a new tax is imposed,
those who will pay the tax vote. This rule was then based on many freedom and independence
struggles. When taxpayers faced heavy and arbitrary tax burdens, they struggled with support
from this rule.

In the following periods, in other countries, papers and contracts with reference to the Magna
Carta were prepared and implemented (David, 1999: 370-371; Akdogan, 2009: 198). Some of
these are as follows.

The Petition of Rights and Bill of Rightsin the UK in 1627 and 1689, the Declaration of
Independence, which began with the revolt of the Tea Taxes of England in the Americas and
declared in 1776, the Declaration of Human Rights published in 1789, following the French
Revolution, signed in 1808 in the Ottoman Empire the charter of alliance, the Universal
Declaration of Human Rights adopted by the United Nations in 1948, can be cited as an example
(Oncel et. al., 1985: 47). All these agreements regulate the financial relations between the state
and the individual and determine the legal and institutional nature and framework of mutual
powers and responsibilities.

3. Importance of the Principle of Legality of Taxation and Its Effect on
Democratic Structure

Many historical and social events have been guided by the principle of legality of taxation. Some
of the developments in this study are discussed. The historical and social events that have guided
the principle of the legality of taxation have led to a number of effects on the social and economic
structure in each country. The nature and depth of these effects were also investigated.

With the Magna Carta Agreement held in England in 1215, the issue of obtaining tax collection
authority from the law is accepted as undisputed. Thus, the principle of the legality of taxation
the most important one of the principles of taxation, was accepted by the king. In the first period,
there were some problems in the applicability of this agreement. However, it is seen in the
constitution of many countries that the principle of the legality of taxation is a fundamental
necessity. In this context, Magna Carta has been the main reference point for the principle of the
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legality of the taxation included in many constitutions. When we look at the past history of states
and societies, it is seen that big rebellions and struggles for independence have emerged as a
result of arbitrary arrangements, regardless of a specific legal rule. (Vanistendael, 1996; 1).
Resistance to injustice and inequality in taxation has soon turned into tax revolts and then mass
struggles. For this reason, placing the principle of the legality of the taxation by preventing
arbitrariness in taxation has a special importance among the principles of taxation.

In almost all countries, the principle of the legality of taxation is guaranteed by the provisions of
the founding constitutions of the countries concerned. The constitutions have disciplined the
political authorities in a way by drawing the legal framework of the issues related to taxation. In
the later periods, the institutional nature of the relationship between the state and the taxpayer
has gained even more depth with the principles of taxation formed by taking the spirit from the
constitutions (Smith, 2014: 30-31; OECD, 2014).

The principle of the legality of the taxation after the historical and social events has become a
principle that must be included in the constitutions, as well as a secret social consensus between
the state and the individuals. Accordingly, the principle of the legality of taxation guarantees the
rights of individuals on the one hand. on the other hand, individuals also grant a taxation to
individuals and parties to bring to power or to hand over the state to the government. This
authorization does not only imply the collection of taxes on the basis of law. It also includes the
authority of public expenditure these taxes. In this respect, those who come to elections are
entitled to both the taxation authority and the authority of public expenditure

According to the principle of the legality of the taxation, the authority to impose taxes and similar
financial obligations has been undertaken by the legislative body or the authority has been
granted to this body by the people. It can be said that authority is not given to the executive body
in particular. It can be stated that it is important to give this authority to the legislature where
almost all sections of the society are accepted and represented because the executive organ may
reflect the views of a certain segment and may not be fair, and that it is important for the results
to be adopted by the whole society. This basic approach, of course, will contribute to the
institutionalization and development of the democratic functioning in the country.

The legal nature of the taxation authority has changed over the history according to the state
understanding. However, in today's modern state, the authority of taxation is based on state
sovereignty. So the basic question is, how does state sovereignty work? In modern systems where
state sovereignty is essential, it is not possible to implement this authority in an absolute and
unlimited manner. The main thing here is the principle separation of powers. Legislative and
judicial powers control the execution by discipline. it has a democratic functioning with all its
bodies and functionality.

Governments collect taxes from taxpayers and realize public expenditures. In doing so, they must
take into account the demands of the society and thus the taxpayers. Politicians who do not use
these powers in a lawful way or who do not use them for the benefit of the electorate will be
removed from the power by the people who choose them again. n the first elections, the people
have the right to give their powers of taxation and spending to another power. in this context,
we can say that the principle of the legality of taxation actually finances the functioning of the
democratic structure. When voters think that there is an injustice in taxation, they can give the
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power to collect tax immediately to another political power. In this context, it can be said that
the legality principle of the tax alone is limited. The principle of the legality of taxation has the
chance to be applied in a much stronger and more effective manner in countries where
democracy, politics, law and economic structure are institutionalized.

The principle of the legality of taxation enters into the constitutions of most countries governed
by a democratic and parliamentary regime. Of course, it is important that this principle, which is
indispensable for the society, takes place in the constitutions. But how this principle is
interpreted and applied by the state and society is much more important. This situation can be
handled in terms of developed and developing countries. Due to the social events in developed
countries, the desire for unlimited taxation of power has disappeared with time. Instead,
taxpayer focused taxation principles such as justice and certainty in taxation were in question.
Regarding the situation in developing countries, it can be seen that most of the principle of the
legality of the taxation cannot be applied in a strong manner. The principle of the legality of
taxation is symbolic in the constitutions of many developing countries. Inequality in taxation,
inequality in distribution of income and tax awareness and public finance problems are
problematic in every period.

4, Conclusion

To summarize the principle and scope of the legality of the taxation; The principle of the legality
of the taxation is a multifaceted constitutional principle that influences many areas such as the
development of democracy, the clarity of the tax, the spread of the tax on the base, taxation
according to the financial power of all, the generality of the tax, the clarification of exceptions
and exemptions, and the strengthening of the constitutional order.

The emergence and development of the principle of the legality of tax has been parallel to the
development and institutionalization of democracy in many western countries and there is a
close relationship between them. In this respect, the principle of the law of democratization of
societies and the legality of taxes can be identified. the government uses the authority to collect
taxes and public spending on behalf of the nation. Through elections, which are indispensable
elements of democracy, society gives this power to whom it wishes. In this context, it is expected
that the governments that care about the principle of the legality of taxation will be more
successful in the elections.

The principle of the legality of taxation leads to the institutionalization of the state and the
democratic structure, and affects the socio-economic dynamics of the society in different ways.
In the economies where these principles are blended with democracy, positive data are obtained
in macro and microeconomic indicators and it is seen that there is equality in taxation,
determination and income distribution among citizens.

The principle of the legality of taxation is a culture that will develop together with democratic
development. Where democratic rules and institutions are not sufficiently institutionalized, the
principle of the legality of taxation is far from meeting the expectations of the parties. he principle
of the legality of the tax is a kind of social agreement between the state and the taxpayers who
protect the citizenship against the state, draws the limits of the state's taxation authority, and
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provides the state with the resources that will enable the state to fulfill its responsibilities.
Political decisions and behaviors that are contrary to this agreement or which do not satisfy the
voters will result in the abolition of the elected. Preserving this principle has had positive results
in most of the developed countries and has had positive effects on social, economic and political
structure.
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ON THE EFFICIENCY OF BEHAVIOURAL PUBLIC ECONOMICS POLICIES:
AN EXPERIMENTAL STUDY

Emre OZYERDEN?

Abstract

Behavioral economics develops as an area with inferences and conclusions to help policy makers in public economics
policies. In this study, the effectiveness of public policies formed by using the default choice manipulation and loss
aversion concepts are examined through laboratory experiments. In the experiments, participants play a public
goods game in groups of 4. In the first experiment, the effect of compulsory staying in a default option on
participants’ decisions has been evaluated by comparing the pre- and post-treatment decisions. In the second
experiment, the result screens of the participants after each public goods game rounds were framed as loss and
gain. Waiting time and loss framing found to have no effect on decisions.

Keywords: Behavioural Economics, Nudge, Behavioural Public Economics

JEL Code: D91, C91

1. Introduction

The information obtained from behavioral economics studies is beneficial for governments in
developing public policies as well as the private sector. Accordingly, instead of traditional
prohibitory or rewarding applications, policies which do not limit individuals' freedom of choice
but direct them with a soft nudge to make the right choice for themselves or the society are
adopted. An example of this type of policies can be seen in preferences to participate in private
pension systems. When the default choice is changed to opt-out from opt-in, an increase was
observed in the number of people staying in the system (Choi, Laibson, Madrian, & Metrick, 2004;
Madrian & Shea, 2001).

In this study, the effectiveness of two applications of behavioural public policy is tested
experimentally. The first one tests whether waiting in the default option has an effect on choices.
In this experiment, participants first play a classic public goods game, then they cannot make
choices by staying in a default option for differing lengths of period and lastly they play the classic
game again. The other experiment is related to the framing of the results screen and tests
whether the presentation of the results as gain or loss has an effect on the continuing choices.

1 Res. Asst., Hitit University Department of Public Finance, emreozyerden@hitit.edu.tr
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These experimental studies will shed light on the effectiveness of the methods that can be
applied when preparing behavioral public policy.

2. Behavioural Public Policies

Since the beginning of 2017, Turkey implements default option policy for the private pension
system. According to this system, all employees with certain conditions are automatically
included in the individual pension system (automatic participation system) and those who wish
to exit the system need to indicate this (opt-out). In the other private pension system which is
operative since 2004, the default option is that individuals are out of the system and they need
to formally apply to join (opt-in). As of February 15, 2019, there are 6.8 million participants in this
system, while there are 5.2 million participants in the automatic participation system in the 26
months period. It can be said that changing the default preference is effective with the automatic
participation system.

Nevertheless, opting out from the system takes time due to various reasons, and the participants
who participate in the system automatically have to pay one or two premiums, that is they cannot
leave the system for a certain period of time. Additionally, the government plans a 3-year
mandatory stay in the system?. This situation damages the symmetry between different default
choice situations, in addition to violating the libertarian paternalism notion of Thaler and
Sunstein (2018). The first experiment in this study will test whether compulsory staying in the
default option has an effect on choices.

Another practice that can be applied in behavioural public policies is about those who do not
keep their individual savings in financial institutions. Kahneman and Tversky’s (1979) Loss
Aversion may be useful in this case. According to this theory, losses loom larger than gains. In this
respect, rather than specifying how much they will earn when they keep their savings in financial
institutions (gain situation), declaring how much they have lost (loss status) as long as they do
not keep their savings in these organizations would be more effective for individuals. The second
experiment in this study tests whether the result screens framed as loss form and gain form affect
decisions.

3. Experiment

The first experiment consists of four applications. Participants form groups of 4 and play a public
goods game. In this game, each participant in a group is given 100 tokens which would be
converted to the exam points at the end of the experiment. Each participant independently
determines how much of their tokens are kept in his/her private account and how much to be
sent to the group account. Tokens held in the private account return without a change to the
participant at the end of the experiment, whereas contributions of 4 group members to the group
account are summed, then multiplied by a certain coefficient (all coefficients in the experiment
was 1.6), and then divided by 4 and equally transferred to the group members. In other words,

1 http://www.hurriyetdailynews.com/private-pension-system-to-be-compulsory-in-turkey-137164 (access date:
24.05.2019)
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tokens in the personal accounts do not affect the tokens of the other group members, while the
tokens sent to the group account are multiplied by a certain coefficient and are given back equally
to all group members regardless of the amount they sent. Final earnings (r;) of group members:

m; = private account; + (group account * 1.6)/ 4

The above-described process constitutes one round of the experiment. In all treatments of the
experiment, participants played 5 rounds of the base public goods game as described above.
Then, participants could not make a decision on their tokens in cooperative_1 and cooperative_5
treatments, for 1 and 5 rounds respectively, all the tokens were transferred to the group account.
Similarly, the participants were not be able to make a decision in freerider_1 and freerider_5
treatments, for 1 and 5 rounds respectively, but in these cases all tokens were transferred to
their personal accounts. In each treatment, after the compulsory group or private account
rounds, the participants played 5 rounds of base public goods game again. Each participant was
only able to participate in one application. With these applications, the impact of compulsory
stay in a default on the preferences of the participants can be evaluated by comparing the
decisions in the first and last 5 rounds, that is before and after compulsory stay treatments. The
hypotheses are:

Hypothesis 1a: In cooperative_1 and cooperative_5 treatments, contributions to the group
account will be higher in the last 5 rounds compared to the first 5 rounds. Similarly, in freerider_1
and freerider_5 treatments, contributions to the group account will be lower in the last 5 rounds
compared to the first 5 rounds.

Hypothehis 1b: In the cooperative_5 treatment, contributions to the group account will be higher
than in the cooperative_1 treatment. Similarly, contributions to the group account will be higher
in the freerider_1 treatment than in the freerider_5 treatment.

Hypothesis 1a states that a compulsory stay in a default option have an impact on the choices of
the participants. The hypothesis 1b suggests that an increase in compulsory waiting time would
also be effective on choices.

The second experiment also includes a base public goods game similar to the one above, but the
treatments differ in the result screens. In gain treatment, at the end of each round participants
face a result screen that indicates participant would earn “160 tokens” in that round if him/her
and all other group members were to send all the tokens to the group account. In /oss treatment,
participants were shown they would have earned “160 — actual tokens more” if him/her and all
other group members were to send all the tokens to the group account. The hypothesis for this
experiment is as follows:

Hypothesis 2: Contributions to the group account will be higher in the loss treatment than in the
gain treatment.

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 373

4. Results

The experiments were carried out with 116 students at Hitit University in December 2018 and
April 2019. Exam points were used as the reward medium?!. The experiment was run over
computers interactively and programmed in ztree 4.1.6 (Fischbacher, 2007). Each participant
took only one treatment and treatments lasted around 45 minutes.

Table 1. The Results of the First Experiment
(average contributions to the group account)

#t Zero Contributors

Treatment n Average Before After
Before After
cooperative_1 20 49.59 50.82 48.36 9 13
cooperative_5 24 27.22 29.02 25.42 21 34
freerider _1 8 44.65 41.85 47.45 11 11
freerider _5 20 31.90 34.71 29.10 12 12

Table-1 shows the results for the tokens transferred to the group account in the first experiment.
In all the treatments except the freerider _1, average transfers to the group account are not in
line with our hypotheses, however these differences are not statistically significant according to
Wilcoxon rank sum tests. On the other hand, the number of singular observations of zero-
contributions appear to have increased after the compulsory wait on the cooperative_1 and
cooperative_5 treatments. Nevertheless, only the difference in number of zero-contributions in
cooperative_5 treatment was found to be significant (¥ 2 = 3.9862, Fisher’s exact test p = 0.032).
According to the panel hurdle regression with cooperative_1 and cooperative_5 data, only the
coefficient of periods was negative and significant. This is in line with the case of diminishing
contributions to the group account observed in previous public goods experiments.

Table 2. The Results of the Second Experiment
(average contributions to the group account)

NGL (n=22) NLG (n=22) Total

neutral 31.40 32.19 31.76
gain 35.74 24.75 31.34
loss 30.35 29.74 30.04

Table-2 shows the results of the second experiment. In the NGL application, the participants
played a base public goods game for the first 5 rounds (neutral), it is followed by 5 rounds of gain

1 2 points for participation, 12 points maximum, and ~8 points on average.
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treatment and then 5 rounds of /oss treatment. In NLG application, the order of the gain and loss
treatments changes. The differences in the table were not significant according to Wilcoxon rank
sum tests. In the panel tobit regression, the coefficient of periods variable was negative and
significant as it is in the first experiment. The coefficients of the dummy variables for loss and
gain treatments were also significant, but the difference between the values of these coefficients
(8.408 and 8.526, respectively) was not statistically significant.

As a result, we couldn’t find a significant difference between our treatments. The main reason
for this is that the number of observations is insufficient and it is planned to increase the number
of observations with new experiments.
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FACTORS AFFECTING TAX MORALE: AN EMPIRICAL STUDY ON
STUDENTS OF AKSARAY AND CUKUROVA UNIVERSITY

Orgun AVCI? Giilin TABAKAN? Giilsen KIRAL3

Abstract

Tax morale is a multi-dimensional concept. The concept that has an individual and social dimension affects the
attitudes and behaviors of individuals against taxes. As tax morale is perceived differently from one society to
another and its effect can be different based on society, it may also show differences in family structures, societal
ties and environmental relationships of individuals within the same society. The aim of this study is to compare tax
morale levels of the students of department of Public Finance and department of Economics at Aksaray University
and Cukurova University and determine the socio-cultural factors and some demographic factors which affect the
tax morale of the students. The tax morale score of the students is found 3,57. Tax morale score is interpreted when
it is low as the average approaches 1 (strongly disagree) and it is high as the avarage approaches 5 (strongly agree).
Accordingly, tax morale level of students (3,57) is above average. As a result of empirical study, the comparison
results between the tax morale scores of different university students indicate that: Tax morale of students of
Aksaray University is higher than the students of Cukurova University and generally tax morale level of female
students is higher than male students.

Keywords: Tax, Tax Morale, Tax Psychology, Statistical Analysis.

JEL Code: H20, H29, C10.

1. Introduction

In this study, it is aimed to compare the tax morale levels of 535 students studying at the Public
Finance and Economics Departments of Aksaray and Cukurova Universities, and to determine
some factors affecting the tax morality levels of the students. A questionnaire consisting of 3
sections prepared according to 5-point Likert scale is used in the study. The first part of the
questionnaire includes demographic characteristics, the second part, 4 questions about socio-
cultural statements and the third part, 6 questions about tax morale. With these questions, the
attitudes of the students studying in two different universities towards the tax morale are

! Res. Asst. Dr., Aksaray University, Faculty of Economics and Administrative Sciences, Department of Public Finance,
orcun.avci@outlook.com
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measured. In the evaluation of the questionnaire data, Statistics Package for The Social Sciences
(SPSS 18.0) is used. The significance level is 0,05 for statistical analysis.

2. Theoretical Framework

Tax morale can be considered as a moral obligation to pay taxes or a belief in contributing to
society by paying taxes (Torgler, 2004: 239). Due to the strong evidence that tax morale affects
the actual tax payment behavior, finding the determinants of tax morale can help both to
understand and fight tax evasion (Doerrenberg & Peichl, 2013: 293). Tax morale is often defined
as the intrinsic motivation to pay taxes. At the same time, tax morale is closely related to tax
compliance. There are many factors in shaping tax morale (Luttmer & Singhal, 2014: 150). Moral
norms, trust in state, social pride as well as social, economic and political factors are effective. In
addition, socio-psychological factors also shape the attitudes and behaviors of individuals about
tax. Human being is by nature a social being and the behavior of other people in society on the
shaping of tax morality is also a significant factor (Lillemets, 2010: 238).

3. Survey Findings

In this study gender, department and university are used as independent variables and the effects
of these variables on tax morale are analyzed. The purpose of this study is two-fold. First, tax
morale behaviors of students in Public Finance and Economics of Aksaray and Cukurova
Universities are compared. Second, the socio-cultural factors and some demographic factors
which affect the tax morale of the students are determined. The data obtained from the study
are analyzed with some statistical methods such as frequency distribution, reliability analysis,
Kolmogorov-Smirnov test, Kruskal Wallis H test.

Of the students who participated to survey, 47,5% are from Aksaray University, 52,5% are from
Cukurova University, 39,6% are male, 60,4% are female, 49% are studying in department of Public
Finance and 51% are studying in department of Economics. The scale’s reliability is measured
using Cronbach alpha reliability coefficient. The coefficient for all items is found to be 0,874.
Moreover, the coefficient for the ‘responses of questions about tax morale’ subscale is found to
be 0,904. A Cronbach's a of greater than or equal to 0,6 is interpreted as acceptable level of
reliability in most social science research situations. So the values of the coefficients show that
the survey is highly reliable. According to the Kolmogorov-Smirnov test result, it is found that the
tax morale is not normally distributed (sig: ,000 < 0,05). Thus, Kruskal Wallis H test is used to
compare group means of the sub-dimensions of variables University_Department and
University_Gender in Table 1.
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Table 1. Comparisons of the Responses of Tax Morale Questions for the Variables
University_Department and University_Gender-Kruskal Wallis H Test Results

M i ity_Gend N
Statements University_Department | N ean University_Gender Mean Ranks
Ranks
Gukurova_Public Finance| 136 | 125,18 Chi | Cukurova_Female | 164 224,94 Chi
. . Square: Square:
Paying taxes is Cukurova_Economics |145| 297,49 |181382| Gukurova_Male 117 198,88 85014
animportant Aksaray_Public Finance |126| 346,68 sd: 3 Aksaray_Female | 159 339,41 sd: 3
citizenship duty. Sig:,000 Sig:
Aksaray_Economics |128| 308,89 Aksaray_Male 95 307,94 ,000
If | evade taxes, |Gukurova_Public Finance|136| 162,18 Chi Cukurova_Female | 164 241,24 Chi
. Square: Square:
and if people Gukurova_Economics [145| 303,52 | 92,766 | Gukurova_Male 117 226,52 33,625
around me learn | Public Fi 126] 311,24 | T3 | Ak Female | 159 31889 | O3
saray_Public Finance , = saray_Female : .
about it, | would Y- Sig: ,000 y Sig:
000
128| 297,63 95 280,11 ’
be very Aksaray_Economics Aksaray_Male
ashamed.
Paying taxes as a | Gukurova_Public Finance|136| 166,17 S Chi Cukurova_Female | 164 227,52 < Chi
] quare: quare:
taxpayeris an Gukurova_Economics [145| 290,92 | 89,425 | Gukurova_Male 117 234,79 39,093
indicator of "\ Public Fi 16| 320,61 |22 | Ak Female | 159 316,32 sd: 3
saray_Public Finance , = saray_Female , .
being moral. Y- Sig:,000 y Sig:
Aksaray_Economics |128| 298,44 Aksaray_Male 95 297,91 ,000
The low tax | Gukurova_Public Finance|136| 161,32 Chi Cukurova_Female | 164 234,34 Chi
Square: Square:
morale of a Gukurova_Economics [145| 284,72 | 99,642 | Gukurova_Male 117 211,91 52,588
society forces Ak Public Fi 126| 322,79 sd: 3 Ak F I 159 322,38 sd: 3
saray_Public Finance . saray_Female )
the state in fiscal Y- ’ Sig:,000 v- ’ Sig:
000
i 128 | 308,46 95 304,17 ’
and economic Aksaray_Economics Aksaray_Male
terms.
Tax morale is an |Gukurova_Public Finance | 136| 147,28 Chi Cukurova_Female | 164 226,45 Chi
. Square: Square:
important Cukurova_Economics |145| 288,51 |129,628| GCukurova_Male | 117 211,34 66,341
indicator of -\ Public Fi 16| 33752 |22 | Ak Female | 159 334,17 sd: 3
saray_Public Finance f = saray_Female , .
development. Y- Sig:,000 y Sig:
Aksaray_Economics |128| 304,61 Aksaray_Male 95 298,77 ,000
The fiscal and | Gukurova_Public Finance|136| 144,76 Chi | Cukurova_Female | 164 236,18 Chi
. Square: Square:
economic Gukurova_Economics [145| 296,55 |137,866| Gukurova_Male 117 204,74 59,359
education that |- Public Fi 126] 34317 | T2 | Ak Female | 159 324,33 23
saray_Public Finance , = saray_Female , .
have acquired is Sig:,000 Y Sig:
improving the 128| 292,59 95 306,57 /000

tax morale.

Aksaray_Economics

Aksaray_Male
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The results on Table 1 show that there is a significant difference in sub-dimensions of variables
University_Department and University_Gender based on the statements (sig: <0,05). Results of
analysed mean ranks belonging to the groups show that Public Finance students have more tax
morale than Economics students at Aksaray University from the perspective of tax marale
guestions. Similarly, Table 1 shows that Economics students have more tax morale than Public
Finance students at Cukurova University. Table 1 shows that the difference is statistically
significant in the statements based on gender. Results of analysed mean ranks belonging the
groups show that females have more tax morale than males from the perspective of statements
for both Aksaray University and Cukurova Universities. Furthermore, the mean rank of female
students of Aksaray University about the statements related tax morale is the highest.

Table 2. Kruskal Wallis H Test Results Related with Socio-Cultural Factors-University_Gender
and University_Department

Statements | University_Department | N ;:‘ ?‘akr; University_Gender N Mean Ranks
Cuku;a;a:i;ublic 136 | 194,85 Sqigire: Cukurova_Female 164 229,50 Sqir;ire:
Sct Cukurova_Economics | 145 | 262,63 | 54,924 Cukurova_Male | 117 230,28 39,159
Aksaray_Public Finance | 126 | 321,02 | Sd:3 Aksaray Female | 159 | 307,54 sd: 3
Aksaray Economics | 128 | 299,61 | 28900 ™ Axsaray Male 95 314,74 | 8,000
Cuku;a;a:i;ublic 136 | 113,64 Sqigire: Cukurova_Female 164 220,38 Sqir;ire:
SC2 Cukurova_Economics | 145 | 298,53 | 211,574 | Cukurova_Male 117 193,15 101,615
Aksaray_Public Finance | 126 | 343,53 sd: 3 Aksaray Female | 159 343,53 sd: 3
Aksaray_Economics 128 | 323,09 Sig: ,000 Aksaray_Male 95 315,97 Sig: ,000
Cuku;a;a:i;ublic 136 | 319,27 Sqigire: Cukurova_Female 164 269,95 Sqir;ire:
sc3 Cukurova_Economics | 145 | 222,89 | 30,340 Cukurova_Male 117 268,95 2,127
Aksaray_Public Finance | 126 | 254,00 | Sd:3 Aksaray Female | 159| 255,79 sd: 3
Aksaray_Economics 128 | 278,41 slg: /005 Aksaray_Male 95 283,90 slg: 546
SC4 Cukurova_Economics | 145 | 266,66 | 115,225 | cCukurova_Male 117 199,97 79,303
Aksaray_Public Finance | 126 | 337,25 sd: 3 Aksaray_Female 159 330,86 sd: 3
Aksaray Economics | 128 | 316,64 | 28900 ™ Axsaray Male 95 320,18 Sig: ,000
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The socio-cultural factors affecting the tax morale such as ‘the level of trust in government (SC1)’,
‘a sense of civic virtue (SC2)’, ‘the level of accepted ruling party (SC3)’ and ‘religion belief (SC4)’
on tax morale have been analyzed in this study. In Table 2, Kruskal-Wallis H test is used to
measure differences in terms of socio-cultural factors based on participants’ gender and
department. As can be seen in Table 2: since the p values of all the statements are less than 0,05
at 95% confidence interval of the difference (except for SC3), these differences are assessed as a
statistically significant (p<0,05). Moreover, the socio-cultural factors have all statistically
significant effects on tax morale based on participants’ department.

4, Conclusion

Tax morale is a phenomenon affected from many factors such as economic, social, cultural and
demographic factors. The study aims to investigate the factorsinfluencing students’ tax
morale.The study compares male and female scores for Aksaray and Cukurova Universities. From
Table 1, it is thought that female scores would be significantly higher than male scores,
significance being defined here as higher scores for all statements. Results of analysed mean
ranks belonging to the University_Department show that the students of department of Public
Finance have more tax morale than the students of department of Economics at Aksaray
University from the perspective of tax questions. Similarly, Table 1 shows that the students of
department of Economics have more tax morale than the students of department of Public
Finance at Cukurova University.

In general, tax morale of students of Aksaray University is higher than the students of Cukurova
University and the tax morale of female students is higher than male students for both
universities. In conclusion, it has been determined that while the mean rank of female students
at Aksaray University about the statements is the highest, the mean rank of the students for
Economics department at Cukurova University about the statements is the lowest.
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THE EFFECT OF ELECTRONIC TAXATION SYSTEM ON VOLUNTARY TAX
COMPLIANCE

ihsan Cemil DEMIR! Rabia Tugba EGMIR?

Abstract

It is considered that if the taxes, which are the most important financing instrument of public expenditures, are
easily paid by taxpayers and tax proceedings are carried out without difficulty, the taxpayers' voluntary tax
compliance will increase. For this purpose, the government is working hard to carry out the tax transactions in every
stage of the electronic environment. In this study, it is aimed to develop a data collection tool in order to determine
the effect of electronic taxation system on tax compliance. In this context, a questionnaire was applied to 195
independent accountants and financial advisers who work in Afyonkarahisar and Konya town centers and who are
using electronic taxation system. Factor analysis was performed by using statistical programs. In this respect, validity
and reliability analyzes were performed and as a result, a scale consisting of two factors and 13 items was developed.
According to the results of the research, financial advisors, electronic taxation it is observed that the system has a
positive effect on the voluntary tax compliance and the efficiency in the taxation process.

Keywords: Electronic Taxation, Tax Compliance, Financial Advisers

JEL Code: H21, H11, H26, M48

1. Introduction

In recent years, with the acceleration of technological developments, it has begun to adopt
principles such as keeping up with technological developments in public sector and sustaining
public transactions faster and reducing stationery. In this way, it is ensured that the taxpayers
can access the transactions to be carried out with the state institutions in a fast and electronic
environment with the services such as e-government with the attempts to digitalize in various
public activities.A significant portion of the digital transformation efforts are carried out in the
taxation process and is called electronic taxation. Electronic taxation (e-taxation) transactions are
defined as a general definition, filling out tax returns by taxpayers electronically and delivering
them to the tax office(Kocamis ve Kekeg, 2017: 276-277). Thus, the taxation transactions is
carried out online with the electronic taxation system. In addition, transactions such as electronic
notebook, electronic declaration, e-archive invoice application, e-ticket application, e-polling and
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electronic invoice are among the transactions that include electronic taxation. In this study, it is
aimed to develop a data collection tool in order to determine the effects of electronic taxation
system on voluntary compliance. For this purpose, we have developed a questionnaire is applied
to independent accountants and financial advisers working in Afyonkarahisar and Konya
downtown area. In line with the findings, electronic taxation processes were tested and
interpreted by professional accountants who are an important part of taxation procedures.

2. Literature

In a study related to electronic taxation, the effect of e-taxation practices on taxation with the
principle of economics was examined and a questionnaire was applied to financial advisors in
Tokat for this purpose. Accordingly, it is emphasized that the margin of error in electronic
transactions is significantly reduced and business performance is increased (Cimen, 2017). In
another study, the relationship between taxpayers' numbers and tax revenues was discussed
with the transition to the electronic tax system in Azerbaijan Tax System and a positive
relationship was found between tax revenues and taxpayers in the periods 2006-2015 (Allahverdi
& Kuzucu, 2017: 93-94). Another study indicated that with regard to the adoption of e-
declaration system in Turkey conducted a survey for independent accountants and financial
advisers of the technological trends in the positive direction (Turan & Ozgen, 2009: 145).

3. Research Methodology

3.1. Study Group

The study group consisted of 195 independent accountants and financial advisors using
electronic taxation system working in Afyonkarahisar and Konya provincial centers. When the
variables related to the study group were examined, it was determined that they were generally
male and between the ages of 30-40. It is observed that the independent accountants and
financial advisors, who form the working group, usually have 16 years or more of professional
experience and liability period. In addition, although the working group differs in terms of the
duration of using e-taxation, it can be stated that it consists mostly of people who use more than
1-4 years and more than 10 years.

3.2. Developing the Data Collection Tool

In the research, a scale was developed to determine “The Effect of Electronic Taxation System on
Tax Voluntary Compliance”. In order to improve the scale, items were prepared after the related
literature was searched. Studies of Egeli and Diril (2014) and Cimen (2017) were used in the scale
of the items that were obtained related to electronic taxation. In order to determine whether
the items of the scale are sufficient in terms of quantity and quality to measure the behavior to
be measured (Blylikoztlrk et al. 2008: 169), the scale was submitted to expert opinion for scope
validity. The scale was re-arranged in line with the expert opinion and consisted of 19 items.

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 382

“Scale for Determining The Effect of Electronic Taxation System on Voluntary Tax Compliance”
was prepared as a Likert-type five-point grading aiming to determine the frequency of
participants in meeting the expressions given. The answers of scale consists of ”1-Strongly
disagree, 2-Disagree, 3-Partially agree / Partially disagree, 4-Agree, 5-Strongly agree. The answers
are numbered 1-5 or 5->1 according to negative or positive situation of statements.

4. Findings

First the reliability analysis and validity analysis of the data, collected from the study group, were
performed. First of all, Cronbach Alpha reliability coefficient of all items constituting the scale
was calculated. At this stage, some items which were found to reduce the reliability of the scale
and had a negative reliability coefficient, were excluded from the scale. KMO and Bartlett tests
were performed to determine whether the data set was suitable for factor analysis and KMO
value was found to be 0.859. This result shows that the sample size is sufficient and the data set
is perfect for factor analysis.In addition, Bartlett, (BS) test result [x2 = 1160,397; P <.05] and the
significance value indicate that there is a sufficient relationship between the variables to make
factor analysis (.000).

After testing the suitability of the data for analysis, the data were subjected to basic component
analysis. Initially, five factors with a factor eigenvalue greater than 1 were found. When the scree
plot graph which is the result of factor analysis is examined, it is determined that the scale shows
a two-factor structure. Since items 3, 7, 18 and 19 of the scale have high load values at multiple
factors at the same time and the difference between high load values is 0.10 and less, these
substances are accepted as the overlapping substance and they are excluded from the scale. The
eigenvalue of the first factor of the scale was determined as 4,965 and the second factor was
found to be 1,442. The first factor of the scale explained 38,195% of the total variance and
11,094% of the second factor. The variance explained by all factors is 49,289%. In this direction,
the scale explains the impact of electronic taxation on voluntary compliance with tax by 49%. It
can be stated that this value is a high value for social sciences.However, it is seen that the
substances have a load value of at least 0,504 and maximum 0,809.

Cronbach’s Alfa value of reliability test was found to be 0.858. Since the Cronbach Alpha
coefficient is above 0.70, the reliability of the scale is high. When the reliability of the factors
were examined, the reliability coefficient of the first factor was 0.838 and the second factor's
reliability coefficient was found to be 0.718. The reliability coefficients of all factors were higher
than 0.70, indicating that the scale was highly reliable in all aspects of the scale. Corrected item
total correlations ranged from 0.418 to 0.635.

When the data obtained from the scale are analyzed, it is seen that the participants generally
respond to the scale items in the “Agree” level. Accordingly, the independent accountants and
financial advisers who participated in the study have a positive view on the electronic taxation
system and considered that this system has a positive effect on the voluntary compliance to the
tax and on the taxation process. When the items of the scale are considered, the item with the
highest mean is 4.01. “E-Public Finance practices save time ”. Thus, 82% of respondents think
that electronic public finance transactions save time. The relationships determined in terms of
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demographic and other independent variables were tabulated and presented to the relevant
people.

5. Results

Electronic taxation refers to the realization of tax transactions in electronic form, as well as
interactive tax procedures and e-finance practices. It is expected that many transactions related
to the taxation process can be realized in electronic environment, and it will be expected to have
a positive effect on voluntary compliance with tax due to the time it will bring to taxpayers and
professional accountants and to accelerate the transactions. In this context, it is considered
important to determine the opinions and perceptions about e-taxation system. It is thought that
scale development will contribute to draw attention to the views of the independent accountants
and financial advisers in the taxation process on the effects of e-taxation. Therefore, it is aimed
to develop a measurement tool to determine the effect of electronic taxation system on
voluntary compliance.

When the findings for determining the validity and reliability of the scale to determine the effect
of the electronic taxation system on taxation voluntary compliance are evaluated together, it can
be said that the scale is a valid and reliable data collection tool that can be used to determine the
perceptions of electronic taxation on the voluntary compliance. According to the findings
obtained, it can be stated that the measurement tool developed within the scope of this study
will eliminate a significant deficiency in the relevant field and it can be used as a measurement
tool that can be used in future studies. Findings indicate that electronic taxation processes will
generally increase voluntary compliance and reduce alternative costs.
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A LABORATORY EXPERIMENT FOR THE DETERMINATION AND
DEVELOPMENT OF PUBLIC EXPENDITURE AWARENESS IN PRIMARY
AND HIGH SCHOOL STUDENTS: THE CASE OF TRABZON PROVINCE

Yasemin ARIMAN!

Abstract

The provision of public expenditures by the state need tax revenue and collecting tax revenue is related to the ability
of taxpayers to establish a financial connection. The financial connection is provided if the relationship between the
expenditures made for society and the taxes that are the financing of these expenditures are established. According
to this, in order to establish a financial connection should be above a certain level.In this context, the main subject
of this study is the public expenditure awareness required for the establishment of a financial connection that could
positively affect the views of primary and high school students on fiscal connection. The aim of the study is to identify
and develop public expenditure awareness of primary and high school students. For this purpose, an experiment
was conducted with 350 students. Before starting the experiment, a questionnaire was applied to measure the
students' public expenditure awareness. During the process, an explanations was developed to improve public
expenditure awareness, and students were actively involved in this process. When the process was completed, the
questionnaires were re-filled. According to this, pre-test findings revealed that primary and high school students did
not have public expenditure awareness. The results of the post test show that given a public explanations with a
process to students are actively involved make an awareness of public expenditure. In addition, it was observed that
financial connection could be ensured with the explanations process in which the students were included and thus
tax compliance could be increased.

Keywords: Fiscal Awareness, Public Expenditure Awareness, Behavioral Public Finance, Tax Compliance

JEL Code: H2, H3, H4, 12

1. Introduction

It is known that the fiscal connection in a country has a positive effect on tax compliance. So,
there are studies for the establishment of fiscal connection taxpayers and future taxpayers,
following the understanding of the importance of the establishment of fiscal connection in tax
compliance.

Fiscal connection depend on tax awareness and public expenditure awareness. According to this
tax awareness is a sub-branch of financial awareness, but it is not enough to increase tax
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compliance. In this context, efforts to identify and develop tax awareness remain insufficient to
increase financial awareness. So this situation shows the importance of the determination and
development of public expenditure awareness.

The aim of this study is to determine the public expenditure awareness of primary and high
school students and to make suggestions for its” improvement. The study included primary and
high school students in Trabzon. In this context, an experiment was designed to measure the
public expenditure awareness of the students. There is an open-ended question was addressed
to students before and after the experiment.

In the study, firstly, conceptions of financial connection, financial awareness and public
expenditure concept were given, followed by the related literature review. Secondly, the method
and findings of the study were included and recommendations were made.

2. Financial Awareness, Public Expenditure Awareness: Conceptual Framework

The financial connection is the establishment of the relationship between the expenditures on
society and the taxes that are the financing of these expenditures.In order to establish a financial
connection, fiscal awareness, in other words, tax and public expenditure awareness should be
above a certain level. In this context public expenditure awareness can be defined as the fact that
taxpayers have information about public expenditures and at the same time they know that these
expenditures are expenditures made according to the needs of the society.

2.1. Literature

Behaviors of individuals; perception-attitude-behavior occurs in the hierarchy. According to this
the public expenditure awareness of taxpayers will start with the perception of public
expenditure.

Primary and high school students made for the determination of the tax awareness questionnaire
and interview studies evaluated for Turkey; it is seen that some of the students stated that taxes
were paid in return for public goods and services (Sagbas and Basoglu, 2005: 132; Demir and
Cigerci, 2016: 134; Karaot, 2010: 75; Taytak, 2010: 506; Zorlu, 2012: 66; Celik ve Eroglu, 2014:
312; Karaca, 2015: 61). In this context, it can be said that some of the students know that they
have information about public goods and services and tax is paid in return for these services.

How, where and how much collected tax revenues are spent that affects tax compliance of
taxpayers. In this context, it was observed that the students did not fulfill their tax liabilities with
the taxpayers thought that “taxes are not spent in the right places” (Sagbas and Basoglu, 2005:
138; Karaot, 2010: 90; Celik & Eroglu, 2014: 311). According to these studies, it can be said that
some of the students who participated in the survey and interview study can establish a financial
connection.
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2.2. Method

The experiment measure and improve the public expenditure awareness of primary and high
school students. The aim of this study is to determine the public expenditure awareness of
primary and high school students and to increase them after. In order to realize this aim, a
questionnaire form, which is supposed to determine the public expenditure awareness of the
students, has been formed. In the questionnaire, open-ended question about public expenditure
awareness were asked.

After the questionnaire form was formed, the necessary permissions were obtained from the
provincial national education directorate and provincial governor. Then, the elementary and high
school students, 350 students include experiment that it take 25-20 min. The experiment was
carried out with pre-test and post-test.

It is known that both the family-social environment and the education they receive at school are
important in the education and development of students. In this context, the fact that the
experiment provided access to all student groups affected by these two factors. In this way, this
experiment is aimed at ensuring participation from many schools and students; it allows the
elimination of the differences that may arise from the schools and the family-social environment,
and thus to provide generalizable results with the experiment, varying in the range of 25-30
minutes. So this study used the sample group was not found until now. The place where the
experiment is applied, the sample group and the aim of the students to measure public
expenditure awareness are the original values of this study.

Measure and improve public expenditure awareness; a carpet reflecting the description of a
modern city was used. According to the functional classification for use in the explanations
process, symbols that can represent public expenditures are kept in a corner ready for use in
return for collected taxes.

The experimental groups were composed of middle school students and high school students.
The reason for the separation of groups in this way; try more simple application of middle school
students. For this simplified narrative, the tax administration of the Presidency of Revenue
Administration was benefited from the contents of secondary and high schools (GiB, 2007,
http://f.eba.gov.tr/gib/). Following the completion of the survey, students were asked to gather
around the carpet. Then the students were asked which Job they wanted to be when they grew
up. Assuming that they grew in line with their answers, they were paid in accordance with the
profession they wanted to do with the money symbols.

Tax and public expenditures are generally addressed to students and questions about what the
community may need to spend. For example, if there is a problem in a relationship between the
doctor and the patient, the question is asked where the parties should apply. It was then decided
as a group that a security and a judiciary was needed to solve the problem. In this way, students
are informed about which expenditures occur in case of a social need and which expenditures
are included in the expenditure item according to the functional classification. In order to build a
courthouse after the decision in question, some of the salaries given to the students were asked
to give to the state as tax. After the taxes were collected, a symbolic courthouse was placed on
the carpet in a predetermined place. Thus, according to the functional classification of public
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expenditures, a need has been created for each of the expenditure items and tax is requested in
return. In this context, it was ensured that the public expenditures of the students, the reasons
why the taxes were necessary and important, were included in the process and the students were
able to make a financial connection. When this explanations process was completed, the
students were asked to re-fill the questionnaire and the experiment was terminated.

2.3. Findings and Evaluation

In order to measure and improve students' public expenditure awareness, the questionnaire
includes open-ended question that “What do you think is public expenditure?. According to this,
pre-test and post-test findings are as follows.

Pre-test findings of secondary school students show that they identify public expenditures as
“money paid by people”, “invoice”, “money paid to state”, “spent money”. Pre-test findings of
high school students show that they identify public expenditures as “common expenditure”,
“wages contributing to the public budget “, “work against taxes”, “general expenditure of
government offices", “an obstacle in front of the private sector”, “education, health,

" ou

infrastructure and bridge expenditures”, “expenditure on state interests”, and “equal to tax”.

According to the pre-test results of secondary school students, it can be said that students do not
have public awareness. According to the pre-test results of high school students, it can be said
that students' public expenditure awareness is in part. High school students' public expenditure
awareness is partly due to their age and education level, and high-talented high school students.

According to the post test of the secondary school students, they describe public expenditures in
general; It was seen that “the expenditures made to meet the needs of the people”, “the
expenditures made for us by the state that we can not do alone”, “the expenditures made by the
state to do what is useful to us”, and “the expenditures made by the state institutions for our
needs”. At the end of the experiment, it can be said that each of the participants in the secondary

school group has a correct definition of public expenditure.

According to the post test results of the high school students, they describe public expenditures

n

in general; “state expenditure for us”, “the expenditure on the benefit of the state; public order,
environment, health, education, outreach, culture, infrastructure and housing”, “expenditure for
the welfare of the community”, and “expenditure for living in higher quality and at peace”. At
the end of the experiment, it can be said that each of the high school group participants has a

correct definition of public expenditures.

When the pre-test and post-test findings were evaluated together; It can be said that the
students have no awareness of public expenditures and the public expenditure awareness of all
the participants increased as a result of the explanations provided with the experiment. In this
case, taxpayers who are very difficult to change their current tax habits, can be said to have tax
awareness as well as public expenditure awareness and taxpayers who can financially establish
long term financial awareness.
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3. Conclusion

In order to increase tax compliance there is a need for the establishment of the financial
connection the financial awareness for the establishment of the financial connection and the
awareness of tax and public exenditure for the formation of financial awareness. This study was
prepared for the purpose of determining and improving public expenditure awareness to
increase tax compliance of future taxpayers. In this context, an experiment was conducted. The
pre-test and post-test questionnaire method was used to determine the public expenditure
awareness of the students and then to make suggestions for the improvement of their
awareness.

Before and after the experiment, the question of Public Expenditure is asked to the students in
order to determine the awareness of public expenditure. According to this, it was determined
that the students had no awareness of public expenditure before the experiment and that after
the experiment, each of the students who participated in the experiment had a awareness of
public expenditure and could establish a financial connection. Thus, it can be seen that the
method used in the study may be successful in increasing tax compliance of future taxpayers.
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THE PUBLIC BANK RESURGENT: PROSPECTS OF DEMOCRATIZATION
FOR SUSTAINABLE DEVELOPMENT

Thomas MAROIS?

Public banks are resurgent, triggered by the failure of private finance to meaningfully confront
the green transformation. But will resurgent public banks act in the public or private interest?
How can progressives ensure public banks support a just green transformation? Democratization
is the key.

The resurgent turning point for public banks was really the UN’s 2015 Addis Ababa Action Agenda
on how to finance the 2030 Sustainable Development Goals (SDGs). The international community
finally acknowledged what most already knew: private finance had no appetite for saving the
planet without first feeding insatiable shareholders. Ergo, high-risk, low-return green
investments weren’t on the menu.

The solution? For the UN, the World Bank, and the OECD it is to subordinate public finance to
private interests. Public development banks should take the lead in absorbing private investors’
risks to guarantee their projected returns. There is no other way of cajoling otherwise reticent
financiers to fund the global transition to a low-carbon, climate resilient future. Besides, public
banks have limited financial capacity. The green transition needs the seemingly unlimited pools
of global financial capital. This is the core message of the UN’s Inter-Agency Task Force 2019
Financing for Sustainable Development Report, with an important sub-text being public financial
incapacity. Reinforcing existing neoliberal tropes, there is no alternative but to mobilise private
finance for climate finance. The nuanced message being we now need public finance to
underwrite it.

But what if this wasn’t true, or at least not in the way pitched by neoliberal ideologues and
unhindered growth advocates? A new edited book by the Transnational Institute (Amsterdam),
Public Finance for the Future We Want, paints a different picture. The contributors evidence the
many ways that the future of finance can and should be public, backed by real-world examples
of alternatives spanning the globe. However, the structural power of global predatory finance
must be curbed in order to build the basis for a democratically-organised and life-sustaining
future. Public finance must enable the public, not private, interest.
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Public Banking Power

Public banks, in particular, are shown to have much greater financial capacity than commonly
believed. Whereas the IATF 2019 Report claims there is only $5 trillion in combined public bank
assets (so, hardly sufficient to tackle the $4 to $6 trillion in additional annual climate mitigation
investments by 2030), the TNI contribution demonstrates that there are nearly 700 public banks
around the world that have combined assets nearing $38 trillion (that’s about 48 per cent of
global GDP). Put otherwise, 20 per cent of all bank assets are still publicly owned and controlled.

This accounts for just the national and sub-national banks. Examples span the globe from the
well-known French La Caisse des Dépots and the China Development Bank to the lesser-known
Vietnam Bank for Social Policies and the Turkish Ilbank (Provinces bank). If you add in the state-
owned multilateral development banks (like the World Bank) plus public pension and sovereign
wealth funds plus central banks, then total combined public financial assets jump to just under
$74 trillion. Given political will and popular support — something of the kind envisioned in the
Green New Deal — public financial capacity can be rapidly scaled-up and mobilised.

If we go blindly down the current UN-authenticated climate finance path, existing public banking
capacity is at serious risk of being captured by private financial interests. Should this occur,
private investors’ profit- and growth-driven imperatives will undermine any hope of a just and
green transformation in the publicinterest. Moreover, public finance will only feed the very same
private financiers that contributed to the climate finance crisis in the first place! Only in a
neoliberal world does this make for coherent policy-making.

One alternative solution is to democratize public banks, thus enabling the mobilisation of public
bank resources for a just and green transformation in the public interest.

Democratizing Public Banks - The Costa Rican Example

There are already-existing models of democratization. At a minimum, most public banks’ Boards
of Directors will include some combination of government ministers and appointed
representatives from the community. For example, the modest North American Development
Bank (NADB) has a 10-member Board made up mostly of government representatives while the
massive German development bank, the KfW, has a much more inclusive 37-member Board with
wide ranging societal representation.

The most inspiring model is the Costa Rican ‘Banco Popular’ (Banco Popular y de Desarrollo
Comunal). Its model of democratization can enrich debate on financial alternatives for a green
and just transformation. Founded by the government in 1969, the Banco Popular operates under
public law as a ‘worker-owned’ bank geared towards serving the ‘collective welfare’ of society.
By law, Costa Rican workers must deposit 1.5 per cent of their wages into the Banco Popular.
After a year, 1.25 per cent of their contribution is transferred to the worker’s pension fund. The
remaining 0.25 per cent is held in the bank as a form of permanent capitalization to support
mandated lending programmes.
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The workers’ contributions come with meaningful representation. In 1986 the Banco Popular
firmly institutionalised democratization procedures by creating the ‘Assembly of Working Men
and Women’ and making it the bank’s highest decision-making forum. Representatives from
across ten social and economic sectors constitute the 290-member Workers’ Assembly.
According Carlos Cortés, Costa Rican writer and reporter, the Workers’” Assembly is the corner
stone of the bank’s contribution to the democratization of Costa Rica’s economy, development,
and financial system.

Within the Assembly, the Permanent Commission for Women holds the Assembly accountable
for gender equity. Across the bank as a whole, the Banco Popular is required to have 50 percent
representation of women present in all decision-making bodies. The Women’s Commission holds
the bank accountable to this, while building gender equity capacity and awareness. Gender
equity requirements extend to local representative councils linked to the bank’s nationwide
branch network.

In the Banco Popular, the Board of Directors is subordinate to the Assembly. The Board is,
nevertheless, where many key operational decisions are taken - so it too is democratized. The
seven-member National Board of Directors is made up of three government representatives and
four elected Worker’s Assembly representatives.

These achievements are not taken for granted. In 2002, Costa Ricans passed a legal reform, the
‘Democratization’ Law (No. 8322 Ley de Democratizacién de las Instancias del Decisién del Banco
Popular y de Desarrollo Comunal). The Law, probably unique in the world of finance, re-affirmed
and further specified the social purpose, democratic ethos, and gender equity dynamics of the
Workers’ Assembly and the Banco Popular as an institution.

Finance for The People

The take-away lessons? Contrary to the prevailing climate finance narrative, we have (and can
build) massive public bank financial capacity globally. Moreover, we have the potential to
meaningfully democratize public banks via a ‘People’s Assembly’, ‘Women’s Commissions’
(among others), local ‘Councils’, and representative ‘Boards’. We have here a solid starting point
for debate on how to finance a just and green transition in ways that are not, first and foremost,
bent to the needs of global finance, capital accumulation, and growth imperatives.

In a financialized world dominated by a powerful, unaccountable, and self-interested financial
class, there will be no just or green transformation without first reclaiming financial capacity in
the public, not private, interest. But it would be a grave mistake to assume that resurgent public
banks, by virtue of being publicly-owned, will necessarily function in the public interest. Public
banks can and do go wrong. For public banks to work in the public interest, they must be made
to do so. This demands meaningful democratization. This is the action now needed.
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PROBLEMATIZING THE TAX EXEMPTION IN THE MUTUAL RECESSION
CONTRACTS OF LABOUR IN TURKEY

Aslhihan OZEL OZER* Kayhan OZEL?

Abstract

The termination of private-law based labor contracts has been elucidated within a stringent base of forms and
conditions whether they be located within Labor Code No:4857, be it Marine Labor Code No0:854; or be it the
Legislation for the Press-related employer-employee relationship no:5953. Nevertheless, the theme work-related
security, in the aftermath of found its place in or legal framework in the lateral stages to have proceeded as a non-
existent term which legal decision makers have opted for not dealing mutual recession which gives the chance to
terminate labor contract on a mutual basis, has come onto the stage and entered and consolidated into the
implementation decisions of Court of Cassations in Turkey.

These kinds of contracts foresee the termination of the contract by means of the payment of payment in lieu of
notice and seniority indemnity or the payment of the very identical compensation items coupled with a lump sum
payment of two to eight salaries of the employees. It has long been debated about the matter whether of the
payment of payment in lieu of notice and seniority indemnity items may be subject to income tax or not. The
response by the expertise has been exposed such that the concerning items may be very well subject to taxation as
they have not been juxtaposed within exceptional cases items put forth by the Legislation No: 192 paving the way
to making of Department of Taxation’s decision on the related matters and cases. However, Courts of Taxation’ and
council of State’s have contrastingly pointed out that the payments shall not be subject to taxation as they can be
considered within the exceptions given forth and juxtaposed in the Income Taxation Law, No:193, Article 61.

The Legislation No:7103 has commenced to regulate the concerning mutual recession matters upon the increasing
number of related cases and clearly spelled out the required concession in regard to the matter. By means of the
Legislation No: 7162’s newly adding the provisional article No:189 into the Legislation N0:193, the jurisdiction has
granted the chance for the reimbursement of income taxation paid out of the related compensation in the period
before March 7th, 2018. Given the framework above, this study strives to shed light upon the problems and remedies
for the cases confronted in regard to taxation exceptions about mutual recession along with the principles discussed
above.

Keywords: Mutual Recession, Work Security, Income Tax,Payment in lieu of Notice and Seniority Indemnity,
Reasonable Benefit, Tax Deductions, Tax Deduction, Tax Cut
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1. Introduction

The very problematization in regard to whether the mutual termination of labor contract known
as mutual recession shall be subject to tax or not along with other deductions has been a heated
debate since its inception. According to one strand of literature, such kind of payments are in the
form of the payment of payment in lieu of notice and seniority indemnity items shall be subject
to income law along other related deductions that are related to Social Security Institution.
Another strand of literature in the meanwhile argues that these payments are monetary
compensation items due to the termination of labor contracts they shall net be subject to any
regulations. Indeed, there has been a wide sense of discrepancy in the implementation of these
payment in lieu of notice and seniority indemnity items from de jure and de facto practices, legal
cases have come to emerge in regard to these different practices and evaluations of the law,
leading to the regulation of these cases by Legislation Number 7103 and 7162.

Due to the high frequency of cases submitted to legal reviews, it becomes a necessity to put the
issue under scrutiny. In such regard, this study strives to shed light upon the problems and
remedies for the cases confronted in regard to taxation exceptions about mutual recession along
with the principles discussed above.

2.Definition and Content of Contracts of Mutual Recession

Recession refers to the claim that an unstated theme has been mentioned literally while the term
in a de jure sense refers to the fact that an existing contract comes to be terminated with the
mutual consent of regarding parties (Sari Mustaoglu, 2011: 4). Being a term of the law of
Obligations along with the fact that term is not a component of jurisdictions and the term has
become a popular implementation within the private law, the mutual recession has come to
function as a work security measure in the Law Number 4773 dated March 15th 2003 amending
the Law Number 1475 dated June 10th 2003 Article Number 13 regulating the former regulating
companies with 30 employees and the latter regulating the companies with 10 employees. The
very pretext for work security can be traced back to the “Contract 158 in regard to termination
of Work Contracts by Employers” by International Labor Organization that comes to be a formal
part of domestic Law with the approval of the aforementioned contract by Turkish Grand
National Assembly on June 9th, 1994

This remedy aiming to provide the compensatory items like payment in lieu of notice and
seniority indemnity for the employees intending to leave their jobs and to grant the employers
that cannot surpass several complications regarding the legal termination of labor contracts
within the relevant and laws with the desire not to meet the material and non-material
responsibilities due to the legal decision of courts for the return of employees back to their jobs
has been a soft handed solution designed legally with the support of Court of Cassations,
assuming a very important mechanism within our domestic law. The regulations put forth by the
Court of Cassations see it as a necessity for the mutual recession cases such that “should the
demand come from employees only payment in lieu of notice and seniority indemnity and should
the demand come from employer’s extra benefits along with the aforementioned compensatory
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items reasonable benefits should be granted to the affected parties (Yargitay 9. HD. 09.11.2017
tarih ve 2016/28986 Esas, 2017/17897 Karar sayili karari)

The employees taking advantage of mutual recession mechanism shall not be a beneficiary of
unemployment benefits along with the work security themes in the contract. Consequently, a
reasonable benefit should be provided for employees. The reasonable benefits have been
decided to a be lump-sum payment of four-months of his or her wages.

3. Problems Experiences in the Implementation of Mutual Recession Contracts

In the aftermath of implementation of mutual recession contract, the view of the administration
has been such that the compensatory payments shall be subject to taxation after the deduction
of the amount equal to payment in lieu of notice and seniority indemnity as stated in the
Legislation Number 1475 as explained in the regulatory note Number GVK 94-53 dated December
15the 2010as put forth by the Income and Revenues Administration, the Tax Administration of
Macro Taxpayers. The ides have been to subject the compensatory items partially

Regulation circumstances and conditions regulating payment in lieu of seniority indemnity are
explicitly stated in the 14th Article. Yet when the situation boils down to the point that while
behalves mutually are consenting to the termination of contract, the benefits as compensatory
items shall not be considered to be payment in lieu of seniority indemnity legally. In a de jure
sense a payment that cannot be deemed to be payment in lieu of seniority indemnity shall come
in contradiction with the decision of the administration stating that payment in lieu of notice
shall be consider as wages along with the regulation of Law Number 193 Article 25" emphasizing
that payment in lieu of seniority indemnity is also inclusive in the process.

Yet the Judiciary reviews have been somewhat different in the sense that a subject of taxation
for these compensatory items is not valid on the grounds that “according to the 6th article of
Income and Revenues Law Number 193 wages and so-wage accepted payments are those
payments arising from the fidelity of employees in exchange of their services, monetary and non-
monetary in kinds yet only deductions can be realized through wage or wage-kind payments.
Compensation due to the termination of contracts owing the downsizing of the firms
compensation shall not be matter of subjection to taxation as these payments do not carry the
characteristics of a wage and wage-related payment therefore that these payment cannot be a
matter of source of taxation therefore the carried out decisions should be considered to be illegal
as stated by Istanbul 5th Tax Court dated December 12th 2013 Number 2013/2099 as confirmed
with the appeal decision of the Council of State Department Number 4 dated December 13th
2016 Number 4376 with the opposition of a single vote thereby indicating that the debate has
come to an end and all payments in regard to the mutual recession contracts shall ne to be
subject to any taxation whatsoever.

4. Legal Regulations

The court’s decision to return all the paid and directed tax payments has led the decision makers
to legally regulate upon the matter and attempted to resolve the matter by the Law Number
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7103, however the laws was less than capable of solving the matters in regard to the mutual
recession contract problematizations.

By means of Law Number 7103 to amend some components of laws and decrees dated March
28th 2018 that amended the 61th Article of Law Number 193 such that mutual recession contract
related compensatory items including loss of job compensations, termination work
compensations, work security compensations shall be considered to be wages, therefore
rendering the decision of the Judiciary ungrounded

On the other hand, the 21st Article of Labor Code Number 4857 compensation avoiding the
return of employees to work has already underlined the need to exempt of all compensatory
from taxation

In the meanwhile, The A subparagraph of the 7th paragraph remaking the 25th Article of
Legislation Number 193 has maintained all regulations unchanged the amounts to be paid for
payment in lieu of seniority indemnity according to the Laws Number 1475, 854 and 5953. As
regulated, the ceiling for payment in lieu of seniority indemnity by Law Number 1475 and 854
shall not exceed the annually paid amount for the retirement compensation paid highest ranks
of civil servant subject to Civil Servant Code Number 657. The ceilings have been indicated by the
Table 1.

Table 1. Maximum Retirement Compensation for the highest Ranks of Civil Servants (2014-

2019, TL)

INTERVAL AMOUNT
01.01.2019 - 30.06.2019 Period TL 6.017,60
01.07.2018 - 31.12.2018 Period TL 5.434,42
01.01.2018 - 30.06.2018 Period TL 5.001,76
01.07.2017 - 31.12.2017 Period TL 4.732,48
01.01.2017 - 30.06.2017 Period TL 4.426,16
01.07.2016 - 31.12.2016 Period TL 4.297,21
01.01.2016 - 30.06.2016 Period TL 4.092,53
01.09.2015 - 31.12.2015 Period TL 3.828,37
01.07.2015 - 31.08.2015 Period TL 3.709,98
01.01.2015 - 30.06.2015 Period TL 3.541,37
01.01.2014 - 31.12.2014 Period TL 3.438,22

Source: Yaklasim Yayincilik, Kidem Tazminati Tavani, http://www.yaklasim.com
/BookList.aspx?Announcementld=2810&AnnouncementCategoryld=8&_ (11.01.2019)
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The pre-Law Number 7103 and post Law Number 7103 tax exemption rates have been quite
different. The exemption before the aforementioned law that is to say before March 28t 2018
the exemption was equal to the payment in lieu of seniority equivalent to the employer’s very
recent wage. Concretely speaking the pre —law regulation stipulates the TL 2000 tax cut in the
case of payment of TL 6000 for the payment of lieu of seniority while the tax exemption with all
added wage payments for the employees have been determined as TL 4000 under the payment
of lieu of seniority in the post Law era, provided that the payment in lieu of seniority payment is
TL 6000, by means of ceilings of 2018 determined around TL 5001,76, a tax cut amount of TL
998,24 will be applied. Henceforth an opportunity of payment in lieu of seniority up to seniority
compensation ceiling shall be possible without a tax cut.

4.1. Exception in the Mutual Recession Contracts

The law Number 7103 regulating the Law Number 193 Article 25 Paragraph Number 1 and
subparagraph 7/B underlined the need to take under payment of seniority exemption rates
depending on the jurisdictions that employers are located within. In more clear words, whilst
calculating the exemption rates that employees will be granted from income by the
aforementioned laws mutually recessed contracts and such related mutual agreements shall be
inclusive of compensatory items included in the agreements along loss job compensation,
termination of work and work security compensations and henceforth deductions shall be
realized over the total amount payments to be realized over the ceiling rates. All those amounts
exceeding the ceiling shall be levied taxes.

The General Declaration Income Tax published in the Official Gazette Number 30448 dated June
11t 2018 as stated in the Serial Number 303/3 in case of extra compensation payments outside
of the seniority payments based on the Law Number 1475 Labor Code and Law Number 857
Maritime Labor Code both payments will be paid with the deduction from ceiling rates and the
rest of the amount shall be subject to taxation. In the case Law Number 5953 Press Employees
and Employers Regulation popularly as known as Press Labor Code in the case of extra payment
of compensation of seniority both amounts shall be added and exemptions shall be granted to
the equivalent of 24-month of recent wage. The remaining rest shall be a matter of taxation. In
the case of payments under different names other than the compensation of seniority and
indemnity the ceiling rated of law Number 1475 and 854 and the 24-month wage equivalent of
Law Number 5953 shall be taxied. Several examples have also been put forth in the Official
Declaration aforementioned.

The law-makers have determined the exemption rates for the possible abuses and henceforth
have implicitly accepted that these compensatory item shall be exempt from taxation

Law Number 7103 puts an end to those debates in regard to the different legal matters involving
the compensations in lieu of notice and seniority and indemnity to avoid conflicts with the
decisions of the courts and the administration with the objective of minimizing tax losses.
Notwithstanding the mentioned law, those parties appealing for the return of taxation paid
before March 28" 2018 have still the right to file and can file their cases in the Tax Courts.
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4.2. Other Exemptions Granted

Under the condition that they are stated within the framework of the declaration 4b and annulled
4c-framwork public employee2 compensations of the Civil Servants Law Number 657 shall also
be tax exempted along the directives of the above section’s analysis

4.3. Recent Regulations

For those actions accrued out in the pre March 28™ 2018 tax the Law Number 7162 dated
December 30th 2019 has juxtaposed measures to deal with the existing conflicts

In the Provisional Article 86 added with the fourth article of Taxation Law Number 716 with
Income and Revenue Law Number 193, it is stated as such

“As a source all sums of income payments of taxation due to the
compensations done before March 27t 2018 with the mutually-ended or
mutually recessed contracts under heading of loss of work, end of work, work
security related payments shall be annulled and returned upon the direct
application of the behalves within the time limits indicated to the Tax Courts
that have the right to direct tax and upon the waiver of the existing legal cases
versus the Administration based on the corrective measures of Tax Procedure
Law Number 213

For the quitted cases versus the administrations, the judiciary costs and
representation fees shall also be quitted

For those cases whose final verdicts have granted by courts the provision shall
not apply

All regulatory measures shall be applied by the Treasury Ministry and Ministry
of Finance in terms of procedures and by-laws.

Ministry of Finance did the necessary regulations with the Declaration on Income and Revenue
Tax dated March 15 109 with the Serial Number 306. Accordingly a source all sums of income
payments of taxation due to the compensations done before March 27" 2018 with the mutually-
ended or neutrally recessed contracts under heading of loss of work, end of work, work security
related payments shall be annulled and returned upon the direct application of the behalves
within the time limits indicated to the Tax Courts that have the right to direct tax and upon the
quittal of the existing legal cases versus the Administration based on the corrective measures of
Tax Procedure Law Number 213. The procedure shall commence with the petitions of the related
behalves documenting payroll documents relevant for the tax cut period and the mutually
recessed agreement. It is important the employees be to have paid for the tax

In the general declaration aforementioned other compensatory measures indicated in the payroll
document items taxed of the employee not having the characteristics of compensations such as
normal payment, shift payment, official holiday payment, annual leave payment, transfer
payments, social security premiums done for the before and existing periods shall not be a matter
of tax —return
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Extra compensatory measures done after March 27t 2018 shall also not be matter of tax —return
with the emphasis that it will be impossible to pay the taxes charged after the specific period.
Finally, taxes-returned in the aftermath of judicial deliberation shall also be returned with fines
and interests levied

The time limit specified for specific corrective time lapse is essential to be noted. The corrective
time lapse shall be realized according to the provisions of 114 of the Tax Procedure Law number
213 with reference to 216 in the aftermath of imposition, realization and declaration is five years.
For those applications before the March 28", 2018 not exceeding over 5 years of its
commencement with deductions after January 15t 2015, it will be possible to return the levied tax
without any judicial reviews

5. Conclusion

Debates surrounding the point whether payments arising from the mutual recession pf labor
contract can be a matter of taxation and can be subject to taxes have been put forth since the
inception of these contracts with necessary legal and academic background to be able to
comprehend the nature of discussions. In such regard at initial stages tax courts have decided in
favor of non-taxation of the payments due to mutual recession contracts based upon the Notion
that these items are the-end of-the work compensation as indicated in 25/7 of Turkish Income
Law. Appeals to tax these items have been rejected by Council of State, thereby refusing appeals
of the administrations. The finalized verdict of the Council of the State led the decision makers
to regulate the matter with a different legal framework and limited the exceptions by the Law
Number 7103, henceforth attempting to minimize the tax losses. The upper limit of the payment
in the lieu of seniority and indemnity has been accepted as an amount for the exemptions to be
applied on extra payments due to mutual recession of contracts. Therefore, the stated upper
limit has become a containment after which a matter of taxation can be realized through.

The expansion of judicial conflicts in the aftermath of the regulation, a new amendment of Law
Number 7162 by means of 193th Article added a provisional matter paved the way of possible
rebates or the payments of the contracts realized before March 27th, 2018, whose concrete
procedures have been put forth by the Ministerial Discretion Number 306. The tax administration
as the study argues, has attempted to minimize tax losses by redeeming the extra payments due
to mutual recession and contracts i.e. End of work compensations, seniority payments taxation
which are explicit ones like the wages and other payments that can be a matter of discussion into
a general framework of taxation. Consequently, the problem seems to be resolved for the tax
returns from the beginning of the year 2014 to March 27th 2018.

The very final state of such an implementation has to elucidated and discussed from the point of
fairness and equity. The fact that items declared by the Income Law as explicitly nontaxable
items were forced legally to be taxable items through a weird sense of calculation of the seniority
payments by the administration to create s a sense of justice, thereby making the procreation of
taxation, does not appear to be just and comprehensible. Tax-maximization should not be the
sole aim of the administration. Another consideration may be such that mutual recessions not
involving seniority payments shall not be compatible with the content of the law. In other words,
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employers shall resort to tax the compensatory item even for those contracts not involving
seniority payments.

On other view may conclude with considerations about the constitutionality of the law, thereby
bringing the concerning law’s creation of unconstitutional and unlawful tax. Until now no
application has been made yet given the severity of discussion, the case may be taken to the
Constitutional Court with high chance of the annulment of the law.

Finally, it will be the suggestion of the work that in case of taxations creating conflict between
the behalves, tax courts shall come to reject the case in favor of employers.
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A CRITICAL OVERVIEW OF THE COLLECTIVE CONTRACT PAYMENTS TO
UNIONIZED PUBLIC OFFICIALS

Harun KILIGASLAN?

Abstract

The subject of the study is public officials who are members of unions that are being paid collective contract
payments in accordance with the law No. 4688 in Turkey. Public officials are able to seek rights through trade unions
as well as other employees in an organized manner against the employer. The purpose of the study is to investigate
the collective contract payments being made to the members of the unions, which are a group of interests and
pressure groups, in the framework of finance theory. Is the collective contract payment a discriminatory practice for
favor of public officials' unions? . Is the collective contract payment an unfair practice for favor of public officials'
unions? Could the collective bargaining bonus encourage membership in the civil servants' unions and act as an
indirect financing function? In the study, these questions were searched on the basis of the theory of finance, while
in the context of the critical paradigm a qualitative research method was preferred and existing statistics research
has been applied. The unionization rate of the public officials' unions, which had been granted the right to pay for
the collective contract payment since 2010, increased from approximately 58% in 2010 to approximately 68% in
2018. It is considered that collective bargaining payments can be effective by increasing the rate of unionization. The
fact that the aforementioned bonus is paid only to unionized officials appears to be problematic in terms of justice
as a discriminatory practice. On the other hand, collective contract payments, which provide indirect financing,
constitute a separate problem area for the unions to fulfill the function of pressure group in the defense of the
economic and social rights of public employees in an independent manner and for the establishment of union
consciousness. Finally, it is concluded that there is no significant theoretical basis for the collective contract bonuses
included in public expenditure financed by public revenues.

Keywords: Collective Contract Payments, Pressure Groups, Trade Union, Public Finance Theory, Club Goods

JEL Code: H39, J51, J58

1. Introduction

Collective bargaining bonus payments made to the members of public officials' unions in Turkey
in accordance with Law No. 4688 constitute the subject of this study. As other employees, public
employees can claim their rights through unions in an organized manner against the employer.
The purpose of the study is to investigate the collective bargaining bonus payments to the
members of the unions, which stand as interest and pressure groups against the government in
the position of employer, within the framework of finance theory.

1 Asst. Prof., Sakarya University, harun@sakarya.edu.tr
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Is the collective bargaining bonus a discriminatory practice for the benefit of public officials'
unions? Is it an unfair practice for the benefit of public officials' unions? Would it act as an indirect
financing function, encouraging membership in the public officials' unions? Answering these
guestions is important for the effective allocation of public resources.

The methodology adopted in this report stands close to the critical paradigm. In the research,
descriptive and qualitative dimension becomes prominent. In the study, ‘existing statistics
research’, one of the unresponsive research techniques?, was applied. Existing statistics research
is seen to be classified within document reviews (Bailey, 1994: 294-301). Existing statistics
research is the most appropriate method for research on issues related to data collected by large
bureaucratic organizations (Neuman, 2011: 370). Even though mostly based on positivist
principles, it is also used by interpretive researchers and critical researchers (Neuman, 2011:
359).

In the study, statistics in the ‘Communiqué on the Number of Union Members of Public Officials’
published by the Ministry of Family, Labor and Social Services and other statistics of the same
institution were used.

2. Public Officials' Unions in Turkey

» In 1995, the right to establish union and bargain collectively was attained after a change
in the Constitution.

In 1997, an article was inserted in the Public Servants Law.

In 2001, the Public Officials' Unions Law No. 4688 was issued.

In 2006, a regulation was made on the Collective Bargaining Bonus.

In 2010, the right for collective bargaining agreement was attained instead of collective
bargaining.

» At present, the right to strike does not exist.

VVVYVY

The president of a union which was placed among the big unions in terms of the number of
members in Turkey in 2005 mentioned in an interview that there were two major problems in
front of the public employees’ syndicalism (Ozcan, 2005: 128). It was mentioned in the interview
that one of them was that public employees were not conscious of the benefits of being
organized, and the other was that governments and bureaucracy had not yet accepted public
syndicalism. The second problem was stated a little more clearly that the reactions of the unions
caused discomfort on the part of the authorities and bureaucracy, that taking side among
syndicates could be possible and that it could be possible to ask public employees to change their
unions by putting pressure on them.

Inferring from the sources of the first problem expressed here goes beyond the purpose and
scope of this study. However, it is possible to say that the union consciousness of a non-union
public employee who does not pay any membership fee and a public employee with union
membership who pays a membership fee is not the same. Nonetheless, the unionization rate of
public employees in the year of interview is over 47% as seen in Table 1. This rate is not

1 Also known as non-interventionist research strategies. See: Berg et al.
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insignificant. Therefore, it can be considered that union consciousness does not increase at the
same rate as unionization. At least it can be considered that the unionists think this way, because
the complaining of unionists with the unionization at this rate cannot be explained otherwise. In
2005, public employees did not have the right to collectively bargain with strike. They do not
have this right today either, yet on the other hand, the unionization rate is getting closer to 70%.
Measuring the increase in the union awareness of public employees from 2005 till today can be
the subject of another study. However, it is clear that the payments made to the unionized public
employees four times a year under the name of collective bargaining bonus and the payments
sometimes redeeming the union membership fees completely or almost entirely will not
contribute to raising the union consciousness. When the financing comes indirectly from the
public, the consciousness or need for calling to account of union members will not develop either.
It is also known that the interests of persons in the goods and services that they do not pay for
besides the motivation of free riding also decrease. For example, in cases where there is no
obligation to attend the university education offered free of charge, even though students'
tendency to attend classes is usually less, they may be more eager in attending private courses
for which they pay. If it is accepted that union membership is assumed as a club good and
promoted by the state, then there comes out a contradiction in terms of the rationality of the
groups representing different interests. The subject of governments and bureaucracy, which is
expressed as the side of the second problem in the interview, is also noteworthy. It is clear that
governments do not represent the same economic interests as public employees. However, it is
noteworthy that such an inference has been made by a syndicalist about the bureaucracy. What
is meant by bureaucracy here can be considered to be the administrative staff, which often
changes with governments. In fact, it is interesting that that is expressed that sides are taken
among unions and even there are forcings for union changes shows that governments do not
categorically consider unions as a subject for conflict of interest. This even reminds of a co-
operation. However, it is obvious that, whatever the reasons are, the reasons pushing the
governments and the unions representing the different economic interests for cooperation will
prevent the proper functioning of the union system. From a different standpoint, it can be seen
that the state, which intervenes in the market by regulatory means as social state, sometimes
intervenes in the prices of goods and services, sometimes in the shares of the factors of
production. The practice of minimum wage is one of them. While governments are pressuring
the private sector on the subject of worker wages, in relation with conciousness for being a social
state, such as determining the minimum wage, it is a different problematic point that public
employees are expected to need or need to be organized against the same governments.

In 2018, 1,673,318 public employees were members of a union and the unionization rate was
67.65% (Ministry of Family, Labor and Social Services, 2019a). Whereas, in labor unions,
1,802,155 workers were unionized in the same year and the unionization rate was 12.76% on the
basis of registered employment. Another interesting case for labor unions is that, in the statistics
from January 2003 to July 2009, the number of unionized workers reached 3,232,679 people from
2,717,326 people and the unionization rate reached 59.88% from 57.98% on the aforementioned
dates, however, that there were significant differences in the later period. Data for the years
between were not obtained, however, the number of unionized workers, which was 1,001,671
in January 2013 on the basis of registered employment , became 1,859,038 as of January 2019
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and the unionization rate rose to 13.26% from 9.21% for the same period, respectively. (Ministry
of Family, Labor and Social Services, 2019b). This indicates that positive developments regarding
shadow employment could have been taken place between 2009-201
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Table 1. Total Numbers of Members of Public Employees’ Confederations by Years

Confederation 2002 2003 2004 2005 2006 2007 2008 2009

KESK 262.348 295.830 297.114 264.060 234.336 - 223.460 224.413
Tirkiye Kamu-Sen 329.065 385.425 343.921 316.038 327.329 - 357.841 375.990
Memur-Sen 41.871 98.146 137.937 159.154 203.851 - 314.701 376.355
BASK 1.319 5.209 5.228 4.696 4.734 - 4.226 4.976
Hir Kamu-Sen - - 147 100 50 - 16 11
Anadolu Kamu-Sen - - - 82 38 - - -
Birlesik Kamu-is - - - - - - - 20.731
Hak-Sen - - - - - - 1.506 2.967
DESK / Calisan-Sen - - - - - - - -
Tim Memur-Sen - - - - - - - -
Cihan-Sen - - - - - - - -
EKSEN / Anadolu-Sen - - - - - - - -
Demokrat Kamu-Sen 39 - - - - - - -
USEK 352 - - - - - - -
Independent 15.776 4.236 3.535 3.487 9.061 - 28.647 11.629
Grand Total 650.770 788.846 787.882 747.617 779.399 - 930.397 1.017.072
Total Number of Public Servants 1.357.326 1.272.267 1.564.777 1.584.490 1.568.324 - 1.691.299 1.784.414
Unionization rate (%) 47.94 62.00 50.35 47.18 49.70 - 55.01 57.00
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Table 1, Continued

Confederation 2010 2011 2012 2013 2014 2015 2016 2017 2018
KESK 219.195 232.083 240.304 237.180 239.700 236.203 221.069 167.403 146.287
Tirkiye Kamu-Sen 369.600 394.497 418.991 444.935 447.641 445.729 420.220 395.250 394.423
Memur-Sen 392.171 515.378 650.328 707.652 762.650 836.505 956.032 997.089 1.010.298
BASK 3.628 3.627 3.078 3.020 3.389 4.360 4.655 4.226 4.160
Hir Kamu-Sen 8 - - - - - - - -
Anadolu Kamu-Sen - - - - - - - - -
Birlesik Kamu-is 21.731 26.422 33.477 40.041 50.503 57.365 63.990 64.248 64.730
Hak-Sen 3.060 3.499 4.016 4.072 4.482 4.187 4.276 3.253 2.876
DESK / Calisan-Sen 2.881 4.146 4.577 4.699 5.769 5.982 5.499 4.548 4.601
Tum Memur-Sen - - - 8.047 8.681 8.338 7.835 6.531 6.102
Cihan-Sen - - - - 24.299 29.000 22.104 - -
EKSEN / Anadolu-Sen - - - - - 2.173 781 840 693
Demokrat Kamu-Sen - - - - - - - - -
USEK - - - - - - - - -
Independent 11.088 15.450 20.890 18.375 42.850 49.186 50.473 40.935 39.148
Grand Total 1.023.362 1.195.102 1.375.661 1.468.021 1.589.964 1.679.028 1.756.934 1.684.323 1.673.318
Total Number of Public 1.767.737 1.874.543 2.017.978 2.134.638 2.270.558 2.354.314 2.452.249 2.431.228 2.473.461
Servants

Unionization rate (%) 57.89 63.75 68.17 68.77 70.03 71.32 71.64 69.28 67.65

Source: It has been prepared by us using the Communiqués on the Numbers of the Members of the Public Employees’ Union.
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3. Conclusion

It is seen that the unionization rate of public servants' unions, which obtained the right
of payment for collective bargaining bonus in 2006, increased from approximately
49.70% in 2006 to nearly 68% in 2018. It is considered that collective bargaining bonus
payments could be effective in the rate of unionization by rendering promoting effect.
The fact that the aforementioned bonus is paid only to unionized public servants
appears to be problematic in terms of justice as a discriminatory practice. On the other
hand, collective bargaining bonus payments, which provide indirect financing, constitute
a separate problem area in terms of the fact that the unions independently fulfill the
function of pressure group, fitting its purpose, in the advocacy of the economic and
social rights of the public employees and the establishment of union consciousness.
Finally, it is concluded that there is no significant theoretical basis for the collective
bargaining bonuses included in public expenditure financed by public revenues.

References
Bailey, K.D. (1994). Methods of Social Reaserch, 4th ed., New York, The Free Press.

Berg, B.L., Howard, L., Hiperlink(Firm) & Aydin, H (2015). Sosyal Bilimlerde Nitel
Arastirma  Yéntemleri, Konya, http://search.ebscohost.com/login.aspx?
direct=true&db=nlebk&AN=1683092&Iang=tr&site=eds-live&scope=site&
authtype=ip,uid, (19.03.2019).

Ministry of Family, Labor and Social Services (2019a), Kamu Gérevlileri Sendika Uye
Sayilari Hakkinda Tebligler, https://www.ailevecalisma.gov.tr/tr-tr/istatistikler
/calisma-hayati-istatistikleri/sendikal-istatistikler/kamu-gorevlileri-sendika-
%C3%BCye-say%C4%B1lar%C4%B1-hakk%C4%B1nda-tebli%C4%9Fler/,
(15.02.2019).

Ministry of Family, Labor and Social Services (2019b), is¢i Sayilari ve Sendikalarin Uye
Sayilari Hakkinda Tebligler, https://www.ailevecalisma.gov.tr/tr-
tr/istatistikler/calisma-hayati-istatistikleri/sendikal-istatistikler/isci-sayilari-ve-
sendikalarin-uye-sayilari-hakkinda-tebligler/, (25.03.2019).

Neuman, W.L. (2011). Social Research Methods: Qualitative and Quantitative
Approaches, 7th ed., Boston, Pearson.

Ozcan, $. (2005). Hiikimetler ve Biirokrasi Heniiz Kamu Sendikaciligini Kabullenmis veya
icine Sindirebilmis Degildir, Sivil Toplum, Yil: 3, Sayi: 12, s5.126-128.

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 409

EFFECT OF TAX DEBT ON PARTICIPATION TO PUBLIC
PROCUREMENTS

Yeliz Neslihan AKIN? Salim Ates OKTAR?

Abstract

In terms of public procurement, the finalised tax debt has been regulated as a barrier of participation to
tenders only in Public Procurement Law no. 4734. The authority to determine the type and amount of
finalised tax debt regulated as a proficiency criteria as well, has been given to the Public Procurement
Authority with the Law No. 4734. While the Public Procurement Authority uses this legal authority, must
obtain appropriate opinion of Revenue Administration. The finalised social security premium debt also
has been regulated as a barrier of participation to tenders in Law no. 4734, therefore it is considered that
the legislator had the intendment to point out the scope of the tax in a narrow sense with the phrase OF
finalised tax debt. According to our opinion, tax loss fines, late fee and interests and charges regulated as
types of finalised tax debt in General Notification on Public Procurement aren’t not included in the scope
of narrow and technical sense of tax debt. For this reason, it is considered that these regulations are
contrary to Law no. 4734. In this context, it is recommended to change as a finalised receivable or overdue
debt the phrase of finalised tax debt in Law no. 4734. Additionally, regulating the legal consequences of
finalised tax debt in all procurement laws in the public procurement legislation will be more appropriate
for equity and desired interest in terms of public budget.

Keywords: Public Procurements, Proficiency Criteria, Finalised Tax Debt, Financial Liabilities, General
Notification on Public Procurement, Public Procurement Law No. 4734.

JEL Code: H57, K34, K39.

1. Introduction

In order to evaluate the bid submitted in the tender conducted with the Public
Procurement Law no. 4734, tenderer natural or legal person mustn’t have finalised tax
debt in accordance with Turkey’s or the legislation of their respective countries
according to Article 10 of the said Law. Because finalised tax debt has been regulated as
a barrier of participation to tender according to the Law no. 4734. Authorization to
determine of type and amount of finalised tax debt has been given to Public
Procurement Authority with the condition of the appropriate opinion of the Revenue
Administration by the Law no. 4734. Pursuant to this authorization, the Public

1 Res. Asst., Istanbul University, Faculty of Economics, Departments of Public Finance, Division of Fiscal
Law, akin.yn@istanbul.edu.tr

2 prof., Istanbul University, Faculty of Economics, Departments of Public Finance, Division of Fiscal Law,
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Procurement Authority has made some arrangements in the General Notification on
Public Procurement. In this context, within the framework of the doctrine views and
judicial decisions on the financial liabilities regulated in Article 73 of the Constitution,
the definition of tax in narrow and wide sense has been tried to be reached. It is
determined that the the narrow meaning of tax has been used with the phrase of the
finalised tax debt stated in the Law no. 4734. Based on this determination, tax loss fines,
late fee and interests and charges determined as finalised tax debt with the regulations
of the General Notification on Public Procurement are considered to be contrary to the
provisions of Law no. 4734.

2. Defining Tax Debt in the Context of Financial Liabilities

2.1. Types of Financial Liabilities

2.1.1. Tax

Tax is unrequited (Aksoy, 2010: 5; Aksoy, 2011: 142; Kaneti, 1989: 4; Yilmaz, 2018: 92);
is not based on reciprocity (Aksoy, 2010: 3; Musaballi, 1978: 9; Oktar, 2019: 4). As arule,
the distinction between tax and non-tax financial liabilities is the aforementioned
characteristic. It is stated that the principle of reciprocity and utilization is valid in
financial liabilities other than tax (Oncel et al., 2018: 56).

2.1.2. Non-Tax Financial Liabilities

It is understood that non-tax financial liabilities were addressed with as a classification
that are share of expenditures and other financial liabilities, apart from taxes, charges
and duties (Kaneti, 1989: 6-8). Furthermore, it is stated that there are financial liabilities
expressed in the form of parafiscal liabilities, share of expenditures and goodwill
together with charges and duties in tax equivalents (Oktar, 2019: 5-8; Oktar, 1996/1997:
162-165).

2.2. Tax Debt

2.2.1. Tax Debt in the Narrow Sense

It is stated that the tax debt represents the amount of concrete and personal tax to be
paid by the taxpayer (Neumark, 1951: 68). In the decision of the Constitutional Court, it
is indicated that tax in the narrow sense refers to the taxes that everyone is obliged to
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pay according to their financial power to cover public expenses!. These explanations
constitute the scope of the tax in the narrow sense.

2.2.2. Tax Debt in the Wide Sense

According to an opinion in the doctrine, Turkish tax law covers the charges, duties and
share of expenditures besides taxes in the narrow sense (Kaneti, 1989: 9). According to
another view, the scope of tax law needs to be considered widely and tax equivalents
and regarding penalties should be included in the scope of tax law (Mutluer & Dayang,
2014: 14) Finally, it is also stated in the doctrine that the authorization of taxation in the
wide sense, includes the authority for all kinds of financial liabilities; in this context, as
well as taxes, charges, duties, goodwill and tax equivalents such as allowances and
contributions paid to social security institutions and professional associations are
covered by this authority (Cagan, 1982: 5).

3. Conditions of Participation in Public Tenders

When the barriers of participation in Article 10 of the Public Procurement Law no. 4734
are examined, although it is seen that the finalised tax debt is one of the elements of
the proficiency principle in the tenders to be conducted in accordance with the said Law;
in the State Procurement Law no. 2886 and other laws governing public procurement
procedures, it is observed that tax debt hasn’t been regulated as a barrier of
participation to tenders.

4. Tax Debt in Public Tenders

4.1. Types and Amount of Tax Debt in Public Tenders

According to article 17.4.1. of the General Notification on Public Procurement (GNPP),
exceeding 5.000,00 TL and the following are considered as finalised tax debt?:

Annual income tax
Annual corporation tax
Value-added tax
Special consumption tax

Special communication tax

1 See, Constitutional Court, E. 1984/9, K. 1985/4, February 18, 1985.

2 In article 17.4.1. of the GNPP has been amendments by the Notification of Related to Making
Amendment to General Notification on Public Procurement which entered into force on 01.03.2018. With
the aforementioned amendments, motor vehicle tax,tax on games of chance, stamp tax and charges
were included in the scope of tax debt. See, Official Gazette No. 30324-February 6, 2018.
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Motor vehicle tax

Tax on games of chance

Stamp Tax

Banking and insurance transactions tax

Withholding and provisional taxes related to income and corporation tax
Charges

Tax loss fines for the regarding receivables mentioned above

Late fee and interests for the regarding receivables mentioned above

4.2. Characteristics of Tax Debt in Public Tenders

4.2.1. Circumstances Accepted as Finalised Tax Debt

It is seen that in the article 17.4.2. of the GNPP which circumstances will be accepted as
a finalised tax debt and not.

4.2.2. Legal Consequences

As it is stated that the persons who have finalised tax debt will be excluded from the
tender conducted within the scope of Law no. 4734, the bids of these tenderers shall
not be taken into consideration.

5. The Issue of Contradiction of General Notification on Public
Procurement to the Law No. 4734

In article 10 of the Law no. 4734, it is seen that the finalised social security premium
debt has been also regulated as a barrier of participation to tender. Since the Law no.
4734 includes statement of tax debt together with statement of social security premium
debt, it is concluded that the legislator aims to regulate tax in a narrow and technical
sense.

5.1. Tax Loss Fines

The tax loss fine which has been regulated within the scope of the finalised tax debt in
Article 17.4.1. of the GNPP isn’t a financial liability specified in Article 73 of the
Constitution®. For this reason, it is concluded that the regulation related tax loss fine in
GNPP is contrary to the Law no. 4734.

1 See, Constitutional Court, E. 2001/3, K. 2005/4, January 6, 2005.
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5.2. Late Fee and Interests

The late fee and interests which has been regulated within the scope of the finalised tax
debt in Article 17.4.1. of the GNPP isn’t a financial liability specified in Article 73 of the
Constitution, as well'. For this reason, it is concluded that the regulation related late fee
and interests in GNPP are contrary to the Law no. 4734.

5.3. Charges

Although the charge is a financial liability specified in Article 73 of the Constitution; it is
neither covered by the tax debt in a narrow and technical sense? nor included in tax
classification by nature3. For this reason, it is concluded that the regulation related
charge in GNPP is contrary to the Law no. 4734°,

6. Conclusion

Because of the legislator's aim was to regulate the tax in a narrow sense in Law no. 4734,
it is considered that the tax loss fines, late fee and interests and charges regulated in the
GNPP as a finalised tax debt are contrary to the said Law. In our opinion, the term
finalised tax debt in the Law no. 4734 should be changed to finalised public receivables
or overdue debts and should include the scope of tax debt in the wide sense.

Tax types for the commercial activities of tenderers such as the annual income tax,
annual corporation tax, withholding and provisional taxes related to income and
corporation tax, value added tax, special consumption tax, banking and insurance
transactions tax, stamp tax and customs tax are must be within the scope of finalised
tax debt. However, it is considered that all tax types that can be collected in Turkish tax
law should be included in terms of an assessment to be made on the basis of the fact
that the acceptance of the tax liability is a citizenship duty and considering tax security.

Finally, the merely law in which finalised tax debt has been regulated as a barrier of
participation to tenders is the Law no. 4734. However, this situation is contrary to the
equity and the desired interest in terms of public budget. Therefore, it is considered that

1 See, Constitutional Court, E. 1988/7, K. 1988/27, September 21, 1988.

2 However, in the doctrine, according to the views defending the wide meaning of the tax, the charge is
included in the scope of the tax debt.

3 See, Public Procurement Authority-Decision of Incompatibility, No. 2017/UH.I-28, January 1, 2017.

4 In the court case about the amendment made to the article 17.4.1. of GNPP regarding the inclusion of
charges in finalised tax debt, it was decided by the 13th Chamber of the Council of State to stop the
execution of the phrase of “charges” and thereupon, a decision on Draft About Making Amendment
Notification to General Notification on Public Procurementwas taken by the Public Procurement Authority.
See, Public Procurement Authority-Decision of Regulatory, No. 2019/DK.D-9, January 1, 2019. Pursuant
to the aforementioned decision, it has been announced that the charges shall not be taken into account
in the calculation of the tax debt within the scope of Article 17.4.1. of the GNPP and the the proceedings
carried out by the administrations shall be established according to the decision of the said Authority.
See, Public Procurement Authority, Removing “Fees” from the Extent of Tax Debt,
http://www.ihale.gov.tr/Duyuru/296/vergi_borcu_kapsamindan_%E2%80%9Charclarin%E2%80%9D_cik
arilmasi.html.
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the legal consequences attributed to the legitimate aim of tax debt should be valid for
all public procurement legislation.
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THE COURSE OF SOCIAL SECURITY SPENDING
WITHIN THE PROCESS OF SOCIETY 5.0

Muhammet SAHIN? Hamdi Furkan GUNAY?

Abstract

Technological developments have left indelible impacts on the economy all along the line. Every novel
invention realized changes production processes rapidly, which concomitantly transforms social life. One
of the most apparent examples of this is the First Industrial Revolution emerged in the 18" Century.
Subsequent to this development which was considered as the beginning of production in the factory
environment, the second industrial revolution based on automation (First half of 20" Century) and the
third Industrial Revolution based on electronics (last quarter of the 20" century) were realized. Finally,
the Fourth Industrial Revolution (Industry 4.0) process was initiated by Germany in 2011. In line with this
process in which cyber-physical systems and robotic technologies are expected to prevail, Super-Smart
Society (Society 5.0) model was developed by Japan in 2017. Both Industry 4.0 and Society 5.0
implementations are expected to have a significant impact on economic and social life and to change both
labor and Welfare State practices fundamentally. It is also possible that these aforementioned
developments may have an impact on social security system of the government. Likewise, the emergence
of extensive unemployment condition due to robotic technologies and training for adaptation of available
labor force to the new technologies may lead to redesign of the social security system. The aim of this
study is to demonstrate the possible impacts of the Industry 4.0 and Society 5.0 processes on social
security expenditures. The basic result obtained from the study; unemployment increase and training
activities for the labor-force increases social security expenditures, but however digitalization process in
Welfare State implementations may be expected to decrease social security expenditures in the long-run
depending on efficiency and effectiveness increases in the government.

Keywords: Industry 4.0, Society 5.0, Welfare 4.0, Super Smart Society, Social Security Spending, Welfare
State.

JEL Code: H55, 033, 138.

1. Introduction

Scientific and technological changes are rapidly transforming the production structures.
Within the historical process, humanity has experienced three industrial revolutions.
The first one emerged in the 18" and 19" centuries and the bases of the factory
production were laid in this process (More, 2000). Second Industrial Revolution started

1 Dr. Faculty Member, Gimiishane University, Faculty of Economics & Administrative Sciences,
sahin@gumushane.edu.tr (corresponding author)

2 Res. Asst, Gumishane University, Faculty of Economics & Administrative Sciences,
hamdifurkangunay@gumushane.edu.tr

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 416

to create influences beginning from the first half of the 20" century and automation
based production become possible starting from these years (Atkeson & Kehoe, 2001).
The process of third industrial revolution based on microchip technologies has begun
since the 1960-1970s (Kaplinsky, 2005).

It is accepted that the industry model which is called as the Fourth Industrial revolution
and in which cyber-physical systems and smart factory applications are dominant in
production started in 2011. The model is predominantly based on robot technologies
and unmanned production processes. Industry 4.0 model was reflected in the social area
with Society 5.0. The main assertion of this application is to increase life quality within a
social structure based on electronics.

On the other hand, it is expected that the automation process which will be generated
by industry will make a change in social security expenditures of the government. The
aim of this study is to determine direction and impact of the aforementioned change.
Thus, the study includes possible changes in production and social structure and possible
impacts of these social welfare expenditures of the government.

2. Society 5.0, a Reflection of Industry 4.0

Fourth industrial revolution (Industry 4.0) asserts to be a novel method of production.
Industry 4.0 model, in which new technologies such as Internet of Things (IoT), Internet
of Services (10S), cyber-physical systems, artificial intelligence, robots, big data and cloud
computing are used, represents three basic components for production processes. The
first one of these is the digitalization of production and it includes information systems
for production and management planning. The second component is called as the
automation and includes systems for collecting and processing data from production
lines. The third component which is known to be automatic data change aims to connect
production areas to large scale supply chains (Roblek et. al., 2016).

Digitalization of production processes transforms social areas. The most concrete form
of this is Super Smart Society Model which is called as Society 5.0. The concept of Society
5.0 includes historical development stages of humanity so far. These are respectively;
Hunter-Collective Society (Society 1.0), based on the beginning of humanity, Agricultural
Society (Society 2.0) which approximately emerged in 13000 BC, Industial Society
(Society 3.0) of the eighteenth century, Information Society (Society 4.0) and Super
Smart Society (Society 5.0) processses. Society 5.0 applications depend on the idea that
social problems will be recovered depending on electronic developments and human
beings will have better life standards in the future. The basic tools of the model are
artificial intelligence, robot technologies, internet of things and big data applications
(Fukuyama, 2018).
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3. Social Security Spending within the Process of Society 5.0

3.1. The Impact of Developments in Automation Technologies on the Employment

Society 5.0 and Industry 4.0 processes are primarily based on robotic technologies,
autonomous devices and artificial intelligence applications. In case the human factor in
production completely disappears, it seems inevitable that the problem of
unemployment will become highly evident and as a result of this there will be an
increase in social security spending of the government such as unemployment and
poverty benefits. According to the researches; it is expected that job losses due to
automation will exceed 35% in manual and routine tasks and literacy and social skill
trainings which are considered to have the minimum level of losses will be incurring
losses at a level of almost 10% (PWC, 2018: 15-18).

Graph 1. Number of Robots Used in Manufacturing Industry (‘000)
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Possible contractionary impact of the technological developments on the employment
may lead an increase in the social security expenditures of the government for
unemployment. Past experiences reveal that there is a natural increase in
unemployment benefits in years when there is an increase in unemployment.
Furthermore, in case of unemployment arising due to developments in automation
technologies, as the unemployment itself may become permanent, high amount of
social security expenditures may also become permanent. One of the current debates
on the issue is about the payments called as citizenship income (universal basic income).
These payments which were primarily made in US and Canada between 1960 and 1980
are now implemented at a limited level (Lehto, 2018: 21-22). However, as a result of
digitalization process in economic and social life and resulting widespread
unemployment situation (McKinsey Global Institute, 2017: 2), enlarging the scope of
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citizenship income payments and an increase in the amount paid per capita may be
added to the agenda.

3.2. Training on Adaptation of Labor Force to New Technologies

Production level is expected to increase depending on efficiency increase generated by
robotics technologies and automation-based activities becoming widespread in the
economy (Hercko et. al., 2015). However, this will be possible through a good training
received both by current employees and future generations in order to adapt changes
in technology (Miller et. al., 2018: 7-8).. Automation process will most negatively affect
individuals with low education level and have a relatively less negative effect on
individuals with high education level. It is inevitable that developments in robotic
technologies will transform almost every profession and depending on this it will be
creating pressure on employment. However, individuals with low education level will
incur the highest level of this pressure.

Graph 2. Low-Educated Persons at Risk of Losing Their Jobs (%)
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Source: PWC, 2018: 32-33.

Unemployment level of those with low training levels results the necessity of vocational
training for these to be implemented more actively. However, this education should not
only be restricted with school. The school is the place where the basic knowledge
required for the individual in both social and professional life is taught. In today's
contemporary world where continuously changing technology and increasingly
automated production processes are gaining importance, after-school education should
also be maintained (Rath, 2017). The changing aspect of professional specialization may
require more social security expenditure by public authorities for vocational training.
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3.3. Welfare 4.0 Applications: Digital Transformation in Social- Welfare State

Digital transformation in economic and social structure effects governmental
institutions and their way of functioning. In the background of the digitalization in the
government, there are underlying motivations such as getting rid of the present
cumbersome bureaucratic structure, improving service quality and improving the
performance of the public sector. Digital applications are expected to improve as to
generate e-welfare model in the future and to realize Welfare 4.0 applications as an
extension of Industry 4.0 process (Buhr, 2017). As well as this, the impact of Welfare 4.0
applications primarily on social security expenditures has a complicated appearance and
it can be expected that in case the effectiveness and efficiency as a result of the
digitalization process is higher than total amount of infrastructure and staff costs of the
process, it can make a positive contribution to the reduction of public sector financing
burden (Buhr & Stehnken, 2018).

4. Conclusions

Application Industry 4.0 which makes a fundamental change in the production process
and application Society 5.0 which is its reflection on the social area are expected to have
an impact on social security spending of the government. First of all, it is estimated that
robotization process in production will increase unemployment rates. As a result of this,
an increase in unemployment payments of the government and widely-use of the
application of citizenship income can be added to the agenda. Secondly, labor-force
which is not ready to technological changes should give more importance on robotic
processes adaptation training. It is possible that these training services for the workers
may increase vocational training expenditures. Finally, as a follow-up of digital
transformation in the government, it is projected that electronic welfare government
applications will become widespread. This new model called Welfare 4.0 may increase
expenditures due to infrastructure development and trained staff requirement and it is
aimed to assist to decrease these aforementioned expenditures over public efficiency.
Thus, in automation society of the future, it is possible to say that unemployment
benefits and vocational expenditures may increase public expenditures and Welfare 4.0
applications may decrease these expenditures if carried out effectively.

References

Atkeson, A. & Kehoe, P. J. (2001). The Transition to a New Economy After the Second
Industrial Revolution, Federal Reserve Bank of Minneapolis Research
Department Working Paper No. 606.

Buhr, D. (2017). “What about Welfare 4.0?”, CESifo Forum, 18 (4), pp. 15-21.

Buhr, D. & Stehnken, T. (2018). Industry 4.0 and European Innovation Policy: BigPlans,
Small Steps, Germany, Friedrich-Ebert-Stiftung.

Fukuyama, M. (2018). “Society 5.0: Aiming for a New Human-Centered Society”, Japan
SPOTLIGHT, 220, pp. 47-50.

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 420

Hercko, J., Slamkovd, E. & Hnat, J. (2015). “Industry 4.0 as a Factor of Productivity
Increase”, TRANSCOM 2015, 22-24 June, Zilina.

International Federation of Robotics (2018). World Robotics 2018, Frankfurt, IFR.

Kaplinsky, R. (2005). “Technological Revolution and the International Division of Labour
in Manufacturing: A Place for the Third World?”, Technologyand Development in
The Third Industrial Revolution, (Ed.) Kaplinsky, R. & Cooper, C., London, Frank
Cass, pp. 5-35.

Lehto, O. (2018). Basic Income Around the World: The Unexpected Benefits of
Unconditional Cash Transfers, UK, Adam Smith Research Trust.

McKinsey Global Institute (2017). Jobs Lost, Jobs Gained: Workforce Transitions in a Time
of Automation, USA, McKinsey Global Institute.

More, C. (2000). Understanding the Industrial Revolution, London, Routledge.

Mdller, J. M., Kiel, D. & Voigt, K. (2018). “What Drives the Implementation of Industry
4.0? The Role of Opportunities and Challenges in the Context of Sustainability”,
Sustainability, 10 (1), pp. 1-24.

OECD (2018). Employment Outlook, Paris, OECD.

PWC (2018). Will Robots Really Steal our Jobs? An International Analysis of the Potential
Long Term Impact of Automation, UK, PWC.

Rath, O. (2017). From Industry 4.0 to Adult Education 4.0, European Commission
Electronic Platform for Adult Learning in Europe,
https://ec.europa.eu/epale/en/blog/industry-40-adult-education-40,
(22.12.2018).

Roblek, V., Mesko, M. & Krapez, A. (2016). “A Complex View of Industry 4.0”, SAGE
Open, 6 (2), pp. 1-11.

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 421

THE REGULATORY EFFECT OF PUBLIC EDUCATION
EXPENDITURES ON INCOME DISTRIBUTION

Miizeyyen Ozlem GETIN?

Abstract

The education system is one of the important factor which effects to development level of a country.
Beside the quality of educational system, equity in access to the education is the important topic too.
Equity in access to education can help to equitable income distribution, to between different income
groups who live in a country.

It is stated that, nowadays inequalities on income distribution have reached very serious dimensions. It is
believed that, education expenditures, which make by government, can be important tool to reduce the
inequality especially inside the countries.

The aim of this study is to evaluate to general government education expenditures/Gross Domestic
Product (GDP) ratios at the member countries of Organisation for Economic Co-operation and
Development (OECD) where income relatively equitable distributes.

The effects of education level on a country’s economy are evaluated in the first chapter of the study. It is
stated that, the quality education systems have positive effects to the development levels of the
countries. Information is also provided about the dimensions of income inequality in the first chapter.
Additionally it is mentioned that, providing equality in access to education has probable positive effects
on the income inequality.

Numerical values about general government education expenditures/GDP ratios in OECD countries where
income distribution relatively more equitable (Gini coefficients are used in the measurement of income
distribution in this study), are included in the second chapter. OECD data are used for both variables in
this study.

When the data in the study are evaluated, it can be said that the level of public education expenditures
have positive effects on income distribution in general. The equitable distribution of income in a country
can be due to different reasons. However it can be said that, the education services, which are provided
by government, because there are more equitable access to these services, can be used as a tool for
reduce the inequality when we generally evaluation.

Keywords: Income distribution, Gini coefficient, Education, Public education expenditures

JEL Code: H52, 124

1. Introduction

Income inequality has increased notably especially since last quarter of 20th century.
Income inequality not only increases between countries, but also increases between

! Lecturer PhD, Marmara University, Vocational School of Justice, muzeyyen.ozlem@marmara.edu.tr
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different income groups in the same country. Countries own income inequality is
considered in this study.

Provide to equitable distribution of income between the people who live in a country; is
important in point of income distribution regulatory function of fiscal policies. The
policies for equitable distribution of income with fiscal policies are applied via public
revenues and public expenditures.

The aim of this study is to evaluate the effects of public education expenditures on
income distribution. The ratios of public education expenditures/GDP in the OECD
countries, which have relatively more equitable income distribution, are examined in
this study. The most actual accessible Gini coefficient (disposable income, post taxes and
transfers) OECD data (2015 and 2016) are used in this study, for can evaluate about
income distribution. General government education expenditures/GDP ratios are used
for measure to public education expenditures/GDP ratios. The most actual accessible
three-year OECD data (2013-2015) are examined in this study.

2. The Relationship of Education Level with Economies of Countries

2.1. Education Level and Economic Development

For a country's industrialization, necessary to be established a political infrastructure
and a physical infrastructure. These prerequisites are known and tried to fulfill by
economies, which want to be industrialize. But there is another prerequisite, which has
an importance as much as these two prerequisites, effective for process of spread and
develop of industrialization. This is fundamental and technical education level of the
population (Yenal, 2017: 36).

Itis seen that, this three fundamental prerequisites have existed since approximate 16th
century in the European countries. In the transition from the Middle Ages to the New
Ages, in the nation states, which replaced city states or principalities, the physical
infrastructure was developed while the legal organization was strengthened. At the
same time, important leaps were realized at education area in this period. Recently it
has been accepted that, fundamental education is an important variable, which explains
difference development speeds of underdevelopment countries (Yenal, 2017: 36-37).

2.2. Education Level and Income Inequality

Concept of income distribution means that, distribution of national income between
persons or production factors. Beside to income growth, sharing of income growth
between people, who live in a country, is an important subject. Income distribution is
measured two ways. The first of these is functional income distribution. Functional
income distribution explains that, how is shared of income which is created in a country,
between wage, interest, profit and annuity groups. The second of these is personal
income distribution. Personal income distribution explains that, how is shared of
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income, between different population groups in a country (Egilmez & Kumcu, 2006:
126).

The most common way to used for measurement of income distribution is the Lorenz
curve, which takes account of personal income distribution, and the Gini coefficient,
which based on the Lorenz curve. The Lorenz curve geometrically shows to income
distribution disorder. The Gini coefficient puts forth to income distribution disorder
mathematically. When the Gini coefficient approaches zero, the distribution of income
is more equitable. When the Gini coefficient approaches one, the distribution of income
is more inequitable. The Gini coefficient can't be bigger than one. The zero means
absolute equality and there is no country in the world like this (Egilmez, 2015: 214- 215).

The Gini coefficient is usually between 0.25 and 0.50 in the world countries. The Gini
coefficient is usually low levels in the North countries, where applied social democracy,
and most of the old Socialist countries (Egilmez, 2012).

Oxford Committee for Famine Relief (Oxfam) announced that, the wealth of the world’s
billionaires increased by 900bn dollars in the last year alone while the wealth of the
poorest half of humanity, (3.8 billion people) fell by 11% (Oxfam Briefing Paper, 2019:
28).

The income inequality has an increasing tendency in the world in general; also the level
of this increase differs within the countries themselves. According to World Inequality
Report 2018, while income share of the top 1% was close to 10% both in Western Europe
and in the United States in 1980, it rose to 12% in Western Europe and 20% in the United
States in 2016. Meanwhile, in the United States while income share of the bottom 50%
was about 20% in 1980, it fell to 13% in 2016. While in Western Europe income share of
the bottom 50% was about 24% in 1980, it fell to 22% in 2016 (Alvaredo, Chancel,
Piketty, Saez & Zucman, 2017: 10-12).

Acemoglu (2003) states that, in the United States inequality and skill premium were
higher than in most other countries at the end of 1970s and they increased faster than
the other countries. In the United States the relative skill demand increased more than
the relative skill supply. This caused wage inequalities in the United States. In addition,
it is states that skill premium in Europe was not as high as in the US and this was due to
the more rapid increase of skill supply in the Europe (Acemoglu, 2003: 121, 122).

Increasing the labor force supply, with high level of skill, depends on increasing of well
educated population. Skill supply can be increased with more accessible educational
possibilities for everybody. Thus, the negative impact of wage inequality on income
distribution can be neglected (Ozalp, 2018: 86-87).

In developed countries, care is given to the access to educational services of the same
quality by all students. In this way, equal opportunity is provided and income
distribution is improved significantly (Altinisik & Peker, 2008: 112).

Sahlberg (2018) states that, an education system in which equity is guarded and
students are well educated can eliminate the effects of large scaled social and economic
inequalities (Sahlberg, 2018: 82).
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3. The Effects of Public Education Expenditures on Income Distribution

According to Oxfam, public expenditures have an effect to decrease to poverty and
inequality. Providing services like health, education and social protection has an
important role to decrease to difference between rich and poor (Oxfam Briefing Paper,
2019: 17-18).

In the OECD countries, which have lower educational resources, there are important
differences to distribution of educational resources between advantaged and
disadvantaged schools. Scarce resources usually concentrate to the advantaged schools.
The disadvantaged schools, fall into more disadvantage condition from this reason
(OECD, 2013: 107-108).

The wage inequalities lower than the other countries at the Scandinavian countries.
Because they have relatively egalitarian and inclusive education systems (Piketty, 2014:
328).

Opposite of the opinions which claiming that market mechanism increasing the quality
of education, these mechanisms usually cause to decomposition of the children and
schools. It is accepted that in Finland, education is a public right, which providing
benefits all of the society, from preschool to adulthood. It is believed that, the public
schools are the best way of providing equal of opportunities in the Finland education
system (Sahlberg, 2018: 84-85).

In order to be able to speak of a true equality in education, access to schools with high
returns need to be equal and, more importantly, the quality of education of all schools
need to be equalized. Equity of education quality of all schools can be realized only with
public investments (Milanovic, 2018: 238-239).

Table 1. Income Distribution and General Government Education Expenditures in the

OECD Countries
Gini Coefficient General Government
(disposable income, post taxes and transfers) Education
Expenditures/GDP (%)
2015-2016 (2013-2015)
2015 2016 2013 2014 2015
Slovak Republic 0,251 0,241 3,96 4,12 4,23
Slovenia 0,25 0,244 6,55 6,03 5,57
Czech Republic 0,258 0,253 5,11 5,11 4,93
Iceland 0,255 no data 7,52 7,61 7,45
Finland 0,26 0,259 6,4 6,39 6,25

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey

April 24-27, 2019, Antalya — Turkey 425
Norway 0,272 0,262 4,91 5,13 5,46
Denmark 0,263 no data 6,88 7,14 7,04
Belgium 0,268 0,266 6,39 6,35 6,42
Sweden 0,278 0,282 6,57 6,59 6,53
Austria 0,276 0,284 5,04 4,97 4,96
Poland 0,292 0,284 5,27 5,26 5,21
Netherlands 0,288 0,285* 5,4 5,39 5,44
France 0,295 0,291 5,5 5,51 5,46
Germany 0,293 no data 4,28 4,24 4,2
Korea 0,295 no data 5,17 5,22 | no data
Switzerland 0,296 no data 5,85 5,79 5,84
Ireland 0,297| nodata 4,99 4,83 3,66
OECD Total 5,34 5,3 5,24

Sources: OECD, Dataset: Income Distribution and Poverty, (n.d.),

OECD, Dataset: Government at a Glance - 2017 Edition, Public Finance and Economics, (n.d.).
The table is created by us using data from the above sources.

*Provisional value

Public education expenditures in OECD countries, where income distribution is relatively
equitable, are researched by considering Gini coefficients used in the measurement of
personal income distribution, in this study. Gini coefficient data (after taxes and
transfers), which belongs to 2015 and 2016, obtained from the OECD are used in the
study. Public education expenditures are evaluated as OECD general government
education expenditures / GDP ratios (2013-2015).

Table 1 shows that in a significant proportion of countries where the income distribution
is relatively more balanced, the ratios of general government education expenditures to
GDP are above the OECD average or close to the average. In Iceland and Denmark, where
general government education expenditures/GDP ratios are about 7%, the Gini
coefficients are about 0,25-0,26. In the other countries (Sweden, Belgium, Finland),
where general government education expenditures/GDP ratios are high, the Gini
coefficients are about 0,26-0,28.

According to Table 1, in some countries, which have the equitable income distribution,
general government education expenditures/GDP rates are under the OECD average.
There are the other factors, which affect the income distribution, except public
education expenditures. Nevertheless, we can say that public education expenditures
have positive effects on the income distribution in general.
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4, Conclusion

Income inequality has accessed very serious dimensions since the last quarter of 20th
century, especially with effects of globalization process. The income does not equitably
distribute both at the different region of the world and within themselves of the
countries. The public policy tools are between the solution offers, which are put forward
for eliminate the income inequality. It is thought that, public expenditures and public
revenues can be used as a tool for eliminate the income inequality.

In this study, the effectiveness of public education expenditures in reducing income
inequality is evaluated. Gini coefficient is one of the criterions, which is used for measure
the income distribution in generally. The countries under review are selected among
OECD countries with a relatively lower Gini coefficient. General government education
expenditures/GDP ratios in these countries are evaluated. The OECD data are used in
this study.

According to the conclusion of the study is, in the countries, where the general
government education expenditures/GDP ratios are above the OECD average or are
close the OECD average, the income distribution is relatively more equitable. It is seen
that, general government education expenditures/GDP ratios are under the OECD
average in the some countries, where the income distribute relatively equitable. There
are different reasons of to have equitable income distribution. Nevertheless the study
aims to make a general evaluation as of the topic covered. The conclusion of this study
is the education expenditures, which make by government, have positive effects on the
income distribution between the people, who live in a country.
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CHILD POVERTY IN ISTANBUL: AN ANALYSIS IN THE
NEIGHBORHOOD SCALE"

Murat SEKER? Hakan BEKTAS?

Abstract

In this study, the neighborhoods determined in Istanbul will be subjected to clustering analysis with the
socioeconomic data set formed and the number of children in the neighborhood scale will be estimated.
At the same time, factors affecting child poverty in Istanbul and their impact coefficients will be
determined by logistic regression model. Thus, the impact of the change in the factors affecting child
poverty will be investigated.

Keywords: child poverty, neighborhood, index, logistic regression

JEL Code: 132, C35.

1. Introduction

In the literature, the concept of poverty is defined with different perspectives. In 1990
the World Bank to identify his "absolute poverty" and "relative poverty" was coined
concepts. The situation below the level of income determined based on the minimum
needs of the person to sustain life is called absolute poverty. Although biological needs
were taken into consideration in the beginning, the scope of absolute poverty was
expanded by taking into account the access to basic services such as education, shelter
and health. (World Bank, 1990; 1995) Relative poverty is defined as the average income
level of the society below the determined rate.

The concept of child poverty, which constitutes the starting point of this study, involves
the deprivation of opportunities for the growth and development of children living in
poverty. In addition, it is common for children growing up in poverty to be among the
adult poor in the future. (Corcoran, 1995; Lichter, 1997)

* This study was funded by Scientific Research Projects Coordination Unit of Istanbul University. Project
number: SBG-2019-33390.
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2. The Concept of Child Poverty

Child poverty has become a subject of social policy with the 19th century and it has been
encouraged to prevent child poverty by the efforts of public power in this field. (Platt,
2005)

According to UNICEF's definition of child poverty in OECD countries; a child should be
considered as poor if he or she is less than half of the median income that children
growing up in the community may assume, when the resources are justly distributed in
the family. (UNICEF, 2005)

In The State of the World's Children 2005 report, UNICEF said: “Life, growth and
development of the necessary financial, spiritual and emotional resources is lack of.
Children living in poverty live in a way deprived of the necessary material, spiritual and
emotional resources in terms of their life, growth and development, so that they cannot
benefit from their rights, they cannot fully realize their potential and they do not
participate in society as full and equal members.” (UNICEF, 2005)

In 2005, UNICEF published 1 million 450 thousand children and 51% of the interviewed
children were deprived of at least two and more of their basic needs. While 10 percent
of the children born in developing countries are poor, in the developed countries,
although the rate of child poverty is low, it is another result of the study that the
structural solutions for this problem have not been developed.

When the international and national statistics are examined, it is observed that child
poverty is at a higher level than adult poverty. (Brooks et. al., 1997) For example, in
Turkey from 2002 to 2007 under 15 years of absolute poverty, the poverty rate was
higher for all individuals. Turkey between fertility and poverty when viewed in private is
possible to say that there is a linear relationship. This situation is clearly observed when
only the statistics are explained, the household average size increases as income
decreases. Therefore, this is one of the main reasons for the rate of child poverty to be
higher than the general poverty rate. (TurkStat, 2007)

Among the findings in many studies where child poverty is low, education level
decreases, health conditions worsen, pregnancy is observed at a young age, substance
dependence is frequent, tendency to commit crime and long-term dependence on state
aid are observed. (UNICEF, 2006)

In a study on the causes of child poverty, parent unemployment, low income, lack of
income support and household size have been shown to increase the risk of child
poverty. (Gauthier, 1999; Bradbury et al., 2001). In the study, it was found that the family
structure was important for the poverty of the household according to the size of the
household, and the fact that it was one parent was found to be effective on poverty.
(Gauthier, 1999)

There are some parameters frequently used in the literature to determine child poverty.
Average household income, monthly household expenditure, infant and child mortality
rates, low birth weight infant rates (children born to underweight), access to education,
preschool education rate, schooling rate, net schooling level in primary education, child
labor child poverty is tried to be estimated.
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3. Empirical Analysis and Results

In a study conducted within the scope of Istanbul, Gini Coefficient was calculated
considering the scale of the neighborhood and it was found as 0.405. Among the 20% of
the population with the highest income in Istanbul and the lowest income with 20%, the
share of the difference in income was determined as 7.7 times. 10.3 times in the
comparison of the cut is indicated. In this study, how the share of income in Istanbul was
analyzed. Accordingly, 5% of the population with the highest income receives 21% of the
total income. The 10% share with the highest income receives one-third of the total
revenue, while the 20% with the highest income has half of the total revenue. Therefore,
one fifth of the people living in Istanbul receive half of the income, while the remaining
80% share the other half of the income. (Seker, et. al.; 2017)

According to the 2018 data, the population of children aged 0-4 is 1.152.651 in Istanbul
and the population below the age of 15 is 3.331.960. The percentage of children who
constitute 22.1% of Istanbul's total population is in poverty is an important question.
Arnavutkdy, Sultanbeyli, Esenyurt, Sancaktepe and Sultangazi are among the districts
where children's population is located.

In this analysis, the number of children in the neighborhood scale in the neighborhood
scale in Istanbul is estimated; Factors affecting child poverty and impact factors will be
determined by logistic regression model.

3.1. Methodology

In this analysis, literature review was conducted to determine the factors affecting child
poverty. Commonly used variables were found in the literature; secondary data sources
are referenced. At this stage, taking into account the variables of the relationship
between the variables and the accessibility of variables; the variables to be included in
the study were determined. In addition to this, the districts which had previously been
in the village status in Istanbul and then turned into neighborhoods were excluded.
Because child poverty was not directly measured, it was measured indirectly using the
variables mentioned. In other words, child poverty is a latent variable. Therefore, by
taking the average of the observed variables, child poverty variable is derived. Thus,
child poverty scores and child poverty index were established. Since the measurement
units of the variables observed at this stage were different from each other, the index
score was calculated after these variables were standardized.

When the child poverty series were examined, normal distribution was investigated. At
this stage, Kolmogorov-Smirnov test was used. The basic hypothesis of this test indicates
that the variable is normally distributed. In this study, the basic hypothesis was not
rejected at a level of 0.05 significance. In other words, the series conforms to normal
distribution. The series was then categorized using mean and standard deviation. Child
poverty index score was assumed to be normal in neighborhoods within a standard
deviation range from the mean of the series. Neighborhoods outside this range have
been categorized as poor and in good condition in terms of child poverty. Therefore, the
neighborhoods examined were grouped.
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When neighborhoods in Istanbul are grouped in terms of child poverty, these groups will
show child poverty levels. Regression analysis will be carried out to estimate the impact
of factors affecting child poverty at the neighborhood level in Istanbul. The dependent
variable of this analysis will be the poverty levels obtained by clustering analysis. The
regression analysis will be used to model the relationship between the qualitative
dependent variable and the factors affecting it. At this stage, logistic regression model
will be preferred due to the fact that the dependent variable is qualitative. The logistic
regression model is also an association method within the family of regression models
and is used when the dependent variable is a qualitative variable. In other words, the
dependent variable in the logistic regression model carries a qualitative (categorical)
variable. The method is divided into sub-types according to whether the qualitative
variable in question is binary, multiple or sequential. For example; If the dependent
variable has two responses, binary logistic regression is applied. In addition, sequential
logistic regression analysis is preferred if there is a sort relationship between the
responses of the dependent variable. The purpose of logistic regression analysis is to
estimate the value of the categorically dependent variable, in fact it is the, membership
index estimate for two or more groups that are attempted here. Accordingly, it can be
said that one of the objectives of the analysis is to investigate the relationships between
classification and the other dependent and independent variables.

In this study, the relationships between dependent and independent variables will be
investigated. Logistic regression analysis does not require a linear relationship between
independent and dependent variables; there may be an exponential or polynomial
relationship. Logistic regression assumes a logitic relationship between dependent and
independent variables; hence logistic regression can produce nonlinear models. Unlike
linear regression analysis, logistic regression analysis does not require assumptions that
should be met by researchers related to distribution. Therefore, it can be said that
logistic regression is much more flexible than linear regression analysis. Hypothesis tests
and model goodness measurements used in logistic regression analysis are similar to
classical regression. Logistic regression is based on goodness of fit tests as a tool for
assessing model-data compliance. Like multiple linear regression, logistic regression is
highly sensitive to the high correlation between independent variables. If there is a high
degree of correlation between the independent variables, multiple connection
problems are encountered. If there is a multiple connection problem between the
variables included in the analysis, it is recommended to remove one or more variables
from the model in order to disable this problem. In the logistic regression analysis, it is
necessary to avoid the least number of observations, since the highest likelihood
method is used in obtaining the coefficients as opposed to the least squares method. In
addition, one of the points differentiated from linear regression analysis is that the odds
ratio (Odds Ratio), which is not the predicted coefficient in logistic regression model, is
used in the interpretation of the model. The sign of the predicted coefficients in the
model (positive or negative) indicates the direction of the relationship. The positive
coefficient increases the probability of predicting, while the negative coefficient
decreases (Cokluk, 2010).
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3.2. Data

In this study, a demographic analysis of the neighborhoods where children live in
Istanbul will be revealed. The socioeconomic outlook of the identified neighborhoods
will be determined on the basis of secondary data. Thus, the relationship between the
socioeconomic level of the neighborhoods and the proportion of children will be seen
and the child poverty map of Istanbul will be drawn. Apart from this demographic
analysis, the same data set will be established at the 699 neighborhood level in Istanbul
and the factors affecting child poverty will be determined by the regression model to be
established. The neighborhood scale parameters used in the analysis are as follows:

— Average size of households

— Age dependency ratio

— Household education level

— Access to health care and service quality (humber of patients per doctor)

— Access to education and service quality (Number of students per teacher
and classrooms)

— Sale and rental housing prices
— Demand density (Market density)
— Child Population

3.3. Results

The derived child poverty index series is categorized by using the interval method as it
conforms to the normal distribution.

Table 1. Child Poverty Index - Neighborhood Segment

Neighborhoods Child Population (0-15 Popucljahtlilgnljczlt/:trz:lyChild
age) Population (%)
High Child Poverty 96 590.651 18,1
Middle Child Poverty 500 2.320.771 71,3
Low Poverty 103 346.169 10,6
Total 699 3.257.591 100,0

The dependent variable of the regression model is the index of child poverty. The high
value of this index shows that child poverty is low. As you will remember; The index
series is divided into 3 categories according to the interval method. Therefore, since the
dependent variable is categorical, logistic regression analysis is used from qualitative
dependent models. Since the responses of the dependent variable were sequential (low,
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medium, high), the model was estimated by sequential logistic regression analysis.
However, it was found that the assumption of parallelism, which is one of the
assumptions of the ordinal logistic regression model, was not provided. As a result, the
dependent variable is re-encoded. In other words, the responses of the dependent
variable; low and medium (medium + high). Binary logistic regression analysis was
applied because the response level of the dependent variable became binary.

Table 2. Variables in the Equation

B S.E. Wald df Sig. Exp(B)
Step 12 Income level ,490 ,109 20,063 1 ,000 1,632
Maternal education level ,921 ,483 3,646 1 ,005 2,513
Average size of households =777 ,285 7,451 1 ,006 ,460
Constant 1,117 ,485 5,305 1 ,021 3,055

a. Variable(s) entered on step 1: Income level, Mother education level, Average size of households.

According to the results of the analysis, a one-unit increase in the income variable
increases the likelihood of a decrease in child poverty by 1.6 times. The mother-child
change in education level increases the probability of child poverty reduction by 2.5
times. Each unit increase in the household average size variable increases the likelihood
of child poverty by 2.17 times.

4, Conclusion

In this study, the concept of child poverty was examined at the neighborhood level in
Istanbul. As a result of the analyzes conducted with 699 neighborhoods in Istanbul, high
level of child poverty was detected in 96 neighborhoods. On the other hand, 103
neighborhoods are neighborhoods where child poverty is very low. These analyzes of
the neighborhood scale in Istanbul show that the rate of child poverty is 18% in Istanbul.

Three factors highlighted the factors affecting child poverty. Maternal education level is
one of the main factors affecting child poverty. The household average size and income
level are also determinants of child poverty. The higher the level of maternal education,
the lower the size of households and the higher the income level, the lower the level of
child poverty.
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POLITICAL POLARIZATION, INCOME INEQUALITY AND SIZE OF
GOVERNMENT

Sacit Hadi AKDEDE! Nazh KEYiFLi?

Abstract

This paper empirically investigates the determinants of political polarization. Size of government and
income distribution are the main independent variables along with other controlling variables. The
statistical analysis uses panel data econometric. The sample of countries includes 57 countries and time
period spans between 1990 and 2015. Results of regressions analysis indicates that increased income
inequality increases political polarization. Political polarization is derived from World Values Survey
(WVS). It is measured as standard deviation of responses to the question “what is role for government”.
In addition, results of our empirical indicates that increased government size reduces the political
polarization. The paper explains the links for these findings. it concludes with some policy implications.

Keywords: Political Polarization, size of government, economics inequality

JEL Code: H50, P16,D31

1. Introduction

In recent years, political polarization in economics and political Sciences has resulted in
significant political consequences because of it can affect the political decision-making
processes in governments and legislative bodies (Lindqvist & Ostling, 2010: 543;
Campante & Hojman, 2013: 91). For example, economic performance of political
polarization, fiscal policy (Lindqvist & Ostling, 2010), legislative efficiency (Hacker,
2004), income inequality (McCarty vd., 2006; Meltzer & Richard 1981) and economic
development (Frye, 2002) is seen to have a significant impact. In addition, political
polarization may depend on the development of economic outcomes in a society, as
well as on the degree of discrimination in political issues (Grechyna, 2016: 10).
Polarization is closely related to social and political unrest in many developed and
developing countries (Montalvo & Reynal-Querol, 2005: 301). Since the economic
greatness of the state may be related to political polarization, the state can manage to
minimize the friction in society by using fiscal policy tools (Lindqvist & Ostling, 2010:
543).
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At the same time, political polarization has escalated to a higher level in fragmented
governments or legislative bodies, in countries which poor, ethnically separated levels
of trust are low, and income inequality is high (Lindqvist & Ostling, 2010; Grechyna,
2016). In countries which polarization is high, the budget deficit is slightly higher than in
countries where polarization is low, and economic inequality is quite large (Alt & Lassen,
2006: 541). Within the framework of these statements, it is believed that polarization
(political and social) as a result of empirical research has a negative impact on
government policies in general (Testa, 2012: 1104). Political polarization is linked to the
existence of social unrest in general and to more conflicts in the political and social field
(Estaban & Ray, 2011: 1345), as well as to the fact that there is no accepted definition in
the economic literature and polarization can also be seen as the formation of clusters or
groups (Akdede, 2012: 21). In this research, income distribution and the impact of the
economic size of government on political polarization were investigated by using a
political polarization measure based on the political preferences of citizens based on
their own declarations.

2. Literature Review

In the literature, there are a few empirical studies investigating the relationship between
political polarization and income inequality and the economic size of government. The
main reason for this is the difficulty of defining the value of political polarization in a
statistically measurable way.

McCarty et al. (2003) investigated the relationship between income inequality and
partisan policies using the probit regression method using the National Election Study
(NES) data for the period 1952-2000. Concluded that inequality and polarization
increased in parallel.

Lindqvist and Estring (2010) examined the relationship between political polarization
and the size of government. In this research, they tried to explain the relationship
between political polarization and the size of the state by taking advantage of the data
of 74 countries from the 1995-2005 period. They have seen that the relationship
between political polarization and the size of the state is strong in countries where
democratic and the size of the state is small, but in countries where antidemocratic
relations are not.

Akdede (2012) empirically examined the relationship between economic inequality and
political polarization and political fractionalization for 17 European countries using data
from the 1980s, 1990s and 2000s. The rising inequality of income has been shown to
increase the polarization of the political party and reduce the political fractionalization
and the polarization of the political party has decreased by the per capita GDP.

3. Data And Regression Results

In this research, the effects of income distribution and the economic size of the
government on political polarization were analyzed using the panel data method. The
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study included 5-year average data from 57 countries for 1990-2015. In this research,
the data set was created for 5 years because the political polarization data was
organized for 5 years. The data set and model of the study were first defined before the
findings obtained in the analysis. The variables used in the model are presented in Table
1.

Tablo 1. Data Set

Variable Type Variable Name Abbreviation Source
Dependent Variable | Political Polarization PP World Values Survey
Income Inequality GIN
(Gini)
Unemployment UN World Bank
Independent GDP GDP
Variable Government Final CE

Consumption
Expenditures

Religious RF The Quality of
Fractionalization Government Dataset
Government GF World Bank’s Database
Fractionalization on Political Institutions
Election System ES

Our dependent variable, which is the political polarization, is used as standard deviation.
In the World Values Survey database, the measurement value calculated by the standard
deviation of the survey question “government responsibility” was used (Lindqvist and
Ostling, 2010). The survey question “government responsibility” that we used in the
study takes values measured in 1 to 10 scales. 1 “people must take more responsibility
for themselves” means that they are fully involved. 10 “the government must take more
responsibility for everyone,” he said. Looking at the arguments used in the model; The
Gini coefficient was used for income inequality and was obtained from the World Bank
database. In the Gini index, 0 means perfect equality and 100 means perfect inequality.
The variable of religious fractionalization in the model is derived from the “the Quality
of Government Dataset” database. Gets values from 0 to 1. 0 means that there is no
religious fractionalization and 1 means that there is no religious fractionalization.
Government fractionalization and pluralist selection system variables were obtained
from the “The World Bank's Dataset on Political Institutions” database. In order to
measure the economic size of government, another independent variable, the ratio of
the government's final consumption expenditures to gross domestic product was taken
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into account and that variable was obtained from the World Bank database.
Government fractionalization variable takes values from 0 to 1. In terms of government
fractionalization, for the most part, we see more than two parties in the government for
a value greater than 0.5, and as the number approaches 1, the number increases. GDP
per capita, unemployment rate variables we use in our study were obtained from the
World Bank database. The panel data method, which enables to the use of time series
and horizontal section together, provides more information about both periods and
units (Tatoglu, 2013: 3).

The model used in the study is primarily referred to in the study Akdede (2012) and the
econometric model is as follows, taking into consideration the studies of Lindqvist &
Estling (2010);

PPit = Bo+ B1GINit+ B2UNit + B3GDPit+ BaCEit + BsRFit + BsGFit + B7ESit + &it (1)

In order to obtain preliminary information, descriptive statistics have been looked. The
descriptive statistics for the variables in the model are given in Table 2. During the
analysis period (1990-2015), the average political polarization of countries was realized
at 2.78. The country with the highest political polarization is Mexico with a level of 3.6,
while the country with the lowest political polarization is Pakistan with a level of 1.91.
On the other hand, in the relevant period, while the lowest government consumption
expenditure was in Nigeria at 1.14%, Sweden was the country with the highest
consumption expenditure of 26.4%. Morocco (0.003), Turkey (0.004) and Algeria (0.009)
are the first three countries to have the highest religious fractionalization, while South
Africa (0.86), Australia (0.82) and the United States (0.82) are the first three countries to
have the lowest religious fractionalization.

Tablo 2. Descriptive Statistics

Variable Name Observation | Mean Std. Dev. Min. Max.
Political Polarization 162 2.78 0.36 1.92 3.6
Gini 220 37.52 9.26 16.6 63.9
GDP 281 10965.27 | 15839.8 154.70 94151.1
Unemployment 285 9.05 6.56 0.38 35.8
Religious 285 0.43 0.23 0.00 0.86
Fractionalization

Government Final | 280 15.51 5.03 1.14 26.4
Consumption

Expenditures

Election System 278 0.61 0.17 0.05 1
Government 278 0.30 0.27 0 0.87
Fractionalizaiton
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Panel data results is presented in Table 3.

Tablo 3. Panel Data Results

Dependent Variable: Political Polarization
Independent Coefficient z- Statistics
Variables

GIN 0.0166476*** 4.70
UN -0.0016072 -0.26
GDP -3.89e-06** -2.24
CE -0.015214** -1.99
RF -0.1353446 -1.27
GF 0.169571* 1.72
ES -0.4250378* -1.89
Constant 2.679892*** 11.17
Number of 127
Observations

R? 0.51

F Statistic 0.000***
Hausman Test 0.3161

Note: *** ** * respectively %1, %5 ve %10 indicate significance levels.

According to the panel data, the model was statistically significant (F-test). According to
the analysis results, there is a strong and positive relationship between income
inequality and political polarization. GDP, government consumption expenditures, and
political polarization between the electoral system are statistically significant and
negative. There was a statistically significant and positive relationship between
goverment fractionalization and political polarization. There is no statistically significant
correlation between unemployment rate and religious diversity and political
polarization.

4, Conclusion

In this research, the determinants of political polarization were empirically investigated
by taking the 5-year average of the annual data of 57 countries for the 1990-2015 period.
Analysis results show that the most powerful determinant of political polarization in a
society is income inequality. Government consumption expenditures and per capita GDP
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are seen as other important factors that reduce political polarization in one country. On
the other hand, cultural differences, such as religious fractionalization, are not as
important as economic factors such as income inequality, per capita GDP and
government consumption expenditure.
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POVERTY, INCOME DISTRIBUTION AND SOCIAL WELFARE IN
DEVELOPMENT PROCESS

Osman Cenk KANCA! Yusuf AKAN?

Abstract

Among the most considered topics on Turkish economy are poverty, income distribution and social
benefits. It gains importance to determine the relations among the above mentioned development
indicators and it is thought that this interaction should be taken into account in the fiscal and economic
policies to be formed in Turkey being among the developing countries. The aim of this study is to evaluate
the relationship among the rate of poverty, Gini coefficient and social benefits by using time series
econometric techniques in the period of 1990-2016. The findings obtained as a result of the analysis show
that the social benefits in Turkey affect the Gini coefficient in a lessening way in other words has a
lessening effect on the income injustices. In addition, a statistically significant causality relation between
Gini coefficient and poverty also exists.

Keywords: Development, Poverty, Income Distribution, Social Benefits.

JEL Code: 030, 130, D33, H50

1. Introduction

The developmental phenomenon, which concerns the entire society, is an important
part of the economic theory which influences the structure of the national economies
and thus the welfare of the people. Poverty, income distribution, and social welfare
benefits were started to be perceived as political, social, and economic issues with the
period of change in the world that initiated especially after 1980.

To eliminate the problem of poverty and the problem of income distribution and to
provide a more prosperous life have always come to the fore in terms of public policies.
Therefore, social welfare has been a very important policy tool in the hands of political
powers and used by them frequently in all countries of the world. When the issue is
discussed with regard to Turkey and when a series of financial-political-economic spiral
experiences in the post-1980 period are considered, the determination of the relation
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between “three” arguments which are significant indicators of development is of vital
importance.

In general, factors such as lack of resources, weakness in economic structures of
countries and defects in their financial situations, terrorism and wars, unemployment,
natural disasters, change in population structure, immigration, and economic-political
crises can be considered among the causes of poverty. In this regard, “poverty index” is
used as an important indicator in poverty measurement (Maxwell, 1999). Income
distribution is the proportionate share of total income in an economy among economic
actors. In other words, it is the amount of the share social groups receive from the
national income. The degree of fairness of income distribution in an economy is
determined with the help of “Gini Coefficient” (Ulusoy, 2006: 10). On the other hand,
social welfare, which is one of the tools of the public sector to intervene in the economy
and which is a prerequisite for being a social state, involves in-kind and financial aids
which makes it possible for national income to be transferred from one social group
toanother without anything in return. This can be considered as a transfer of income by
formal-semi-formal and voluntary organizations to persons who have been devoid of
self-support.

Towards the end of 1970s Turkey came to a deadlock in terms of economic, social,
political and financial issues, which made it compulsory to make structural
transformations in the economy. As a result, fundamental structural changes in
economic policies were implemented in Turkey's economy in 1980. However, the
instabilities and deteriorating economic balances towards the end of the 1980s
continued by gaining momentum in the 1990s, and this created a number of
macroeconomic problems such as poverty and imbalance in income distribution. The
occurrence of this situation led to more frequent use of social welfare, which is one of
the tools of fiscal policy.

In the study, the possible relationship between poverty, income distribution and social
welfare in Turkey was explored. The first chapter involves discussion on the general state
of the case in Turkey, which is followed by second chapter which provides samples from
the country. In the third chapter, econometric methods were explained with the data
set used in the study. In the fourth chapter, empirical findings obtained from the
methodology were presented. In the conclusion chapter, policy recommendations were
made in the light of the empirical findings.

2. Literature

In the literature, various related studies have been carried out on developed and
developing countries. Kenworthy (1999) discussed fifteen industrialized countries for
the period 1960-1991 as a comparison with the OLS method and reached empirical
findings that social welfare spending reduced poverty. Atkinson (2000) found that the
increase in transfer expenditures / GDP ratio in the context of social expenditures led to
a decrease in the poverty rate of the French and British economies. Férster and D’Ercole
(2005) examined the 27 OECD (Organisation for Economic Co-operation and
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Development) countries in their study for the second half of the 1990s and reached
empirical evidence that the improvement in income distribution reduced poverty

As for Turkey's economy, Sarisoy and Kog¢ (2010) studied the period 2002-2007 and
found in the social regression testing done that social public expenditures reduce
poverty rate. Tigen and Eroglu (2017) studied the relationship between poverty and
social spending in Turkey and indicated that social spending is extremely important for
poverty reduction.

3. Data Set,Econometric Method and Findings

The data set used in this study covers the period of 1990-2016, and the social welfare/
GNP (SA) and poverty rate (POV) (Human Development Index [HDI] representing poverty
was used as a proxy variable), BUMKO (General Directorate of Budget and Fiscal Control
in Turkey) were gathered from the reports of UNDP's (United Nations
DevelopmentProgram) and TUIK (Turkish Statistical Institute) data distribution system;
The Gini coefficient (GINI) series was compiled from the official website of TUIK.

The border test technique developed by Pesaran et al. (2001) is a more effective method
compared to other traditional cointegration (Engle-Granger and Johansen
cointegration). Moreover, this approach allows for very strong empirical results at the
point of examining the long and short term relationship. In the boundary test method,
it is possible to test the cointegration relationship between variables, irrespective of
whether the variables are | (0), | (1) or mutually co-integrated. Boundary test consists of
two stages, firstly whether there is a cointegration relationship between variables is
checked. Later, short and long term relationships are estimated by using ARDL
(Autoregressive Distributed Lag) model if there is a cointegration relationship between
variables (Tanridver and Yamak, 2015: 192).

According to ADF unit root test results; the poverty rate (POV) and Gini coefficient (GINI)
were stable at the variable level, while the social welfare / GDP (SA) variable was found
to be stationary at first difference. Then, it was seen that the boundary test result
calculated at 1% significance level exceeded the upper limit critical value and a long term
relationship was found between the variables. In the short term coefficients, the current
value of the social assistance and the third delay coefficients were statistically significant
at the 10% significance level. According to the approximate results; it was observed that
social welfare had a negative effect on GINI coefficient and there was no statistically
significant effect in poverty rate. Finally, the Toda-Yamamoto test yielded a causality
relationship from the GINI variable to the POV variable at a significance level of 1%.

4, Conclusion

Poverty and income distribution, which often occupy agenda in Turkey, like in many
other developing countries, are economic issues. In this regard, social welfare, which is
one of the policy tools of the state, can assume important tasks in solving these
problems. In this context, the study focuses on poverty, income distribution, social
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welfare and their relationship with each other in Turkey in the period after 1990. For
this purpose, a model was formed and econometric estimation was made by limit test.

This study aimed to determine the level of mutual interaction among "poverty", "income
distribution" and "social welfare" in the period between 1990 and 2016 in Turkey. ARDL
boundary test methodology was used in the study. In the period mentioned, some
evidence which indicates that social welfare reduces "Gini coefficient", which optimizes
income distribution in Turkey’s economy. However, there were no statistically
significant findings that the poverty rate decreased the Gini coefficient. On the other
hand, the Toda-Yamamoto test results indicated a causality from the Gini coefficient
(GINI) to the poverty rate (POV). When these findings are evaluated with regard to
Turkey's economy,an optimization in income distribution may be considered to reduce
poverty.
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FINANCIAL ANALYSIS OF THE POLITICAL PROPERTY OF NizZAMUL
MULK

Recep TEMEL!

Abstract

Turks are one of the nations with the longest state experience in history.

It is of utmost importance that this experience accumulated in every aspect of the state life is brought to
light and brought to the use of present-day statesmen.

One of the main sources of this knowledge and experience are the works written by the personalities who
took an important role in the state life. One of these works is “Siyasetname” bir which is written by
Nizaml Milk , who had worked for the Great Seljuk State for many years.

This study focuses on determining the financial issues discussed by Nizami’l Milk in his work
Siyasetname. In the light of these findings, it is aimed to transfer the historical knowledge and experience
to the present day. The importance of the study will be put forward to the extent if these information and
findings are generally taken into account in general by the state and in private by finance managers. This
work containsinformation constitutionally about many different areas of state life. Within the scope of
the scope of the study, firstly, the sections that focus on financial issues were chosen as the research area.
These sections are discussed according to the method of screening, detection, analysis, criticism and
composition which are commonly used in historical researches.

At the end of the study, it was found that sultans should behave those who were under the rule of the
sultans with justice in any way, those who were governed should produce the public services they need,
to supervise the other officials, especially the vizier, who serve the public, and to manage the treasury
and income-expense transactions on a regular basis.

The most important result of these findings is the fact that operations in the financial structure and
operation sensitivity of the state look alike regarding quantity and operates on an ongoing basis although
10 centuries passed away.

Keywords: Finance, Nizami'l Milk, Book of government, financial inspection, public expenditures

JEL Code: B10, H10, H30.

1. Introduction

The fact that Turks have a deep-rooted history is in line with the richness of state
management. Because it is a part of the state administration. It is unthinkable that this
wealth does not effect the financial management understanding. One of the most
important sources where this situation can be identified are the book of governments.
These artifacts have often been written by personalities worked for the state on top

1 Asst. Prof. Dr., Yozgat Bozok University, Faculty of Economics and Administrative Sciences, Department
of Public Finance, recep.temel@bozok.edu.tr
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level and which were well-known for their wise character. “Siyasetname” written by
Nizam{’l Mulk, who is the founder of the Nizamiye madrasas and vouched for the Seljuk
rulers for many years, is one of this kind base work. The subject of this study is the
determination of the financial issues discussed in Siyasetname. It is aimed to reveal the
historical knowledge and experience in this field by means of these determinations.Even
10 centuries passed years since it was written, the determinations to be made will
contribute to the understanding of today's financial management. The parts of the
workcontaining information in different fields related to state administration covering
the financial issues will be evaluated according to the screening, detection, analysis,
criticism and composition methods which are widely used in historical research.

2. Review

"Siyasetname" considered among classical monuments has been the subject of research
in many respects. Kafesoglu evaluated the criticims in this work that this monument was
not written by Nizam{’l Miilk and stated based on the fact that such a monument should
only written by a person who worked over long years in the government existence that
this work belongs to Nizami’l Milk and explained which subjects were discussed in the
chapters of the work (Kafesoglu, 1955: 231-256).

Simsir emphasized the importance of security intelligence in state life and tried to
identify how security intelligence was sensed by the state understanding of the period,
its importance and the tools, places, methods and officials used in security intelligence
(Simsir, 2015: 68-79).

Esmeli propounds that this monument is a book of politics because it contains basics
also valid in the present politic life, that it is a book of theory in terms of containing
practical proposals, a book of history in terms of containing historical events and
personalities, a memoir containing personal memories and claims that it is a
constitutional text because it contains information on rights and freedoms (Esmeli,
2016: 145).

Ozmen investigated the management philosophy in Siyasetname and as a result of his
work he observed that Nizami“l Milk recommended to the ruler in state
administration, merit, justice, honesty and consultation; recommended that officers
who will work in the central and provincial bureaucracy should remain within the rules
of law and that they should take into account to fulfill the duty in consciousness (Ozmen,
2014: 216).

Ocak, pointed out that the religious and intellectual life of Nizamu“l Milk was effected
together with the educational understanding of the period he has lived and by the the
political power dominant during his period (Ocak, 2018: 49),

Ozaydin stated that Nizdmii“l Miilk has very great services in battles, in inter-state
relations, in the struggle against those who want to cause chaos in the life of society, in
the settlement of the ikta system, in the field of education, in the structure of the state
and in zoning services (Ozaydin, 2018: 1-31).
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3. General Information About Siyasethname

In order to be able to evaluate the issues discussed in the policy, it is necessary to know
the author of this work, Nizam{il Mk closely. Then, the reasons for writing such a work
should be emphasized.

3.1. The Life of Nizami’|

Nizam{’l Milk was born on 10 April 1018 in the Nukan district belonging to the city Tus
of Khorasan and died on 15 October 1092 in the Sihne region near Nihavend as a result
of an attack on him (Arici, 2005: 21). His real name was Hasan b. Ali b. ishak b. el-Abbas

A )y

etTast’.

Nizam{’l Milk mother died when he was a baby and he had a good education due to
the wealth of his father. He became at young age hafiz and and learned from famous
wise persons hadis knowledge (Kesik, 2018: 58). Basicly of Persian lineage Nizami{’| Miilk
functioned as Vizier for 29 years at the Great Seljuk Empire during the times of Alp Arslan
(1063-1072) and Meliksah (1072-1092) (Kéymen, 2018). The name of Nizamu’l Milk
(Organization of the Government) was given him by the Abbsai Khalifa EI Kaim Bi
Emrillah when he was attended as Vizier by Alp Arslan (Kesik, 2018: 58).

Nizami suretl Mulk wrote his experiences during his 29 years of his vizier time in the
“Siyasetname” and conveyed the cases that administrators should take care for the
stability of the state and the peace of society by giving examples in chapters. The work
was written in Persian and consists of 52 chapters (Introduction and 51 Chapters).

3.2. Reasons Why Siyasetname Was Written

The reason why and for what purpose Siyasetname has been written is plained per se
by Nizamul Milk in the introduction part of his work.

According to this information, in 1077-78 the Great Seljuk Sultan Melikshah asked the
scholars and statesmen to write their thoughts about the state and the situation of
society.

In doing so, he draws attention to determine the management understanding especially
ha the Seljuk rulers uze the managers of other countries in the past, to determine what
are the disruptions in society and state life and what kind of solutions are offered to
them (Nizami’l Mulk, 1990: 1-2). Upon this request, Nizamul Mulk explained that he
recorded what he knows, what he sees, what he learns from experienced managers as
a service.

He pointed out that he used in his every chapters hadiths, Qur'anic verses, the words of
the elders, the stories they told, and his comments to prevent them from being bored
while reading during the writing of his work.

Nevertheless, he mentioned that not any manager could not without this booklet, that
it has to be read especially at the time when the work was written, and that if people
read this book extremely they will be more vigilant in religion and world affairs, that
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they will appreciate the situation of their friends and enemies and take the necessary
steps and he expresses assertively that that the life of the state and society would be
much more regular (Nizam’l Milk, 1990: 2-3).

4. Financial Issues Discussed in Siyasetname

Nizaml Milk explains in Siayasetname especially the characteristics that public officials
should carry. He then reports on the tasks of these officials. It is possible to classify these
tasks as administrative tasks and audit tasks.

4.1. Characteristics Public Officials have to Carry
Hierarchically, starting from the sultans, the features of the financial officers are listed.

According to Nizami’l Milk a Sultan has to be clean faced, morally justified, judicious,
high minded besides he has to be intelligent in riding horses and using various weapons,
talentent in different arts, compassive and mercy to Allah’s creations, faithful to his
words, religious and respective to religious people, helpful to arm people, affectionate
against low level officers and servants and he has to be relentless against the oppressors
(Nizam’l Malk, 2010: 13).

Further the Sultan, “Neither he has to be stingy nor he has to be a dissipative that he
will bring him the name dissipator.” When the time comes, he should be bestow to
everyone as much as it deserves (Nizam{’l Miilk, 2010: 345).

The Vezir hould have a good nature, and certainly has not be bad tempered (Nizam’l
Milk, 2010: 29).

The task of the ministry should be given to someone who is totally insincerant of trust,
and this person should be aware of the events in the dervish and should explain what
he knows if needed (Nizam(’l Milk, 2010: 83).

Attendands like Amil, Kadi, Sahne and Muhtesip should be careful in keeping with the
religious provisions, who always have fear of Allah and who do not have any hatred or
hostility in their hearts (Nizamu’l Mulk, 2010: 61).

4.2. Community Services /Services Goverments Have to do

The primary duty of the Sultan is to manage the ruled with justice and to ensure the
safety of those who are obedient to the state and who are engaged in their own business
(Nizam’'l Malk, 2010: 12).

In addition, he put in order that the sultan have also very important dutys in terms of
in terms of public finances: “ He makes the world flourishing. He opens canals for
subterranean waters; he builds beds for streams, he builds bridges for the flow of large
waters, arranges settlements, makes fields suitable for cultivation, raises walls, builds
new cities, builds high buildings and majestic dwellings, hosts mansions on main and
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busy roads; orders the construction of madrasahs for science petitioners (Nizamu’l
Milk, 2010: 12).

The Sultan also focuses on auditing tasks in order to ensure that financial affairs are
carried out properly, and it is emphasized that those who are determined not to perform
their duties properly should be punished (Nizam’'l Milk, 2010: 27-29)

4.3. Public Officials - Taxpayer Relations

Public revenues are one of the most important jobs in public finances. Public officials
must be extremely sensitive during the execution of this task. In this respect, the issues
which especially tax collectors have to observe during their duties are noteworthy:
“They should be advised to be kind to Allah’s servants, to postulate tributes and tithes
with kindness, to nor demand goods from them as long as they do not collect their
crops” (Nizami’l Milk, 2010: 27).

Further the notice to ikta owners like “People who are ikta owners have no right to take
anything other than the goods they are asked to collect from them” (Nizami’'l Milk,
2010: 41) is very meaningful.

4.4. Regulation of Public Revenues and Expenses

In this regard, it is noteworthy to emphasize that income and expenses derived from
provinces should be written in sums. Because, in a sense, it tries to determine whether
there is an openness within the budget framework. in particular the following approch
is a confirmation of this situation: “Endly, if someone has something to say or to make a
saving his word should be respected, if he makes a justified request, the goods should
be allocated. Thus, if there is an open or a deficiency in the account, it should be
inspected immediately. Because this situation can not be strictly covered (Nizami’'l
Miilk, 2010: 345).

5. Conclusion

As a person who lived in the 11th century, the explanations of Nizami Mulk as a public
servant in the financial organization of the state about the qualities especially of the
sultan and the other officials under him should cover are very meaningful. It is
noteworthy he expalins as a high graded manager that the sultan should have a justice-
centered management understanding and that his subjects should take care to protect
the law. in the same way, he requested to pay attention to the fact that those who were
in the lower levels in a hierarchical manner should have high morality and it was
recommended to keep their operations under constant supervision.In the sense that the
law should be treated against the taxpayers of the period as they are the sources of
public revenues, in a sense, it can be shown as evidence of the care taken to the rights
of the taxpayer.
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As a matter of fact, it is one of the most important warnings that the sultan should be
sensitive against the taxpayers' complaints about financial issues and other issues.
Comparison of revenues and expenses by recording public revenues and expenditures;
taking into account the objections to the records, and if the objections are right the case
has to met is evocative of budgetary implementations.
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THE CURRENT SITUATION RELATED TO THE PUBLIC-PRIVATE
PARTNERSHIP IN TURKEY

Recep Emre ERICOK®

Abstract

This study aims to be able to reveal the current situation related to the Public-Private Partnership in
Turkey. In the study, the current status of the Public-Private Partnership in theory, literature and
legislation will be determined and statistical results will be included. Within the scope of the study, the
chnage in the Public Finance Approach, the effects of this approach on the Public Enterprise methods and
the developments in the Public-Private Partnership will be examined. In Turkey, studies including the
legislative development of the Public-Private Partnership and its recent costs and pricing features are
carried out to enable the Public Expenditure Administration. As a result of these studies, it is necessary to
state the evaluation and the recommendations of the Public-Private Partnership. In the Public-Private
Partnership which has been tried to establish the legal infrastructure by making various legal regulations
since 1980’s, the increase in the number and the variety of laws and regulations related to the PPP, has
caused the complexity of the legislation and the lack of a certain standard in the applications. In addition
to this, cost and pricing problems, which are frequently on the agenda, are emerging. For the elimination
of the legislation’s complexity and for the need of efficiency, effectiveness and economy approaches in
the Public Expenditure Administration, the need to establish a Framework Law related to the PPP as it has
been explained in many Public Policy documents. In the study, there is a result that it has been necessary
to make adequate and up-to-date legal regulations, in the context of international and Turkey.

Keywords: The Public-Private Partnership, The Public Expenditure Administration, The Public Benefit, The
Legislation, The Cost, The Pricing.

JEL Code: HOO, H60.

1. Introduction

In Turkey, the models such as Concession, Build-Operate and Transfer (BOT), Transfer of
Operating Rights (TOR), Build and Operate (BO), Build-Lease and Transfer (BLT) are
applied, at public services and public investments, related to the Public-Private
Partnership (PPP). In this context, various legal regulations have been made since 1980s
and the legal infrastructure of the PPP methods has been tried to be established. With
these legal regulations, the increase in the number and the variety of laws and
regulations related to the PPP, has caused the complexity of the legislation and the lack
of a certain standard in the applications. This situation reveals the results that it has
been necessary to make adequate and up-to-date legal regulations, in the context of
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international and Turkey and therefore it has been necessary to establish a Framework
Law related to the PPP, as it has been explained in many Public Policy documents (T.C.
Kalkinma Bakanligi, 2015: i).

In addition, there is a need for some solutions to the problems related to the cost and
the pricing in the Public-Private Partnership. For example, according to the Public
Expenditure Administration, if there is a price guarantee preference in the contracts
signed with the private sector companies, if the exchange rates increase, the prices in
Turkish Lira increase over the payment plan. This situation causes the public loss. For
this reason, comprehensive budget estimates and projections on the cost and the pricing
should be taken into account in the signed contracts.

2. The Change in the Public Finance Approach and the Development of the
Public-Private Partnership

Some of the developments that caused the change in the Public Finance Approach are
that the borderlines between the public sector and the private sector are becoming
porous and that the PPP increases. Nowadays, the PPP and competition beyond borders
stand out in meeting global challenges (Kaul & Conceigdo, 2006: 4).

For this reason, the partnership between the public sector and the private sector and
the countries and the global markets becomes important in solving problems. Therefore,
while the importance of the international partnerships increases, the PPP also stands
out.

Nowadays, especially as a result of the increase in the need for infrastructure
investments, the difficulty of the public institutions to realize public investments with
their own resources raises the search for resources and methods. The PPP is a project
finance method (Sirin, 2018: 27-28).

The PPP is a mechanism to procure and implement public infrastructure and/or services
using the resources and expertise of the private sector. The PPP combine the skills and
resources of both the public and private sectors through sharing of risks and
responsibilities. This situation enables the public sector to benefit from the expertise of
the private sector, and allows the public sector to focus instead on policy, planning and
regulation. In order to achieve a successful PPP, a careful analysis of the long-term
development objectives and risk allocation is essential. The legal and institutional
framework in the country also needs to support the PPP and provide effective
governance and monitoring mechanisms for the PPP (The World Bank, 2016).

The main objective of the PPP is to increase the expertise of the public sector to identify,
negotiate, manage and implement successful PPP projects. This situation is done
through exchange of knowledge and experiences of the PPP by countries, including
experts from public and private sectors, particularly in the identification and testing of
best application. The activities will result in standards, guides on best application,
studies and innovative tools that can be used in capacity-building programmes and
training (UNECE, 2019).
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3. The Legislation and the Public Policy Documents Related to the Public-
Private Partnership in Turkey

The Legislation and Public Policy documents related to the PPP in Turkey are examined
under two separate titles.

3.1. The Legislation Related to the Public-Private Partnership in Turkey

The legislation related to the PPP in Turkey is examined under two titles as the 1982
Constitution of Turkey and the Legislation related to the PPP Models.

In this context, according to Article 47 titled Nationalization and Privatization of the 1982
Constitution of Turkey, it is expressed that the private enterprises which realize services
in the qualification of the public service can be nationalized in where the public benefit
requires it, that the nationalization is realized with its real value, that the method and
procedures for calculating the real value are regulated by the law. In addition, it is
expressed that it is regulated by the law that the principles and the procedures related
to the privatization of the enterprises and the assets owned by the state, the public
economic enterprises and the other public legal entities. Furthermore, it is expressed
that it is regulated by the law that which of the investments and the services carried out
by the state and the public economic enterprises and the other public legal entities may
be produced by private or legal entities or may be transferred to them (T.C. 1982
Anayasasl).

Furthermore, there is many laws related to the PPP models such as Build-Operate and
Transfer (BOT-Laws Numbered 3996, 3096 and 3465), Build-Lease and Transfer (BLT-Law
Numbered 6428, Article 20 of Law Numbered 351), Build and Operate (BO-Law
Numbered 4283), Privatization and Transfer of Operating Rights (TOR-Law Numbered
4046, Article 33 of Law Numbered 5335, Article 218/A of Law Numbered 4458) and
Concession (Laws Numbered 4483, 4501 and 406 (T.C. Kalkinma Bakanhgi, 2018: 23).

3.2. The Public Policy Documents Related to the Public-Private Partnership in Turkey

The Public Policy documents related to the PPP in Turkey are expressed as The Tenth
Development Plan: 2014-2018, The Investment Program Preparation Guide of 2019, The
New Economic Program (NEP) Equilibration-Discipline-Change 2019-2021: The Medium
Term Program.

In The Tenth Development Plan: 2014-2018, it is explained that (T.C. Kalkinma Bakanligi,
2013);

- in addition to public resources, legal regulations have been made for the realization of
health investments by the PPP method (in Article 168 titled Health),

- alternative finance and operating models, especially the PPP, will be implemented in
the construction and operation of sports facilities (in Article 340 titled Policies),

- in meeting of Turkey's growing infrastructure needs, the use of alternative finance
models with the participation of the private sector is required as well as the use of public
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resources, furthermore, the need for the development of the institutional capacity of
the public institutions based on expertise in the project planning and administration
processes related to the PPP is important (in Articles 581 and 582 titled Public
Investments),

- in public investments, it will be given priority to education, health, drinking water and
sewage, science-technology, transportation and irrigation sectors, including projects
related to the PPP (in Article 589 titled Public Investments),

- a strategy document related to the PPP will be prepared and the PPP legislation will be
established in the form of a Framework Law (in Article 594 titled Public Investments),

- the coordination of policies and the applications related to the PPP will be
strengthened and an effective monitoring and evaluation system that will measure the
risks and impacts of projects on the budget will be established (in Article 595 titled Public
Investments),

- it will be ensured that local technical consultancy companies will operate more
effectively in all production processes of construction sector and in areas such as the
PPP projects and urban transformation (in Article 886 titled Construction, Engineering-
Architecture, Technical Consultancy and Contracting Services).

In The Investment Program Preparation Guide of 2019 and under the title Priorities of
Public Investment Policy For 2019-2021 Period, it is explained that (TCCSBB, 2018a);

- public infrastructure investments will be planned and carried out in the form of to
support the reduction of the production costs in the private sector, the formation of
new production capacities and thus the innovative and competitive development of the
production, it will be given priority to the use of domestic goods in public investments,
including projects related to the PPP (in Article 10 titled General Priorities),

- it will be taken care to the use of the PPP, especially in critical and major public
infrastructure projects requiring advanced technology or high financial resources, taking
into account the cost effectiveness (in Article 11 titled General Priorities),

- it will be given priority to education, health, drinking water and sewage, science-
technology, transportation, energy and irrigation sectors, including projects related to
the PPP in public investment allocations for 2019-2021 Period (in Article 15 titled
Sectoral Priorities),

In The New Economic Program (NEP) Equilibration-Discipline-Change 2019-2021: The
Medium Term Program, it is explained that it is aimed to establish a framework for more
effective and financially efficient PPP applications and to ensure these applications being
integrated in this context (TCHMB, 2018).

4. The Applications Related to the Public-Private Partnership in Turkey

As in the world, also in Turkey since the 1980’s, the number of the PPP, which is applied
primarily in infrastructure then in the health sector, is increasing in various sectors
related to the public sector projects. The analysis of the distribution of the PPP by sectors
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and models will make an important contribution to examine the diversity and
alternatives of the PPP in the Public Expenditure Administration applications.

When the distribution by sectors of the PPP in Turkey is examined, it is seen that the
PPP has been first in the distribution by sectors, as project number, with 89 projects in
the energy sector, has been second with 42 projects in the road sector and has been
third with 22 projects in the port sector. When the distribution by models of the PPP in
Turkey is examined, it is seen that BOT has been first in the distribution by models, as
project number, with 108 projects, TOR has been second with 104 projects and BLT has
been third with 21 projects (TCCSBB, 2018b).

When the contribution of the PPP in public projects is considered, the importance of the
legislation change and the renewal of the contracts in terms of cost and pricing is seen.

The PPP is generally used in both developed and emerging countries. At the United
Nations Conference on Trade and Development (UNCTAD), the importance of the
realization and meeting of the Sustainable Development Goals by partnerships was
stated by determining the 17th Development Goal as “Partnerships for the Goals”. The
PPP has been also generally considered as a part of this Goal. In this context, it is
understood that the PPP will be used more widely in underdeveloped and emerging
countries for the funds it will provide in addition to public investments and for the
efficiency and effectiveness it will provide. The findings, evaluations and
recommendations related to the PPP in Turkey, which is applied since the 1980’s and
seen increase in its applications since the 2000’s, are stated as follows (T.C. Kalkinma
Bakanhgi, 2018: 56-57):

- in the next years, the PPP is expected to be used more widely in the transport and
health sectors as well as in the small scale projects related to the urban infrastructure
(for example such as solid waste, waste water),

- the current PPP legislation needs to be reregulated in a form of ensure the application
of different models in different sectors and to respond to needs,

- the need for the project is increasing both in the world and in Turkey. The competition
of the private sector for finance sources related to the projects is increasing. This
situation increases the importance of the project prioritization which enables finance
resources to be used in the strategic projects,

- the most important elements of a successful PPP project are stated as the effective
procurement process, the effective administration of the risk sharing and transfer, the
effective determination of outputs and expectations, the affordability, the return on
expenditure and the effective contract administration and payment mechanism. A
thorough and rigorous project preparation is required for the effective application of all
these elements. In this context, the economic benefits of the projects, the obligations
they will bring and their possible risks will be determined and thus, an efficient
procurement and contract administration process will be ensured with the
minimazation of the uncertainties. An effective monitoring and evaluation process will
make an important contribution to the improvement of the PPP as well as the success
of the project,
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- it will be beneficial to create application manuals on the PPP, to increase the capacities
of the institutions in the application process, to evaluate alternative finance methods in
case of financial difficulties, and to complete the technical and legal infrastructure for
this purpose.

5. Conclusion

When the results obtained within the scope of the study are examined; nowadays, as in
the world, also in Turkey, important processes have been carried in the PPP in the
context of the Public Expenditure Administration applications. New methods and
suggestions to be produced by taking into account the principles of efficiency,
effectiveness and economy in the Public Expenditure Administration and providing the
public benefit can make important contributions in this field. The new legislation studies
on the PPP and the measures about the cost and the pricing will also make important
contributions to prevent the public loss. Therefore, in order to establish effective public
policies, a comprehensive budget estimate and projection on the cost and the pricing is
required in the contracts related to the Public Expenditure Administration applications.
Thus, as in the budget preferences and priorities, the PPP can be effectively applied by
integrated legislation and the contracts effectively prepared, also in the Public
Expenditure Administration applications. Consequently, the public choices will also
contribute to the formation of rational and effective results in the public policies.
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REGIONAL INEQUALITIES IN EUROPEAN UNION AND POTENTIAL
IMPACTS OF EUROPEAN UNION MEMBERSHIP PROCESS ON
REGIONAL DISPARITIES IN TURKEY"

Cihan KIZIL*

Abstract

Although the European Union contains many developed countries, it is a union which experiences various
problems originating from regional differences. After each enlargement process, less developed countries
which have significant regional disparities joined the Union. In parallel with these enlargements, regional
inequalities became a greater issue, and it was required to address regional policies once again. The
European Union attaches great importance on reducing regional inequalities. In order to reduce these
inequalities, various funds are provided and numerous projects are carried out. However, regional
inequalities continue and in some instances, it is observed that regional disparities even increase despite
the attempts aimed at regional development. Following the officially recognition as a candidate for full
membership, Turkey brought various regulations into effect in line with European regional policies and
addressed regional problems more intensely. Even though Turkey started to put emphasis on regional
policies, regional disparities become more apparent in the last years. Within the scope of this framework,
how regional disparities change in the European Union member states will be investigated first. In the
light of these examples, this study aims to anticipate the impacts of Turkey’s accession process and
possible membership to the Union. The analysis results show that not all countries benefit from the
European Union considerably. Even in instances that are observed positive impacts in general economic
situation, regional differences might increase. It is considered that Turkey will experience both positive
and negative effects in this accession process.

Keywords: Regional Development, Regional Disparities, Regional Policy, European Union
JEL Code: R11, R58

1. Introduction

European Union (EU) consists of various countries and keeps on expanding by way of
the accession of new member states. This is why the EU has more extensive regional
problems than Turkey. Just like terror in Turkey, the EU has its own regional problems.
However, putting aside the EU’s requirements of cross-border cooperation and Turkey’s
terror problem, one might say that the EU and Turkey are experiencing similar issues.
These problems are the presence of under-developed rural areas and overcrowded
areas and the decline in basicindustries observed in certain areas. Turkey’s EU candidacy
and starting of the regulations required by the harmonization process will assimilate

* This article is based on the author's PhD dissertation.
1 Res. Asst. Dr., Istanbul University, kizilc@istanbul.edu.tr
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Turkey’s approach systematics to these common problems with the EU. In this regard,
the changes experienced by the countries after becoming members of the EU and the
results created by the EU’s regional policies are critical in predicting what Turkey might
experience in the future. To make these evaluations, the study will analyze the changes
in general and regional development experienced by the EU members.

2. Regional Problems in the EU

Just as in many countries, the countries in the EU are currently facing regional
development problems. This problem, which used to be the countries” domestic affairs,
took on a completely new dimension after the establishment of the EU. There are
significant regional inequalities within the borders of the EU members and between
each other. These regional problems in the EU can be handled under four headings;
under-developed rural areas, decline of basic industries, congested areas and frontier
areas (Hitiris, 2003: 226-230).

According to the OECD definitions, the majority of the EU consists of rural or moderately
rural areas; in fact, in most of the Eastern European countries, only the capitals are
characterized as urban areas (European Commission, 2008: 5). Even though there are
examples such as the Netherlands that carry out agricultural production with high added
value, the production in under-developed rural areas where production and
employment is dependent on agriculture is carried out on infertile land, devoid of
advanced technology and with a labor-intensive system.

The aggregation of some sectors in certain regions for historical and economic reasons
can be observed very often. However, in time, these regions can go through a
transformation process called “deindustrialization” caused by the decline in industrial
capacity or activities (Skuflic ve Druzic, 2016: 993). It can be said that the iron-steel,
textiles, shipbuilding, coal and chemical industries in Europe have shifted towards
regions outside of Europe with low labor costs. It is also worth mentioning that the labor
demand in regions with labor-intensive production is decreasing due to the decrease in
demand to certain goods, increase in mechanization after technological developments
and mineral resource depletion (Hitiris, 2003: 228).

Just like how the undeveloped regions become desolated through emigration, there are
also problems brought forward by the capital accumulation and areas of specific
population density. Agglomeration of economic activities in certain cities cause traffic,
environment and noise pollution, congestion and similar urban problems. While
overcrowded cities grow by drawing resources from other regions, this growth gradually
turns into an unplanned growth and causes the current infrastructure to fall short. Even
though the agglomeration may cause positive externalities in certain regions, the
transformation of this situation to over-density causes negative externalities.

In addition to the urban problems caused by the companies and population clustering
in certain regions, there are other points that need to be considered. Construction of
houses, hospitals, schools, roads etc. in congested regions is much more expensive
compared to the regions with less density. While congested regions draw resources to
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themselves, this causes the projects to become more costly. Considering the economic
aspect, it may also cause the inability to reach the potential welfare (Holland, 1976: 3).

The expectation that the production factors will be more mobilized among neighboring
countries and more economic relations and trading will be established between the
member countries is one of the most influential considerations in the establishment of
the EU. However, the fact that there are no cross-border infrastructures adjoining the
previously-separated nation states causes the inability to see the desired development
within the borders of the EU. Another problem is the fact that the trading activities in
the regions surrounding the Union and geographically setting the borders of the EU are
shifting towards more central regions with the emergence of the single market (Hitiris,
2003: 229-230). The least developed countries in the Union and the least developed
regions of the member states are located in the outer regions of EU goes to show that
the external border regions are experiencing economic problems.

Another problem encountered in the external border regions of the Union is the shift of
the productive population in these regions towards other countries in the Union. This is
caused by the economic activities being directed towards the center of the Union and
the removal of the obstacles in front of population movements being removed with EU
membership. According to the OECD statistics in 2014, the rates for population living
outside of their countries is 17.5% in Ireland, 14% in Portugal and 6.6% in Greece. This
rate was determined as 4.4% for Turkey in 2014. It is also known that there is an
increasing trend of brain drain from our country within the last few years. According to
the International Migration Report published by TUIK, the number of people that
emigrated from Turkey showed a significant increase of 42.5% between 2016 and 2017.

3. Regional Development Efforts in Turkey and the EU

The biggest project created by Turkey to solve the regional issues and invigorate the
national economy is the Southeastern Anatolia Project (GAP). The first steps for GAP
were taken in the 1970s with the irrigation and hydroelectric projects started in
Euphrates and Tigris rivers. In 1989, GAP turned into a multi-sector, socio-economic
development project. Compared to its equivalents in the world in terms of the
geographic area, physical dimensions and goals, GAP emerges as an ambitious project
(Ersungur, 2016: 322-323). However, the fact that this project was unable to reach full
activity for many years caused the expectations to be left unfulfilled and the desired
results were not obtained. In addition to the GAP project, created to ensure the
development of Southeastern Anatolia, other projects were created for other regions of
Turkey that rank low in terms of development, with the most significant ones being the
Eastern Anatolia Project (DAP) and the Eastern Black Sea Project (DOKAP).

In addition to the development projects carried out by Turkey with its own efforts, there
are other regional development and cross-border cooperation programs conducted
within the scope of the financial cooperation between Turkey and the EU. The projects
are as follows (Kiling Savrul, 2012: 356-368; Dinler, 2014: 243-244):

e Eastern Anatolia Development Program in Bitlis, Mus, Hakkari and Van
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e TR82, TR83 and TRA1 Level-2 Regional Development Program,

e TRA2,TR72,TR52 and TRB1 Level-2 Regional Development Program,
e TR90 Level-2 Regional Development Program,

e GAP Regional Development Program,

e Joint Operational Program Black Sea Basin,

e Bulgaria-Turkey IPA Cross-Border Cooperation Program.

Turkey’s candidacy in the EU has brought together a transformation that will cause the
regional policies post-2000 to be separated from the periods before. This transition has
especially shown itself in the ensuring of corporate structuring, subjecting policies and
resources to certain criteria and local actors being more active in regional development
projects. As a part of this change, the Regional Development Agencies (RDAs) are key
organizations that have important roles in the application of the new regional
development policies replacing the former regional development policies aiming for
infrastructure and industrialization and instead aiming for information technologies,
innovation, human capital and increase of competitiveness.

The first RDAs established in Europe after World War Il were established in the 1950s in
Austria, Belgium, France and Ireland. These countries were followed by Germany, the
Netherlands, Italy and England in the 1960s and by Denmark, Finland, Greece and Spain
in the 1980s (Ozen, 2005: 4). The biggest reason for the status of the RDAs as widespread
and important organizations in our country and the EU members countries is that the
use of EU funds is made through the programs established by the RDAs. The EU’s
financial and technical assistance was benefited from in the establishment of these
agencies in the 1990s in countries such as Sweden, Portugal, Poland and Slovakia (Merig
and Can, 2011: 188). Establishment of RDAs in all Level-2 regions of Turkey was
completed in 2009, making Turkey one of the countries with the latest RDA structuring.

The number of projects the EU has conducted through the RDAs and supported within
the scope of the regional development programs can be expressed in hundreds of
thousands. Even though it is hard to specify all of these projects, it can be noted that
380 programs financed through structural funds between 2014 and 2020 in 209 regions
of 28 member countries. The EU member state that benefits the most from the funds
and investments is Poland with 77.5 billion euros. Poland is respectively followed by
Italy, Spain, Romania and Czechia. The top ten regions receiving the most financial
support are as follows: Slaskie (Poland), Hrvatska (Crotia is a region of its own), Norte
(Portugal), Mazowieckie (Poland), Lietuva (Lithuania is a region of its own), Malopolskie
(Poland), Andalucia (Spain), Wielkopolskie (Poland), Sicilia (Italy) and Campania (ltaly).!

One of the most significant features of the EU programs is that the priorities and
expectations are stated rather clearly. For example, the “Infrastructure and
Environment Operational Program” in Poland, the biggest program of the 2014-2020
period, redirects about 64% of the allocated resources to transportation infrastructure,
15% to low carbon economy and more than 12% to climate change, risk aversion,
management and environmental protection. In return for these fund flows, the

! These numbers and information were obtained from the statistics collected from the SFC2014 database
on http://s3platform.jrc.ec.europa.eu/esif-viewer (Date accessed: 20.02.2019)
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expectations include increasing the share of renewable energy in total energy
consumption to 15%, decreasing greenhouse gas emission by 20.6% compared to the
level in 1990 and decreasing the travel times for trains and highways between big cities
to 3.7 hours. Other examples of the big programs currently ongoing within the EU are
the “Large Infrastructure Operational Program” in Romania, “Smart Growth Operational
Program” in Poland, “Economic Development and Innovation Operational Program” in
Hungary.?

4. Results of the EU’s Regional Policies and Turkey

The efforts of development in Turkey and the EU aim to have under-developed regions
advance and decrease the imbalances between the regions by providing support in
different areas. In line with this purpose, the EU provides high amounts of support to
both the member states and the countries with membership potential. Benefiting from
the EU funds, Turkey also allocated resources from its national budget and focused on
this goal even more in the period after the year 2000. However, in spite of the positive
results obtained in Turkey and the EU, there are negative ones as well.

When we look at the EU countries, we can see that France, one of the founding
countries, is much less wealthier compared to 1991. This situation is even more
problematic in Italy. Even though it managed to display rapid convergence up to the
2008 Crisis, Spain, joining the Union later on, has struggled to recover after this period.
Those who benefited the most from the transition to the Common Market have been
small yet already rich countries such as Denmark, Austria and the Netherlands. Countries
such as Sweden, Finland and Belgium have also prospered compared to the EU-15
average. In this process, those who suffered the most have been Italy, followed by
Portugal and Greece. In the following period, it is predicted that the welfare in Italy and
France, two of the biggest economies in the EU, will continue to shrink and the gap
between Germany and other rich economies will be even wider. Countries in Eastern
Europe are expected to continue their convergence with the other economies (Tilford,
2017). Therefore, it is difficult to speak of a convergence or divergence within the EU
covering every region and period.

The GDP values and change rates per capita of the five EU members in NUTS Level-2
regions are summarized in ANNEX 1. In addition to Spain and Italy, who have a scale and
socio-economic structure that can be compared with Turkey and have been
implementing EU’s regional policies for many years, countries of Hungary, Poland and
Czechia that joined the EU with the expansion in 2004 are also included in this table.
When we compare the values in 2007 and 2016, we can see that the GDP per capita in
Italy and Spain have increased at very small rates; however, the three relatively-new
members of the Union have scored significant increases within a 10-year period.
Benefiting the most from the EU funds, the high GDP per capita increase of 35.4% in
Poland is especially interesting. This increase was respectively 24.6% and 13.7% in

L http://ec.europa.eu/regional_policy/en/atlas/programmes/ (Date accessed: 20.02.2019)
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Czechia and Hungary, which joined the EU in the same year as Poland and are relatively
smaller.

When we look at the statistics of the five countries, it can be observed that the countries
that joined the EU later on scored more positive results in terms of general and regional
economic growth. Even though they have been benefiting from the EU funds for longer
periods of time, the economic crises of Spain and Italy are rather apparent in the
statistics. The fact that these two countries showed decline instead of advancement in
the regions is thought-provoking, considering the amounts spent for the EU’s regional
policies. In some cases, the works carried out for the development of a certain region
prevents the development of the other ones by causing their resources to be drawn to
that region and creating “backwash effect”.

5. Conclusion

Even though Turkey realized mega projects such as GAP to solve its significant regional
differences, it is still unable to prevent the increase in regional disparities. One of the
biggest reasons for this increase is that a systematic and consistent approach could not
be established for regional problems. Going through a transformation in its regional
policies after its candidacy to the EU becoming official, Turkey has started to carry out
regulations in line with the EU. Starting with the foundation of the development
agencies, the initiation of the institutionalization and systematic regional policy
implementations lacked in Turkey is one of the positive results brought to Turkey by the
EU candidacy. However, the internal results of the policies vary, just like the results in
the EU. It is predicted that the EU membership process and a potential EU membership
will have rather variable effects on Turkey. When we look at the EU, we can see that the
economic activities keep shifting from geographically peripheral regions towards the
center and the countries far from the center of the Union are losing qualified labor force
and capital. Considering the continuous increase in brain drain, it is highly possible that
the removal of the boundaries between the EU and Turkey will create similar results for
Turkey. While significant advances can be observed in the economies of the countries
that joined the EU with the latest expansions, it is also apparent that most of them are
experiencing increasing regional inequalities. Since Turkey’s full membership to the EU
will allow new EU funds to enter the country and the foreign capital to increase, there
can be improvements in the general economic indicators. However, the fact that the
regional differences experienced by the countries that joined the EU with the latest
expansions are becoming even more apparent will most likely cause even worse results
in Turkey, which is already experiencing significant imbalances between metropolitan
and non-metropolitan areas.
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Polond

Region Centralny
Lédzkie

Mazowieckie
Poludniowy
Malopolskie

Slaskie

Wschodni

Lubelskie
Podkarpackie
Swietokrzyskie
Podlaskie
Pélnocno-Zachodni
Wielkopolskie
Zachodniopomorskie
Lubuskie
Poludniowo-Zachodni
Dolnoslaskie
Opolskie

Pélnocny
Kujawsko-Pomorskie
Warminsko-Mazurskie
Pomorskie

Italy
Nord-Ovest

ANNEX-1 : Regional GDP changes of five EU member states (Euro) (Source: SFC2014 database).

2007 2016 %
8200 11100 35,4
11100 15300 37,8
7600 10400 36,8
12800 17600 37,5
8100 10900 34,6
7300 10100 38,4
8700 11500 32,2
6000 7800 30,0
5700 7600 33,3
5800 7800 34,5
6500 7900 21,5
6100 7900 29,5
8100 10900 34,6
8700 12100 39,1
7300 9300 27,4
7300 9300 27,4
8400 11400 35,7
9000 12300 36,7
6900 8900 29,0
7200 9400 30,6
7100 9100 28,2
6100 7900 29,5
8100 10700 32,1
27400 27700 1,1
33100 34100 3,0

Spain

Noroeste

Galicia
Principado de Asturias
Cantabria
Noreste

Pais Vasco

CF de Navarra

La Rioja

Aragon

C. de Madrid
Centro (ES)
Castilla y Ledn
Castilla-la Mancha
Extremadura
Este

Cataluia

C. Valenciana
Illes Balears

Sur (ES)
Andalucia

Regidn de Murcia
CA de Ceuta

CA de Melilla
Canarias

2007 2016 %

23900 24100 0,8
21000 21400 1,9
20500 21500 4,9
21800 20900 -4,1
22400 21600 -3,6
28600 29400 2,8
30300 31800 5,0
29500 30000 1,7
25500 25300 -0,8
26100 26100 0,0
31600 32800 3,8
19900 20100 1,0
22100 22700 2,7
19300 18800 -2,6
16100 16600 3,1
25500 25700 0,8
28100 28800 2,5
21600 21200 -1,9
25500 25100 -1,6
18700 18100 -3,2
18500 17800 -3,8
19900 19900 0,0
20400 19200 -5,9
19400 17600 -9,3
21200 19800 -6,6
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2007 2016 % 2007 2016 %

Piemonte 29700 29400 -1,0 Hungary 10200 11600 13,7
Valle d'Aosta 34700 34900 0,6 K&zép-Magyarorszag 16900 17600 4,1
Liguria 30400 30800 1,3 Dunantul 8700 10500 20,7
Lombardia 35100 36600 4,3 K&zép-Dunantul 9400 11000 17,0
Nord-Est 32100 33300 3,7 Nyugat-Dunantul 9900 12700 28,3
PA di Bolzano 36700 42600 16,1 Dél-Dunantul 6800 7600 11,8
PA di Trento 34000 35000 2,9 Alfold és Eszak 6500 7800 20,0
Veneto 30800 31700 2,9 Eszak-Magyarorszag 6500 7700 18,5
Friuli-Venezia Giulia 29900 30300 1,3 Eszak-Alfold 6400 7400 15,6
Emilia-Romagna 33400 34600 3,6 Dél-Alfold 6700 8300 23,9
Centro (IT) 31100 29900 -3,9

Toscana 28900 30000 3,8 Czechia 13400 16700 24,6
Umbria 26200 24000 -8,4 Praha 29100 34700 19,2
Marche 27200 26600 -2,2 Stredni Cechy 12600 15300 21,4
Lazio 34500 31600 -8,4 Jihozapad 11900 14700 23,5
Sud 18400 18600 1,1 Severozapad 10400 12000 15,4
Abruzzo 23100 24100 4,3 Severovychod 11100 13800 24,3
Molise 21700 20000 -7,8 Jihovychod 11800 15400 30,5
Campania 18200 18300 0,5 Stredni Morava 10300 13600 32,0
Puglia 17500 17800 1,7 Moravskoslezsko 11100 14300 28,8
Basilicata 19800 20600 4,0

Calabria 16800 16800 0,0

Isole 18500 17900 -3,2

Sicilia 18000 17200 -4,4

Sardegna 20000 20300 1,5
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ECONOMIC REGULATION AS A REQUIREMENT FOR ECONOMIC
EFFICIENCY: THE ASSESSMENT OF TURKEY

Ali Fuat URUS*

Abstract

Macroeconomic priorities of today's states are efficiency in resource allocation, economic stability and
development. For these purposes, the state assumes the role of regulator. By means of economic
regulation arising from the need for economic efficiency, the state prevents the monopolization and
market inefficiency by creating the legal framework of competition in order to ensure and preserve the
free competition in the markets. It also assures the continuity of competition in the market economy by
using control,audit and sanction mechanisms. The purpose of this study is to put forth the conceptual
dimensions of economic regulation and its application in Turkey as a general outline within the framework
of economic efficiency. For this aim, a literature review and some evaluations were made. Considering
the economic regulation practices in Turkey, it was found to have shortcomings on issues such as in-
market competition, pricing and costs at the point of ensuring the economic efficiency and
competitiveness in the market. It is important to design a system to achieve public benefit through
relevant regulation institutions in the markets such as finance, capital, banking, energy,
telecommunication and transport which are key in the national economy. For this purpose, the limit of
the duties and responsibilities undertaken by regulation institutions in order to correct the disruptions of
the market and to establish the competition should be clarified by the laws and rules. Furthermore, the
existing regulation, and especially economic regulation practices in Turkey -taking into consideration the
results of similar practices in other countries- should be revised in the context of "globalization,
privatization and competition" phenomenons then, according to this point of view reasonable regulatory
policies should be identified and implemented by sectoral base.

Keywords: Public Economics, Regulation, Economic Regulation, Economic Efficiency

JEL Code: H30, K20, L51, H13

1. Introduction

The regulatory function of the state is carried out through regulation.We see that the
state uses often the regulations as a form of intervention when the market does not
provide efficiency by itself or the market is unsuccessful. It is possible to say that the
state aims to effectively allocate resources through regulations, and therefore economic
regulation is used as a requirement of economic activity.

Aim of this study to put forth the conceptual dimension of economic regulation and the

1 Res. Asst., izmir Katip Celebi University, Faculty of Economics and Administrative Sciences, Department
of Public Finance, alifuat.urus@ikc.edu.tr
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general outline of its application in Turkey in the framework of economic efficiency. So,
a literature review and some evaluations were made.

In the study respectively; efficiency and economic efficiency concepts, conceptual
perspective of economic regulation, the relationship between economic regulation and
economic activity,assessment of the transition to economic regulation in Turkey were
discussed. In this context, determinations and suggestions were made.

2. Efficiency and Economic Efficiency Concepts

The concept of activity is expressed as the absence of waste and is explained by a
distinction in the form of static-dynamic. Static efficiency; X efficiency is divided into two
as activity and resource allocation. X efficiency?, the presence of effective management
in the company and expresses the state of error and laziness; resource allocation
efficiency refers to the situation in which resources are allocated in such a way as to
ensure the equality of the prices for each company and every goods to the marginal cost.
Dynamic efficiency is a criterion that expresses the optimum technical composition,
which occurs when resources are effectively allocated for innovation and inventions,
and inventions do not postpone specific gains (Ak¢a, 2007: 23).

In general, while the concept of efficiency can be explained in this way, economic
efficiency? can be defined as maximizing the welfare by providing optimum resource
distribution in free market system. In order to ensure economic efficiency, the
distribution of resources (efficiency in distribution) and production should be carried out
effectively (efficiency in production). The mechanism to do this is the functioning of
competitive markets.Indeed, in the long term, it can be seen in competitive markets
both "efficiency in production" (achieved by reducing costs to a minimum) and
"efficiency in distribution" (consumer demands met with price reflecting costs)(Ardiyok,
2002: 10; Gakal, 1996: 7). General efficiency is provided when both activities are
provided simultaneously.

3. Conceptual Perspective Of Economic Regulation

In today's democratic societies, the state has the functions of ensuring efficiency in
resource utilization and distribution and ensuring economic development and stability.
The realization of these functions is possible by providing free competition in the
markets. Therefore, it is the duty of the state to take measures for the formation and
protection of competition in the markets, to establish the legal framework and to
provide supervision.These duties of the states reveal the result of the formation of
“economic regulation” (Pervan, 2006: 14).

ILeibenstein (1966, 1975) stated that individuals and firms work under normal conditions for a number of
reasons and are not working efficiently, therefore firms and economies cannot operate on the production
possibilities curve that they can realize in accordance with their resources, he stated that he was high and
important and he defined this situation as“X-inefficiency”.

2For detailed information on economic efficiency and its types, see. Kirmanoglu, 2011: 63-70.
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Economic regulation can be defined as the methods developed by natural monopolies
in order to eliminate the negativities created by natural monopolies and to provide
economic efficiency and to intervene in these markets by various institutions in order to
eliminate market failures (Erol, 2003: 23).In terms of economic regulation, the state can
put restrictions on the decisions of firms in the sector in order to ensure competition in
the market. These limitations, as well as the price of the product, can be about the
amount of the state and the market entry and exit can also keep the state under control
(Sarisoy, 2010: 281).

After the crisis in 1930s, the main aim of the regulatory state, which occurred especially
during the Second World War, was to manage the economy. At present, the vast
majority of current regulatory authorities and rules have been influenced by the ideas
that occurred in that period or later in that period. These regulations for improving the
efficiency of the markets are called “economic regulation”. As an example of economic
regulation; price, wage (such as minimum wage), rent, interest rate and exchange rate
controls, prevention or limitation of access to the market, providing incentives to public
institutions and private institutions, etc. applications. Economic regulation aims to
ensure the effectiveness of the markets by creating rules for adequate competition
among the existing actors in the market or by setting rules that will make them behave
similar to the behaviors they would demonstrate if they were competitive
(Tepe&Ardiyok, 2004: 108-109).

Although it is said that there have been regulations since the day the state existed, it can
be said that the scientific debates on economic regulation started in the USA in the
1800s and the discussion of it in the economic literature has increased since the 1970s
(Sarisoy, 2010: 295-296).

4. Relationship Between Economic Efficiency And Economic Regulation?

Market failures for the existence or emergence of economic regulation are indicated.
Because economic regulation is one of the intervention tools used by the state to
eliminate market failures. Therefore, the primary objective of economic regulation
should be to eliminate market failures (Akga, 2007: 22). From this point of view, it should
be the main objective to ensure economic efficiency, whether for the purpose of public
interest or for personal benefit. That is, the starting point of economic regulation is
based on market failures around the purpose of public interest. Market failure indicates
inefficiency in resource allocation. This inefficiency can be eliminated by economic
regulation. In other words, an effective economic regulation is needed in order to
eliminate the welfare losses caused by inefficiency (Akga, 2007: 121-122).

Economic regulation can be considered as a two-stage process. In the first stage, the
objectives of the regulation are determined; In the second stage, an environment is

1Several debates and opinions were made on the relationship between economic activity and economic
regulation. In this context; SeeDemsetz (1969), Stigler (1976), Williamson (1979), and Becker (1983). Akca,
2007: 122-123.
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created to achieve this goal and the most appropriate methods are developed (Ugurlu,
2007: 27). In other words, economic regulation tries to achieve an optimum solution by
providing a balance between economic efficiency and economic sustainability. In the
second step after the optimum solution is determined, it is necessary to identify the
most appropriate means to achieve this goal. Although the most important tool of
economic regulation is tariff (price, wage etc.), it cannot be said that it is limited to tariff.
It has a wider application area including some other elements such as market entry-exit,
quality regulation (Ugurlu, 2007: 28).

The relationship between economic activity and economic regulation is to summarize
the use of economic regulation to eliminate inefficiency in resource allocation due to
market failure. In other words, it is the use of economic regulation to eliminate
economic inefficiency and to ensure efficiency.

5. Evaluation Of The Transition To Economic Regulation In Turkey

In Turkey (economic) history of the regulation of the practice, considered as two
different periods. The first period is a period in which the state establishes its own
market by producing goods and services and the private enterprise is limited. The
second period is the period in which the state is dealing with the control of the markets
without being involved in the production process. Second, although the more recent
period, Turkey is the first period that dominated the economic history (Oguz&Cakmak,
2002).

The processes related to economic regulation in Turkey, located roughly summarize the
overall assessment and, if necessary, mixed economic system implemented in Turkey
until the 1980s, a little more visible after this date is passed to the market economy.
Until then, public services carried out by the public have been carried out by the private
sector through privatizations. With the transfer of these public services, which are
predominantly of natural monopoly, to private sector, private monopolies were
replaced by public monopolies. In order to minimize these problems and to regulate
these markets, various rules have been set up and institutions and committees have
been formed to implement these rules (Ugurlu, 2007: 30; Erol, 2003: 26).

The prevalence of regulation institutions in our country has two important roles. The
emergence of these institutions is an indication of the end of the public sector in the
economic structure, in other words, in the economic structure. Another situation is that
the state starts to withdraw from the production site through the regulatory bodies.
However, regulatory bodies require more budget size due to their role as a market
inspector, even though they do not produce, and this results in more processing costs
(Oguz&Cakmak, 2002). At this point, the form of intervention in the market is important.
The extent and degree of intervention to the market; the role of regulation institutions
is measured by the effect direction and amount. The social benefit of competition and
activity-oriented regulation institutions in the market is higher than the social cost.
Regulation institutions play an important role in the development of a country.
Considering the current situation in our country, which is in the group of developing
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countries, we can say that the existence of economic regulation and its practitioners is
overwhelming and necessary.

Under current conditions, we can make various predictions for the future by evaluating
economic regulation in two aspects. Namely;

e In the near future, it would be correct to expect that these regulations will
decrease with globalization. The advances in technology and the reduction in the
cost of information transfer increase the cost of market differences between
countries and encourage movements in the direction of deregulation. In the
globalized world, we can say that deregulation will be earlier and faster in
countries where it is possible to use the advantages of globalization more. As a
matter of fact, the fact that developed countries are the pioneer in deregulation
shows this. However, in developing countries, industries with higher access to
international markets will tend to put more pressure on deregulation.
privatization and opening up efforts to compete in Turkey will also be assessed
in this framework right (Oguz&Cakmak, 2002). However, in the current situation,
the trend in the western countries, deregulation direction, while the regulation
in our country is just beginning to institutionalize, the transition to deregulation
shows that the transition will be much more painful (Oguz, 2011: 296).

e Inaddition, the concept of regulation is primarily Assoc.d with the elimination of
inefficiencies created by monopolies. The aim is to protect the consumers. In
practice, it is widely used for the purpose of reaching political goals or for rent /
interest exploration activities (Oguz, 2011: 296). Therefore, the trend towards
decreasing regulations is increasing. In addition to the use of regulations for rent
/ interest search activities; The tendency of globalization and regulation to be
better calculated by the benefits and costs of this trend is strengthened
(Oguz&Cakmak, 2002).

As a result, although economic regulation is seen as a remedy for economic inefficiency,
the competition for regulation may lead to inefficiency by lowering the marginal social
benefit expected from the regulation far below the marginal social costs (Parker, 2002:
499). Therefore, the implementation of economic regulation should be supported by
policies appropriate to market interests, taking into account the internal dynamics and
stakeholders of the sector.

6. Conclusion

When analyzed the economic regulation practices in Turkey, it is observed that there is
a lack of regulation in point of economic activity and maintain its competitiveness. In the
economically strong sectors (finance, capital, banking, energy, telecommunication and
transport markets), the upper committees (CMB, BRSA, EMRA, BTK etc.), which are the
implementers of economic regulation;it is possible to say that they are not independent

1 Capital Markets Board (CMB), Banking Regulation and Supervision Agency (BRSA), Energy Market
Regulatory Authority (EMRA), Information Technology and Communication Authority (ICTA)
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enough and cannot make effective decisions in-market competition, activity, pricing etc.
In spite of their independent and autonomous structures.

In these key markets, it is important to design a system in order to achieve social benefit
or public benefit by ensuring the co-ordination of public-private sector firms and
consumer interests through the relevant regulatory bodies.

The limit of the duties and responsibilities undertaken by the regulatory institutions
should be clarified by laws and rules in order to correct the disruptions of the market
and to establish competition; these institutions should not be allowed to intervene in
free market operation and in a way that would harm competition. For this purpose, the
authority should be limited (in order to avoid overruns) and corporate accountability
should be ensured.

Finally, the existing regulation, and especially economic regulation practices in Turkey -
by taking into consideration the results of similar practices in other countries- in the
context of "globalization, privatization and competition" phenomenon that today's
prominent and directly affects the regulations should be revised and the most
reasonable regulatory policies on a sectoral basis should be identified and implemented.
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ANALYSIS OF CYCLICAL BEHAVIOR OF FISCAL POLICY THROUGH
FISCAL REACTION FUNCTION: THE CASE OF TURKEY"

Siileyman KASAL!

Abstract

To analyze of cyclical behavior of fiscal policy provides important information about the direction and
outcomes of fiscal policy. The cyclical behavior of fiscal policy is basically two-way. First is procyclical fiscal
policy, second is countercyclical fiscal policy. One way to analyze cyclical behavior of fiscal policy is to
estimate the fiscal reaction function for country. This study examine to what type of exhibit cyclical
behavior of fiscal policy for in period 2000Q1-2015Q4 for Turkey. It is concluded that primary balance
showed a positive response to the output gap. Accordingly, it is concluded that fiscal policyis
“countercyclical” for this sample. In other words, it can be said that fiscal policy has been a role in reducing
the severity of cyclical fluctuations. Even though fiscal policy appearsto has been responsible,as a new
evidence about debt sustainability it is also found that fiscal fatigue may occur in very high debt levels
Accordingly, fiscal policy implementations should be conduct within the framework of public fiscal
discipline.

Keywords: Fiscal reaction function, countercyclical fiscal policy, procyclical fiscal policy, fiscal fatigue.

JEL Code: E62, H62, H63

1. Introduction

The investigation of cyclical behavior of fiscal policy is an important issue for
understanding economic interactions. In fact, policies should be implemented based on
these interactions. Keynesian models argue for an increase in public spending for
economic recovery during recession while Barro (1979) suggests that fiscal policy should
be neutral. Within the framework of these views discussions on the academic field have
begun to focus on how the fiscal policies have affected the severity of cyclical
fluctuations and the role of fiscal policies has become an important issue. In addition
the issue of whether fiscal policies are sustainable or not has found their place in the
axis of these discussions.

The main objective of this study is to analyze what type of exhibit cyclical behavior of
fiscal policyin period 2000Q1-2015Q4 for Turkey. The results indicate that fiscal policy

" This paper was created by using master’s thesis that titled “Fiscal Space and Fiscal Rule” was prepared
by Res. Asst. Suleyman Kasal in consultancy with Assoc. Prof. Ozay Ozpence at Pamukkale University Soical
Sciences Institute on 07/04/2017.

1 Res. Asst., Anadolu University, Department of Public Finance, skasal@anadolu.edu.tr
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iscountercyclical in this period. Another result of the analysis is that very high debt level
may lead to fiscal fatigue. Indeed the emergence of such a symptom may raise concerns
about the sustainability of fiscal policies. Therefore, priority should be given to the
implementation of policies that do not impair public fiscal discipline.

2. The Cyclical Behavior of Fiscal Policy

When cyclical behavior of fiscal policy is mentioned, two basic concepts emerge. The
firstis procyclical fiscal policy and the second is countercyclical fiscal policy. Sticky prices
and wages in Keynesian theory prevent price adjustments to occur immediately in
demand fluctuations. The countercyclical fiscal policy helps the economy to adapt to
such fluctuations more rapidly and fully. For this reason, fiscal policy should reduce the
fluctuations in business cycles actively by reducing taxes and increasing expenditures in
bad times of economy (Halland & Bleaney, 2009: 1). The countercyclical fiscal policy
also includes low public spending and high tax rates when the economy is in good time.
However, the procyclical fiscal policy is acting in an expanding direction in times when
the economy is good (Kaminskyet. al., 2005: 17). There are many reasons why the fiscal
policy is procyclical. However, among the main reasons; limits on access to national and
international credit markets, institutional and political structures, and the polarization
of preferences regarding social inequality (Halland & Bleaney, 2009: 4). Furthermore,
Tornell& Lane (2008) found that the increase in revenues as the reason of the procyclical
behavior of fiscal policy is “voracity effect” in which politicians want to more spending
increase (Fatas & Mihov, 2012: 4). Frankel et. al. (2012) showed that one-third of
developing countries have been able to get out of procyclical fiscal policies bias in the
last 10 years and have countercylical fiscal policy behavior. The main reason for this was
increased financial integration and low output volatility. However, they suggested that
increasing the quality of institutions as very important issue was a more valid reason.

The fiscal space also has an impact on the cyclical behavior of fiscal policy. Because the
stock of public debt may limit the resources that can maintain countercyclical fiscal
policy. In addition, even if resources are available, high public debt can send a negative
signal to creditors and taxpayers, causing the country to remain in a difficult position in
the future (Abdih et. al.; 2010: 13).

3. Literature

In the literature, it is seen that the cyclical behavior of the fiscal policies is different in
developed and developing countries. In this context, firstly Gavin and Perotti (1997) gave
an answer as to what is the cyclical behavior of fiscal policies. They have argued that the
fiscal policies in Latin American countries areexpansionary in good times, while they
arecontractionary in bad times. In other words, Gavin and Perotti (1997) have shown
that fiscal policies are procyclical in Latin American countries.In developing countries,
there are studies suggesting that fiscal policy is mostly procyclical. However, studies on
developed countries appear to have countercyclical fiscal policy or, at worst, an acyclical
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fiscal policy. For instance, Alesina, et. al. (2008), Fatas & Mihov (2012), Egert (2012),
Combes et. al. (2017) found that developed countries have countercyclical fiscal policy.

4. Results

In this study, fiscal reaction function is estimated for analysis of cyclical behavior of fiscal
policyfor Turkey. The aim is to show how fiscal policy have behaved in Turkey. The fiscal
reaction function is a rule that helps fiscal policy makers for predict how to respond to
macroeconomic variables (Nguyen, 2013: 3). When the fiscal reaction function is well
modeled and analyzed, accurate results can be obtained. According to findings, It is
observed that the response of the primary balance to the output gap is positive; in other
words, the fiscal policy is countercyclical unlike other developing countries. Therefore,
it can be said that fiscal policyhas been a role in reducing the severity of cyclical
fluctuations.In addition, it can be also said that public fiscal discipline has contributed to
fiscal credibility. Other result is fiscal fatigue which is a stricter debt sustainability
conditionas suggested Ghosh et. al. (2013). This situation constitutes an obstacle to
fiscal policy as a stabilization tool. In other words, fiscal policy may increase the severity
of cyclical fluctuations at very high debt levels. Therefore, debt policies should be
implemented in a way that will not harm public fiscal discipline.

5. Conclusion

In recent years, many studies have been carried out in order to see how the fiscal policies
are in cyclical behavior. In the studies, it has been investigated by using various
methodshow the fiscal policies in the country or country groups are in a cyclical
behavior. This study analyzes the cyclical behavior of fiscal policy for Turkey. As a result,
it is found that fiscal policy is countercyclical. This result shows that fiscal policy has an
important role in achieving economic stability in Turkey. Also strong public financehas
fundemantal role with the Transition Program to Strong Economy which is implemented
after the 2001 crisis. It has also resulted that signs of fiscal fatigue may reveal in very
high debt levels. Therefore, debt policies need to be implemented carefully. In fact, high
budget deficits can create high debt as it had been experienced in the past and this
situation may lead to heavy economic burden and harm to public fiscal discipline. When
the two results are evaluated together, fiscal policy implementations should be realized
within the framework of public fiscal discipline. For this, implementation of a fiscal rule
that can act as an anchor can be an important policy.
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CRISES OF REAL SECTOR AND FISCAL POLICIES IN TURKEY IN THE
PROCESS OF GLOBALIZATION

ipek DOGAN OZER!

Abstract

This study examines the crises, which increases in prevalence and spreadsalong with globalization, in
terms of the fiscal policies implemented in the Turkish economy. The focus of the study is the impact of
Mortgage crises on Turkey and the analysis of the 2018 real sector indicators in terms of the crisis.
Globalization has been on the rise since the 19th century. Liberal policies implemented with globalization
creates new opportunities in some cases while these policies presents source of threat in some other
cases. Economic crises are at the top of this threat. The dependence of the country’s economy on the
economies of other countries plays a significant role in the emergence of a crisis. This kind of dependency
relation leads crises to spread rapidly to other country/ countries. It was the 24 January Decisions leading
to this dependence and contagion for Turkish economy. Liberal policies led to ruleless and limitless flow
of global capital specially in the short term and this made Turkish economy vulnerable to some risks. Due
to these risks the structural problems of Turkey as the high share of debt interest in the budget, inflation,
foreign trade deficit, current account deficit, unemployment etc. have continued. Sometimes in some
sectors these structural problems have manifested themselves as a crisis.

The crisis arises in the financial and reel sectors. The economic crisis which is the focus of discussions in
Turkey today will be analyzed in comparision with the 2008 crisis in terms of real sector. The current
situation of the real sector will be revealed. Moreover, it will be discussed that the implemented monetary
policies are insufficient and instead fiscal policies are more successful. Thus, it will be seen that in the 21th
century the Keynesian policies are on the agenda again. The expected outcome of the study is observation
of recession and inflation in the Turkish real sector.

Keywords: Economic Crisis, Real Sector, Fiscal Policy

JEL Code: G17, F38, E62

1. Introduction

There is an undeniable effect of globalization both in Turkey and in the world. Through
globalization, the world has shrunk and financial capital has gained a very fast and
unlimited space of movement from one country to another. While unlimited and free
circulation of the financial capital has a positive impact on the country where it enters
as a resource, it may cause negative even destructive effects in the country it
outflows.The leading effect is crisis which increase in prevalence and spreading with
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globalization.The global economic crises emerge in a specific country and spreads to the
other country(s).

There have been a wide variety of crises in the globalization process. The emergence of
crises, the affected area and the policies to be implemented have been differentiated
within historical process. In the period when Classical Economic School was dominant,
equilibrium was accepted as the normal state of the economy and the state of imbalance
is accepted as temporary. However, emergence of 1929 Great Depression totally
destroyed this dominance. The crisis of 1929 was the first global crisis in the world. It
was experienced due to printing unbacked money. Since the source of the crisis was
money, the remedy to get rid of it was seen in the monetary policy. However, monetary
policy did not solve the problem. On the other hand, it was understood that the state of
imbalance in economy is not temporary and state intervention is compulsory. Keynesian
demand-side policies came to the fore. In order to get out of the crisis, not only
monetary policies but also fiscal policies started to be implemented.

After 1929 crisis, the largest scale global crisis that has devastating effects is the 2008
crisis that began in America and affected other countries. In the meantime, Keynesian
policies, capitalist order, social state have begun to be discussed again. This study
discusses the effects of 2008 crisis to Turkey, implemented fiscal policies and current
real sector with using empirical data. The economic crises experienced in Turkish real
sector between 2008-2009 is compared with 2018 data. The study searches an answer
whether real sector experiences a crisis in 2018.

2. The Impact of the Crises on Turkey That Began in US

The largest scale crisis experienced during the globalization process is the Great
Depression of 1929. 1929 crisis is significant in terms of its effects and consequences.
Meantime it is understood that the state of imbalance is not temporary and state
intervention is obligatory. Keynesian demand-side policies came to the fore due to the
failure of Classical Economics in preventing crisis. Thus, not only monetary policies but
also fiscal policies started to be implemented in order to get out of crisis.

Following 1929, the largest scale global crisis that has devastating effects emerged in US
in 2008. Not only US but also other countries have significantly affected from 2008 crisis.
The Federal Reserve (FED) has applied low interest rates that lead to emergence of new
financial instruments. The search of capital for higher profits led him to these new fiscal
instruments. Accordingly, a rapid increase in demand caused by lack of information
about derivative markets and asymmetric information has increased the amount of
product and the balloon has swelled (Egilmez, 2009: 96).
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Table 1. 2007 Global Capital Markets

Billion USD GDP Foreign Exchange Stocks, Bonds Etc
Reserve
The World 55.545 6.448 144.927
EU 15.689 280 42.952
USA 13.808 60 49.802
Japan 4.382 953 13.882
Developing Countries 17.282 4.910 28.771

Source: Egilmez, 2009: 45.

The global capital markets for 2007 are given in Table 1. While European Union (EU) has
15.689 billion dollars and United States (USA) has 13.808 billion dollars; developing
countries have 17.282 billion dollars. EU and USA hold 53% of the world’s gross domestic
product (GDP). 29% of the stocks, and bonds and similar instruments are in the hand of
EU and 34% are in the United States. It is seen that most of the derivative markets are
in the USA. On the other hand, since financial markets are not well developed in
developing countries, instruments like stock and bond are at a lower level. Since each
crisis emerges as an outcome of growth, it is impressive that the size of the derivative
market is 2.6 times of the world GDP which is 55 trillion dollars.

In the USA, especially low floating interest rates of mortgage loans in the housing finance
system increased; and housing demand and housing prices rose. In conjunction with this
artificial rise, people with subthreshold credit ratings have head for housing loans. Thus,
prices in the housing market go up and a price bubble has formed. Due to the non-
repayment of subthreshold loans in the US, banks reduced credit supply and the housing
demand and housing prices decreased. The rapid decline in the prices of securities
affected each country investing in this area. The crisis started in global money markets
narrowed credit markets in US and Europe, stock prices declined, uncertainty and
shortage of payment increased in the economy (Yilmaz, 2014: 117). The 2008 crisis
emerged in the real estate sector in the USA affected other countries with the collapse
of an investment bank named Lehman Brothers (Kazgan, 2013: 281-282).

Due to the fact the absence of development of Turkishderivatives market, Turkey did
not directly affect by this crisis. Indirectly, the decrease in exports and foreign loans have
affected the real sector in Turkey and led to the crisis. The inflow of funds decreased but
the growth rate did not decrease in the first six months of 2008. Therefore, it was
thought that Turkey was not affected by the crisis. However, all sectors except
agriculture and finance experienced a collapse in the last quarter of 2008 (Kazgan, 2013:
280-283). The contraction of Turkish economy has led to an increase in budget deficit
by reducing the tax base. Economic stability deteriorated due to the decrease of
investment as an outcome of raise in public debt and risk premium (Yilmaz, 2014: 267-
268).

Contraction in Turkish economy has continued in 2009, the current account deficit
increased, foreign direct investment reduced and foreign capital has left the country. On
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the other hand, large companies internationalized and SMEs were closed (Kazgan, 2013:
285-288).

The reason behind the economic crisis was accepted as market and again state’s weight
and power in the economy were increased (Piketty, 2018: 510). In order to get out of
the crisis, monetary policy implemented. However, when it was insufficient stimulative
policies were applied. In fact, compared to fiscal policy monetary policy is easier in
implementation. However, fiscal policies are more effective. Therefore, liquidity
supports, tax incentives, loans for production and exports, warranty and funding
supports have followed the monetary policy implemented by the Central Bank.Cash
repatriation reduced withholding tax to zero that implemented to domestic investors in
equity gains. Tax debts before September 1, 2008 were split into installments at 3%
interest for eighteen months. The deduction in resource utilization support fund in loans
extended to real persons wasreduced to 10%. The private communication tax of Internet
service providers was reduced to 5%. Corporate tax exemption was introduced for SMEs.
SMEs were supported with zero or low interest loans. SMEs were also given opportunity
to benefit from KOSGEB loans. The maturities of low-interest agricultural loans by Ziraat
Bank and Agricultural Credit Cooperatives was increased. Eximbank’s credit limits and
issued capital was increased. In order to increase domestic demand, the period of
temporary special consumption tax discount rates was extended in 2009.

In the Decision on State Aids in Investments accepted in 2009, customs tax exemption,
minimum amount of investments, VAT exemption, employer’s share of insurance
premium, tax deduction and budgetary payments were arranged. Canalizing the focus
on high value-added investments, preventing unemployment through increasing
production, ensuring sustainable development, increasing the international
competitiveness that encourage large-scale investments with high technology and
research-development content, increasing foreign direct investments and reducing
regional development differences were main targets of these applications. Within the
scope of the notification published in accordance with this decision, incentive amounts
for four investment regions and minimum investment amount to benefit from incentives
were determined. Those who exceed the minimum amount of the investment have been
provided with customs duty exemption, value added tax (VAT) exemption, tax
deduction, investment site allocation and support for employer’s national insurance
contribution.

Global crisis had a negative impact on Turkish economy in terms of foreign trade,
financing and expectations. The economy recovered an environment of trust with the
monetary policy and following simulative packages. Accordingly, favorable credit
conditions have increased domestic demand. Thus, the impact of the crisis on Turkish
economy declined towards the end of 2009. The indicators of the crisis have
disappeared with 11% growth in 2010. As a result of the crisis, the role of the state in
the economy (social state, increase in tax rates, progressive tax system etc.) had been
re-questioned.
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3. Evaluation of 2018 within the Scope of Real Sector Indicators

For the first time since the 2008 global crisis, the world economy and global trade began
to revive in 2017. Economic growth has accelerated in the US and Europe and
unemployment rates have declined. On the other hand, raise in oil prices in developing
countries led to increase in growth rates. In the Chinese economy, shadow banking and
capital outflows began to be controlled, the financial sector was relieved. However, the
tight monetary policy implemented by the American Central Bank (FED) and European
Central Bank (ECB) had a negative impact on global capital flows. Countries with foreign
currency debt got into a panic. In the meantime, Turkey increased industrial production
capacity utilization rate up to 80% in 2017. In order to reduce the budget deficit, the
government has appealed to austerity measures. In addition, tax rates in some sectors
were increased and new taxes were introduced (TUSIAD, 2018: 3-17).

Turkey experienced a significant rise in exchange rates in the second quarter of 2018.
Due to the rise in the exchange rate, demand for foreign currency also increased and
Turkish Lira depreciated. Generally, a speculative attack on any currency causes a
currency crisis (Krugman, 1997: 1). This crisis has prevented by implementation of the
monetary policies. Since the effect of sudden and rapid rise in exchange rate
experienced in 2018 has been observed in real sector, only real sector data are included.
The crisis in the real sector shows itself in the form of unemployment, stagnation,
inflation etc. in goods, services and labor markets. Two-quarter data is taken as basis to
evaluate instability conditions such as inflation, stagflation and recession. An economy
that has a growth rate of 0-2% within last six-month periodis considered to be in a
recession period. If the growth is negative and continues to shrink, the recession is
turning to a crisis (Ulusoy, 2016: 220).

In order to understand the situation in the real sector, growth rate, industrial production
index, inflation, construction cost index and unemployment rate indicators will be used.
While analyzing indicators, the comparison of 2008 and 2018 is significant to understand
the current real sector situation better.

Figure 1. Growth Rate (Change in GDP%)
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Source: Generated by the author using the TurkStat data.
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The growth rate of Turkish economy between 2006- 2018 is shown in Figure 1. Figure 1
shows that the economy has shrank since 2006, the growth rate in 2008 is just 0,8% and
the economy shrank by 4,7%. It is seen that in Turkey the global economic crisis of 2008
shows its impact in 2009. The economy recovered in 2010 and the growth rate in 2011
was 11,1%. However, the economy narrowed again in 2012 and grew by 8,5% in 2013.
The economy shrank compared to the previous year in 2014. It grew by 6,1% in 2015,
shrunk again in 2016 and the growth rate in 2017 was 7,4%. It is seen that Turkish
economy cannot sustained a steady growth at that time. In September 2018, the
economy contracted %2,2 and regress to 5,2%. The downturn experienced in 2008 and
2009 has not yet taken place in 2018. However, while the economy grew by 1,8% in the
third quarter of 2018, the economy shrank by 3% in the last quarter. For this reason, the
economy has entered the recession process.

Table 2. 2018 GrossDomestic Product InTerms of TL/ USD

1. Quarter 788billionTL 206 billion $*
2. Quarter 885billion TL 202 billion $
3. Quarter 1.016trillion TL 180billion S
4. Quarter 1.010 trillion TL 183 billionS

*Calculations were made on average three-month exchange rates.

Source: Generated by the author using TurkStat, Ministry of Treasury and Finance data.

As shown in Table 2, except last period Turkish per capita GDP at current prices rose in
TL terms. However, due to the 3% contraction in the last quarter of the economy, the
national income decreased in TL terms. However, the national income declined against
the dollar except the last period. At this point, the appreciation of the Turkish lira is
important (Egilmez, Yenigag, 10.12.2018).
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Figure 2. Change Rate of Industrial Production Index Compared to December of the
Previous Year(%)
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Source: Generated by the author with using seasonally adjusted TurkStat data

Figure 2 shows changes of seasonally adjusted industrial production index of Turkish
economy from one December to the following December. While the production index
increased approximately 6,7% in 2006 it started to decrease in 2007. At the end of 2008,
as the effects of the crisis were observed, industrial production index decreased by
13,9% compared to the previous year. Production increased with the measures taken in
2009 and reached to its highest level in 2010 with 21,9%. However, compared to the
year before, industrial production index decreased in 2011, 2012, 2014 and 2016.

The instability in the industrial production index is in line with the economic growth. In
2017, industrial production significantly increased but this was short-lived. Industrial
production decreased by 9,8% at the end of 2018. This contraction in industrial
production is lower than the one in 2008.

The contraction in industrial production increases bankruptcy, liquidation and unpaid
debts in the economy. According to the data of The Union of Chambers and Commodity
Exchange of Turkey (TOBB), 23.596 companies were closed and 9.462 companies
entered the liquidation process in September 2018 (TOBB, 2018: 19-20). The number of
the firms applied for concordat was 401. In December, 1.566 companies entered the
liquidation process while 3.960 companies were closed down (TOBB,
https://www.tobb.org.tr/en/, Date Accessed: 21.03.2019). The continuously decrease
in the industrial production index adversely affect both the unemployment data and
foreign trade data.
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Figure 3. Change Rates of Construction Cost Index Compared to the December of the
Previous Year (%)
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Figure 3 shows the change in the construction cost index of 2006-2018 compared to
December of the previous year. Construction costs decreased by 50% in 2015. The main
reason for this significant decline is thought to be the change in the base year, because
the costs have continued to increase in the following years. Costs increased 18% in 2016,
16% in 2017 and 25% in 2018.

The increase in construction costs had a negative impact on the housing market. Housing
sales increased by 4% in 2016 and 5% in 2017 and decreased by 2,4% in 2018 (TurkStat,
https://biruni.tuik.gov.tr/medas/?kn=73&locale=en, Date Accessed: 21.03.2019). In
order to prevent this decline, fiscal policy was brought to agenda. VAT rates were
decreased from 18 percent to 8 percent in housing sales. In addition, the reduction of
title deed fees from 4 percent to 3 percent was continued. However, the high interest
rates and construction costs did not provide sufficient demand.

The instability in the economy affects many data. In this respect, it is seen that economic
data are not independent from each other but affect each other. The decrease in the
industrial production index lead to increase the number of close down firms and
unemployment. The most important outcome of the increase in construction costs and
decrease of industrial production index is seen in employment.

Figure 4. Change of Unemployment Rate Compared to Previous Year
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Figure 4 presents the change of unemployment rates compared to the one year before.
The data contains information between 2006- 2018. The unemployment rate was 10%
in 2006 and 2007. It increased to 11% in 2008 and 14% in 2009. In the following three
years, it decreased gradually. It increased to 9,7% in 2013. In 2014, It increased to 14%
due to the contraction in the economy. It decreased to 10,3% in 2015 while it increased
t012,3%in 2016, 2017 and 2018. In fact, it has not reached the level it reached in 2009.
Considering all of these developments, one can say there is a recession in the economy.
Moreover, rising inflation has accompanied to this recession since 2016.

Inflation is an instantaneous and continuous rise in the general price level within six-
month period. In developing countries continuous price increases over 6% is considered
as inflation while this rate is 3% for developed countries. Moreover, inflation rate below
7% is considered as a moderate inflation, while two-or three-digit inflation rates are
accepted as excessive inflation (Ulusoy, 2016: 186).

Figure 5. CPI, % Change Compared to December of Previous Year
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Source: Generated by the author using TurkStat data.

Figure 5 shows the yearly percentage change in consumer price index (CPI) and consist
the data between 2006- 2018. Inflation rate has not decreased below 6% within the
relevant period. Inflation reached to double-digit figures in 2017 which is higher
compared to the period of 2008 crisis.

The decrease in consumption and investment expenditures in the economy leads to
shortage of demand (TurkStat, http://tuik.gov.tr/HbGetir HTML. Do? Id = 30886, Date
Accessed: 21.03.2019). Production decreases due to the lack of demand. Enterprises
work with low capacity and employment increases (Ulusoy, 2016: 220). On the other
hand, inflation adversely affects exports and triggers unemployment.

Turkish economy experiences slumpflation in 2018 where the economy contradicts with
an excessive inflation (Egilmez, http://www.mahfi egilmez.com/ 2019/03/turkiye-
slumpflasyona-girdi.html, Date Accessed: 22.03.2019). It is difficult to fight with
slumpflation.

Expansionary fiscal policies (increasing public expenditures, tax reductions) should be
implemented in the fight against recession. Public expenditures should encourage
private sector spending to prevent contraction in the economy. Moreover, by multiplier
effect public spending will provide an expansion in the economy. Turkey implement SCT
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and VAT reductions to stimulate private sector spending. Budget expenditures were
increased by 22,4% and accordingly public expenditures rises by TL 830 billion. The
budget has given deficit (Ministry of  Treasury and Finance,
http://www.bumko.gov.tr/Eklenti/12349,aralik-2018-aylik-butce-gerceklesmelerirapo
rupdf.pdf? 0, Data Accesed: 21.03.2019). Expansionary fiscal policy was applied but the
desired outcome could not be obtained.

Contractionary fiscal policy should be implemented in the fight against inflation. In
October 2018, the inflation rate beat a record with a rate of 25,24%. As a result, an anti-
inflation program has introduced. As an outcome, inflation rate decreased to 21,62 % in
November and 20% in December. The main reason behind this is reduction of
transportation costs by cheapen the oil prices.

Real sector data of Turkey shows the problems like high inflation, unemployment,
economic downturn, decline of industrial production. The growth rate has not
experienced a decline seen in 2008 yet. Industrial production index decreased by 7%
compared to 2017. However, it has not reached 2008-2009 level. The construction cost
index increased highly (25%) compared to 2008-2009. Inflation was doubled in the same
period. These data show us the fact that Turkey experiences slumpflation. Expansionary
policies should be implemented to increase demand until recovery. When recovery
achieved, contractionary policies should be implemented. Economic problems should
be identified on time and right policies should be implemented without delay. In
addition, the success of the policies increases as compatibility with other policies
increases.

4, Conclusion

As a result of globalization, the international flow of financial capital increased and crises
multiplied. Turkish economy is also affected by the global crises. 2008 crisis that
emerged in the US was reawaken Keynesian policies and social state. Turkey indirectly
affected by the crisis and has implemented mainly expansionary fiscal policy. Thus, the
economy started to recover by the end of 2009.

This study compares 2018 and 2008-2009 Turkish data in terms of the growth rate,
inflation, industry production index, construction cost index, unemployment. The
growth rate did not experience a similar decline as in 2008 crisis period. Industrial
production index decreased by 7% compared to 2017. However, it has not reached
2008-2009 level. The construction cost index increased highly (25%) compared to 2008-
2009. Inflation is doubled and appeared as 20% in 2018. These data show us the fact
that Turkey experiences slumpflation.

Both expansionary and contractionary policies must be implemented in order to fight
with slumpflation. Public spending has increased through tax cuts for the recovery of
Turkish economy. However, the demand has not reached the desired level.
Expansionary fiscal policies should be continued and after demand reaches to the
desired level contractionary policy should be applied. Fiscal policy should be
implemented on time and be supported with other policies.
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Probably monetary policies, anti-inflation measures, tax incentives, the new economic
programs, increase in public savings will solve the problems but this will take time. The
economic crisis is not experienced only in the real sector. The crisis occurred in the real
sector appear as dead loans in the financial sector. Therefore, loan and financial sector
data should be considered and evaluated.
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AN ECONOMETRIC ANALYSIS ON DETERMINANTS OF FOREIGN
DIRECT INVESTMENT IN TURKEY

Mikail PEHLIVAN?

Abstract

The globalization phenomenon, which started with financial liberalization in developed countries in the
1970s, was expanded in the 1980s and 90s by developing countries. This globalization process, which
started with financial liberalization, made the countries more affected with each other.Foreign direct
investments (FDI)are desired to be drawn into the country for the purposes of medium and long-term
employment, technology transfer, integration into international markets, development of competitive
environment and training of qualified labor force from developed countries to developing countries. In
this study, it is aimed to describe the effect of some macroeconomic variables on FDI in Turkey in an
econometrical point of view. In this analysis, for the period of 2007Q1-2018Q1, the effects of economic
growth, trade openness, exchange rate, labor cost and environmental taxes on FDI are analyzed by using
the Autoregressive Distributed Lag (ARDL). While economic growth and trade openness variables were
expected positive on FDI; exchange rate, labor cost and environmental taxes variables were expected
negative on FDI. As a result, it is found that the effect of economic growth, trade openness and
environmental taxes on FDI were not statistically significant in long-term but, labor cost and exchange
rate variables were statistically significant in long-term. In this context, effects of the labor cost and
exchange rate on the FDI were found to be negative in the long-term. In addition, the results of Error
Correction Model (ECM) reveal that the short-term deviations can be balanced in the long-term.

Keywords: Foreign Direct Investments, ARDL, Coingtegration, Error Correction Model

JEL Code: C22, F21, R11

1. Introduction

The globalization phenomenon, which started with financial liberalization in developed
countries in the 1970s, was expanded in the 1980s and 90s by developing countries. This
globalization process, which started with financial liberalization, made the countries
more affected with each other.

Countries implemented closed-economy policies in the pre-1970's, followed by trade
and financial liberalizations have facilitated international capital flow.The international
capital, which the countries see as an additional source for faster development, has
caused the rapid spread of shocks in the countries which are integrated with the
phenomenon of globalization.

1 Res. Asst., Trakya University, mikailpehlivan@trakya.edu.tr
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FDI are investments made by investors outside the borders of a country by establishing
facilities such as factories, opening branches, real estate or buying an existing company
in whole or in part.lt is required to draw from the developed countries to the developing
countries with the idea of developing the economy such as employment, technology
transfer, integration into international markets, development of competitive
environment and training of qualified labor force in the medium and long-term. It is
considered as an important condition for success in effective investment, job creation,
high wages and technology transfer. Therefore, many countries follow many incentive
policies to attract FDI (Artige & Nicolini, 2006: 1). In this context, Turkey as one of the
developing countries has made many arrangements until today.

Therefore, this study estimated the economic factors that are determinants of FDI
inflows to Turkey and these factors' relationship with FDI inflows have been disclosed.

2. The Determinants of Foreign Direct Investments: Theoretical
Framework

In the literature, the variables used to explain FDI are quite a lot.The variables used to
explain the FDI theories in empirical studies are generally based on the United Nations
report "World Investment Report 1998: Trends and Determinants". In this part, the
relations of the variables to be used in the analysis with FDI will be explained.

The first is the size of the market. Market size is the driver for FDI inflows. At this point,
in order to measure market size in econometric studies, Gross Domestic Product (GDP)
or GDP per capita is taken as data. It is stated that firms will move towards the markets
of large and developing countries with the idea that their investments will be higher and
thus make more profit (Jordaan, 2004: 40).

The second is the trade openness, which is expressed as the ratio of the sum of exports
and imports to GDP. This data shows the speed or potential of the goods and services
produced by investors to deliver to the world markets. The degree of trade openness of
countries also affects markets in the country. Providing raw materials or intermediate
goods in a country that follows limited trade policies will result in higher costs than
countries that follow free trade policies (Kravis & Lipsey, 1982: 216). In this framework,
the market size and the fewer trade limitations will create an attractive production and
marketing area for the FDI (Culem, 1988: 900; Edwards, 1990: 10).

The third is the exchange rate. In FDI theories, exchange rate is considered as an
indicator that measures competitiveness. This is because the exchange rate affects the
competition in the market with income and cost effects. Income effect is positive on FDI
but on the other side, the cost effect has a negative impact on FDI. Therefore, the effect
of exchange rates on FDI will be determined by the advantages of income and cost
effects on each other (Chakrabarti, 2001: 163).

The fourth is labor cost. It is generally accepted that the low labor cost is effective on
FDI. Firstly, the attractive conditions that will be generated by a reduction in production
costs; secondly, high productivity is taken into consideration besides cheap labor. Low
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labor costs and high quality labor force are important factors for FDI (Candemir, 2009:
670; Shamsuddin, 1994: 44).

The fifth and last variable isenvironmental taxes. Leonard (1988) explains the impact of
environmental regulations on FDI with two hypotheses: "Pollution haven" and
"industrial flight". The pollution haven hypothesis explains the FDI flowing towards
developing countries through fewer environmental regulations. In the industrial flight
hypothesis, investments that flow to other countries are explained due to the tightening
of environmental regulations in developed countries (Hansen, 1998: 9-10).

3. The Determinants of Foreign Direct Investments in Turkey

In this study, the effects of growth, trade openness, exchange rate, labor cost and
environmental taxes on FDI are analyzed using the ARDL.

3.1. Model, Data and Method

In the analysis, the functional form of the model created to identify the determinants of
FDI in Turkey is as follows:

FDI, = f(GDP,OPEN, REER,LC,ETX) (1)

The definitions of the variables included in this function are as follows: FDI=Foreign
Direct Investments, GDP=Gross Domestic Product, OPEN=Trade Openness [(Total
Import + Total Exports / GDP], REER=Real Effective Exchange Rate representing the
exchange rate, LC=Labor Cost, ETX=Environmental Taxes.The logarithmic states of the
FDI, GDP, REER, LC, ETX variables were used. Accordingly, the model to be estimated is
formed as follows:

LFDI = 6, + 6,.LGDP + 6,.OPEN + 05. LREER + 0,.LLC + 0<.LETX + &, (2)

In the study, the quarterly time series of the 2007-2018 related to these variables were
analyzed and the data was taken from The Central Bank of the Turkish Republic, Ministry
of Finance and OECD databases.

3.2. Methodology

3.2.1. Unit Root Tests

In the study, firstly stationary analyzes of the time series in the model were performed.
A stationary time series is one whose statistical properties such as mean, variance,

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 494

autocorrelation, etc. are all constant over time. Otherwise, there is a possibility of false
regression problem in analysis with non-stationary series (Gujarati & Porter, 2012: 740,
762). Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) unit root tests were used
to determine the stability of the series.

3.2.2. Autoregressive Distributed Lag

The idea of cointegration was first introduced by Granger (1981) and Granger and Weiss
(1983). Then it was developed by Engle and Granger (1987). The difference between
ARDL bound test and these methods used in cointegration analysis is that: According to
these cointegration tests, series should be stationary at the same level. However, in the
ARDL bound test, the existence of a cointegration relationship between series can be
investigated regardless of whether the series are | (0) or | (1). Another advantage of this
model is that it allows analysis to be carried out with a small number of observations
(Narayan & Narayan, 2004: 101-102).

4. Findings and Evaluation

First, the variances of the series were stabilized by taking the logarithm of the non-
proportional series before the unit root tests were performed. According to the ADF unit
root test results, except for OPEN and LLC variables, the entire series were stationary (I
(0)); OPEN and LLC variables became stationary (I (1)) after the first differences were
obtained. According to the PP unit root test, except for the LLC variable, the entire series
is stationary (I (0)); the LLC variable became stationary (I (0)) after the first difference.
Information on ADF and PP unit root tests is shown in Table 1.

Table 1. Unit Root Tests Results

Critical Values
Variables ADF
1% 5% 10%
LFDI -4,3*%(0) -3,58 -2,92 -2,60
LGDP -4,47%(5) -4,21 3,52 | -3,19
OPEN -2,33(5) -3,61 -2,93 -2,60
LREER -4,12%*(1) -4,18 3,51 | -3,18
LLC -2,30(2) -4,19 -3,52 -3,19
LETX -1,85%**(5) | -2,62 -1,94 | -1,61
A OPEN -3,46*(5) -2,62 -1,94 | -1,61
ALLC -4,76*(1) -3,59 -2,93 -2,60
Critical Values
Variables PP
1% 5% 10%
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LFDI -4,34%(1) -3,58 2,92 |-2,60
LGDP -5,29%(3) -4,18 -3,51 | -3,18
OPEN -3,41**(4) | -3,58 2,92 |-2,60
LREER -3,31%**(3) | -4,18 -3,51 | -3,18
LLC -2,49(6) -4,18 -3,51 | -3,18
LETX -4,35%(3) -4,18 -3,51 | -3,18
A OPEN -8,5%(18) -2,61 -1,94 | -1,61
A LLC -7,11%(5) -3,59 2,93 | -2,60

Note: (***) 10% significance level, (**) 5% significance level and (*) 1%
significance level is statistically significant

After the stationary tests of the series, the existence of the cointegration relationship
between the series will be tested with ARDL model and the long and short-term
dynamics will be examined according to the results obtained. The model to be used in
the study of cointegration relationship was formed according to Akaike Information
Criterion (AIC) by taking the maximum lag length 4.

Table 2. Bound Test Results

Critical Values
F-statistic 1% 5% 10%
1(0) 1(1) 1(0) 1(1) | 1(0) 1(1)
16,56 3,93 5,23 3,12 4,25 | 2,75 3,79

According to the results of ARDL boundary test F-statistic, which is calculated as 16,56,
is higher than the upper limit of 1% significant level shows that there is a cointegration
relationship between the variables. In this direction, the long-term relationship between
the variables was determined with the help of ARDL model. The long-term results are
shown in Table 3.

Table 3. Long-term Coefficients

Coefficient Standard Error t-statistic
LGDP 1.551645 0.984200 1.576554
LLC -8.003936* 2.190119 -3.654568
LREER 6.325385* 1.890867 3.345230
LETX 0.159693 0.409999 0.389495
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OPEN -2.212067 2.356868 -0.938562
c -21.342575 26.777334 -0.797039
@trend 0.158979 0.061061 2.603606

Note: (*) shows that statistically significant at %1 significance level

According to ARDL model long-term estimation results; it was determined that labor
cost and real effective exchange rate variables had a statistically significant effect on FDI.
The long-term results obtained can be summarized as follows:

There is a negative correlation between LC and FDI at 1% significance level. 1% increase
in LC reduces FDI by 8%.

There is a positive correlation between REER and FDI at 1% significance level. 1%
increase in REER increases FDI by 6%.

In the following part of the analysis, the error correction model based on ARDL model
was estimated and short-term dynamics were examined.

Table 4. Error Correction Model Results

Coefficient Standard Error t-statistic
ALFDI,_4 -0.100372 0.128423 -0.781576
ALFDI,_, -0.377135** 0.143140 -2.634732
ALGDP, 0.264308 0.688033 0.384150
ALLC, -0.604074 1.498654 -0.403078
ALREER; -3.347884** 1.177509 -2.843192
ALREER; 4 0.108537 1.474148 0.073627
ALREER;_, -4.905053* 1.216694 -4.031459
ALETX, -0.355894 0.219472 -1.621592
ALETX; 4 0.160546 0.199873 0.803239
ALETX;_, -0.094753 0.196770 -0.481541
ALETX; 3 -0.926497* 0.199818 -4.636698
ALOPEN, 0.320714 1.406388 0.228041
ALOPEN,_4 2.280529 1.643611 1.387511
ALOPEN,_, -2.006482 1.549991 -1.294512
ALOPEN,_; 2.794801*** 1.362087 2.051852
A@trend, 0.130413* 0.042401 3.075671
ecm;_q -0.820315* 0.123509 -6.641726

Note: (***) 10% significance level, (**) 5% significance level and (*) 1% significance level is statistically

significant.

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 497

The fact that ecmt.1 term, which indicates that whether the deviations in the short-term
will be corrected in the long-term, is considered to be 0 to -1 (-0,82) in order to be
statistically significant. In other words, it is estimated that the short-term deviations will
be balanced in the long-term. The coefficient of the term ecm:. refers to the balance
speed of the deviations in the short-term.

5. Conclusion

According to the findings, it was found that REER and LC were statistically significant on
FDI, it was observed that there was a positive relationship with REER and a negative
relationship with LC in the long-term. It can be said that the weight of the use of
imported inputs in the production of FDI is high because FDI inflows to Turkey negatively
impacted by exchange rate increases (in other words, positively impacted by REER
increases). According to this result, it can be said that FDI inflows to the country are not
export-oriented but oriented towards the national market. Therefore, the decrease in
the exchange rate may increase the supply of goods and services to the national market
by reducing the imported input costs.

LCis animportant factor especially for FDI who want to do business in the manufacturing
sector. At this point, the labor cost is repulsive; labor productivity is an attractive
factor.According to the findings, there is a negative correlation between LC and FDI at
1% significance level. 1% increase in LC reduces FDI by 8%.

In this context, public spending in Turkey can be channelled to well-structured education
and health services in order to remove the negative effects of labor costs on FDI.
Improving human capital can also help attract technology-intensive FDI to the country.
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ADMINISTRATIVE OBJECTION IN CUSTOMS CODE

Aylin ARMAGAN! Serkan SEYHAN?

Abstract

In Article 242 of the Customs Code under the section “Objection”, objections against the administrative
decisions customs tax and penalties and the administrative decisions are regulated. This administrative
appeal contained in the Customs Law Act is generally accepted as a mandatory administrative objection
in the case-law of the higher courts, in the administrative practice and in academic studies on this subject.
When the secondary legislation on the said provision is examined, it is understood that this practice
contradicts both the basic principles of administrative jurisdiction and the fundamental human rights.
Thus this administrative application affects the taxpayer's right to access to court directly. Property right
of the taxpayer is also affected inderectly because of the interest of default the extended administrative
and legal process may cause.

As a result of this study, the conclusion that the existing provision has been misjudged by the
administrative and judicial bodies. It is accepted as a mandatory way yet the regulation in the Customs
Code clearly shows a discretionary application path. Subsequently, the reference to Article 10 of the
Administrative Procedure Code as the source of the regulations in the secondary legislation relating to
the provision is wrong in our opinion. Because in act 10 of this code, is an provison for situations where
administrative bodies does not establish a procedure. However, this administrative objection contained
in the Customs Code only can be made against an administrative action by the customs administration. In
the light of these findings, it is emphasized that the fundamental rights of individuals may be violated.
Because the prolongation of the administrative objection, the right to access to the court of the taxpayers
is violated.

Keywords: Customs Tax Law, Administrative Objection, Administrative Application

JEL Code: K23, K34

1. Introduction

In Article 242 of the Customs Code, the administrative objections against customs tax
and penalties andadministrative decisions are regulated. This regulation is considered
to be a mandatory administrative objection, which must be completed before opening
a lawsuit in both the doctrine and the high judicial decisions. For this reason, the
administrative appeal process envisaged by the Customs Code has a direct impact on
the rights of individuals. The failure to file an administrative appeal shall also prevent
the prosecution. For this reason, it is important to clarify the procedure to administrative
appeal. In this context, the scope of the study is toclarify administrative objection

1 Res. Asst., Altinbas University, Faculty of Law, Division of Fiscal Law, aylin.armagan@altinbas.edu.tr
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institution which is regulated under Article 242 of the Customs Code and secondary
legislation, particularly the Customs Regulation.

Within the scope of this study, the legal framework of the regulation in the Customs Law
will be tried to be drawn, not only the provision, but also the secondary legislation
concerning the provision. Next, the elements of this administrative remedy and the
problems it creates in the legal order will be discussed. These are respectively; the
element of necessity, the implementation of the additional period that the
administration may take at the point of responding to the applications and the
attributions to other regulations. Finally, these regulations will be examined within the
framework of fundamental rights and freedoms.

2. Legal Framework of Administrative Objection in Customs Law

The administrative objection in the Customs Code is regulated by Article 242 of the Law.
In accordance with paragraph 2 of the article, within 30 days following the
administrative objection, the customs directorate must respond to the objection.
However, according to Article 586 of Customs Regulations in cases where no decision
can be taken within thirty days, the second paragraph of Article 6 of the Code shall apply.
According to the Article 6/2 of the Customs Code, if it is not possible for the customs
administration to comply with the period set forth in the law, it is arranged that the
contracting authority should inform the applicant of the rightful reason for the
exceeding the period and the additional period they deem necessary.

In the circular published in 2014 on the issue of responding to the administrative appeal
by the General Directorate of Customs, the issue of determining this additional period
is regulated. In the said Circular, the provision on which the additional period shall be
based is shown as Art. 10 of the Procedure of Administrative Justice Act (PAJA). Again,
according to the Circular and Art. 10 of PAJA, this extended period shall be determined
not to exceed 6 months from the date of application. On the other hand, even if the
additional period was used, since the applicants could not obtain a definite result within
30 days, they can file a lawsuit according to the provision of 10/2.

3. Assessment of the Legal Structure

3.1. Assessment on Obligation Element

Although Article 242/1 of the Customs Code explicitly provides for an arbitrary
objection, the opinion of the Council of State and the circulars issued by the Ministry of
Customs and Trade provide the opinion that the said provision is an administrative
remedy which must be exhausted (Koban & Ercan, 2017: 24).

When the reason of the provision is examined, it can be seen that an explanation cannot
be made in terms of the necessity of the administrative appeal. When interpreted as a
verb clause, it is understood that a mode is used which refers to probability (Kagitcioglu,
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2017: 246). Considering the literal meaning of the provision, it should be accepted that
the administrative objection path set out in Article 242 is arbitrary. In some of the
decisions made by the local courts recently, the case law has also started to emerge that
it is not mandatory (Sariaslan, 2018: 361).

3.2. Assessment on Extention

When Article 242 of the Customs Code and secondary legislation examined, it is seen
that when objection can not be replied within 30 days, additional time can be taken by
the administration, this additional period can not exceed 6 months due to the regulation
in PAJA Art.10. This understanding of the circular is open to discussion. Because the six-
month period referred to in Article 10 is not a limitation for an additional period that the
administration may receive at the point of response to the reply. The six-month period
was set for the purpose of limiting the period during which individuals may take to wait
the administrative authority’s final decision. Other kind of understanding, will be
contrary to the verbal interpretation of the provision which dictates as “waiting period
can not exceed 6 months”.

3.3. Assessment on Atributions to Customs Code Art.6 and Code of Administrative
Prosedure Art. 10

When the legal framework of the administrative objection path in the Customs Code is
taken into consideration, in the case of determining the limits of the additional time
provision ther is an atribution to Art. 6 of the Customs Code and another atribution to
PAJAArt. 10 for the application procedure and in the period of the reply. PAJAArt. 10
regulates the applications or objections in the absence of any action previously
established in the same subject. On the other hand, PAJAArt. 11 regulates administrative
objections to an administrative act established on the relevant branch orto remove of
the administrative procedure.

If there is an administrative procedure in the middle of the case, PAJAArt. 10 cannot be
applied, in this case it is necessary to go to Art.11 (Sancar, 1990: 82). It is stated that if
there is an obligatory objection procedure PAJAArt. 11 can not be implemented.
However, it can be understood from the expression of Customs Code Art. 242 this
objection is not a obligatory administrative appeal. Therefore, the additional time
element is incorectly based on Customs Code Art. 6 because of the incorrect
identification of the necessity of the administrative objection in question.

Another point to be discussed at this point is whether the customs tax and penalties
subject to the administrative objection are a revocable administrative action. Because
administrative procedures can only be subject to the case when they are absolute and
executive (Candan, 2006: 71). The absolutity and executivity of the administrative
procedure shall mean that the administrative unit and body which regulate the
procedure, does not need consent or approval of another administrative units and other
bodies of the state (Atay, 2012: 425; Erkut, 1990: 119). Customs procedures, however,
are mostly those that are required by customs legislation in the customs administration

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 502

and they should be accepted as one-sided and individual procedures of the
administration (Sariaslan, 2018: 348). When the customs taxes and penalties which are
the subject of administrative objection mentioned in Art. 242, there is no doubt that
these are the unilateral and individual procedures of the administration. Considering
that the taxes and penalties imposed by the customs administration do not need to be
submitted to the approval of another administrative authority for the acquisition of law
in the legal order, these administrative procedures should be considered to be absolute
andexecutive. Therefore, these procedures of the customs administration may be
subject to litigation.

3.4. Assessment on Fundamental Rights and Freedoms

The mandatory administrative objection regulated by the Customs Code, must be
understood clearly as it is linkedright to legal remedy since the necessity of exhaustion
before the judicial system and the possibility of the loss of the right because of the
complete closure of the judicial pathif the time is missed. This procedure is also linked
to the right of property, which is one of the the most basic rights of the individuals, since
the customs duties and penalties that constitute the subject of the administrative
objection can effect individuals property.

In the first part, wher the legal framework is tried to be drawn. As seen administrative
objection is not regulated by a single law and the application of the provisions of the
Customs Code, as well as the provisions of the PAJA, the Ministry of Customs and the
Council of State and this prosedure shaped by the case law. It is contrary to the
Constitution that the way of mandatory administrative appeal is regulated in law in a
complicated way which may cause the individuals to lose their rights in a way mentioned
in the reason of the provision of Art. 40/2 of the Constitution.

The administrative objection in the customs law should also be examined within the
framework of the right to legal remedy. Because, the government draws an
administrative procedure to be consumed before jurisdiction and creates a temporary
obstacle in the stage of going to the judiciary. The European Convention on Human
Rights does not explicitly regulate right to legal remedy. However, it is to be considered
part of the ECHR under the right to a fair trial and the right to effective remedywhich
are regulated by articles 6 and 13. In Article 36 of our Constitution, the right to legal
remedy is guaranteed. This freedom is not only in the execution of the lawsuits filed but
also in the freedom of individuals to go to the judiciary when there is not a case yet
opened (Oztiirk, 2015: 78).

The mandatory administrative appeal procedure limits the access of individuals to the
court within the framework of freedom of rights. These restrictions are brought with the
provisions regulating who can take legal action within each country's internal legislation
(Aydin, 2013: 278). However, these limitations should not be touched on the essence of
the right and should be arranged in a way that does not eliminate the purpose of
existence (Kasikgl, 2017: 548). Parallel to this, it is said that the right of access to court
by the Constitutional Court is not an absolute right, but it is violated if limitations
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regulated by the state determines absolute and strict time restirictions and these
limitations are too complex and discouraging.

4. Conclusion

It is necessary to accept that the administrative objection path in Article 242 of the
Customs Code is a discretionary administrative remedy, taking into account the nature
of the literary meaning of the provision. When we look at Article 6 of the Customs Code
with the guidance of Article 586 of the Customs Regulation, it is said that the period
specified can be exceeded if it is not possible to comply with the period by the customs
administration. There is no clarity as to how this additional period in this provision is
determined and its limits.It is observed that this additional period was based on PAJAArt.
10by the circular of Ministry of Customs and Trade. On the other hand, PAJAArt.10 is a
provision that regulates the applications that will be made to the administration for the
purpose of establishing a procedure in the lack of any. When we look at the Customs
Code, it is seen that there is already a customs tax or penalty established, and that
taxpayers apply to the administration against this administrative process. For these
reasons,the regulation mentioned in the Art. 10 is cannot be the root of administrative
objection. As can be seen, there are many contradictions in terms of the elements of the
administrative objection procedure in the Customs Code. The fact that these
contradictory statements and practices are not eliminated by the legislator leads to the
destruction of basic human rights such as taxpayers' right to legal remedy and the right
to property.
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A DIFFERENT ATTEMPT TO READ THE DISCLOSURE
MECHANISM: REVIEW OF DISCLOSURE ASSESMENT
COMMISSION IN TERMS OF PUBLIC LOSS

Selin OVALIOGLU?

Abstract

The purpose of this study is to determine the rights and obligations of the disclosure assessment
commissions and to dispute their responsibility to compensate if the disclosure mechanism is operated in
contradiction with the law. In this context, firstly, the conditions sought for the emergence of public loss
in terms of the imposition, accrual, and collection of public revenues and the financial responsibility of
public boards, committees, and commissions are examined and then, the results arising from the
determination of public loss briefly discussed. In the second section, general information about the
disclosure assessment commissions is given. In the third section, it is aimed to determine the rights and
obligations of the disclosure assessment commissions and therefore the scope of their responsibility.
Finally, the cases that can cause the public loss due to the decisions of the disclosure assessment
commissions are discussed.

Keywords: the disclosure assessment commissions, the disclosure mechanism, public loss, the financial
responsibility of administration

JEL Code: K19, K34, M41

1. Introduction

In order to reducethe costs of tax compliance, Article 370 of Tax Procedure Law
No.213was revised in 2016 toestablishthe disclosure mechanism. According to the new
system, if the taxpayer’s disclosure is accepted by disclosure assessment commission,
the former shall not be subject to a tax audit or an assessment via value assessment
commission within the confines of the taxpayers’ disclosure. On the contrary, ifthe
taxpayers’ disclosure is not accepted by the disclosure assessment commission, the
taxpenalty shall be assessed at 20% instead of 100% of the tax base that has or could
have been evaded.However, Article 370 of Tax Procedure Law No. 213 does not specify
what will happen if disclosure assessment commissions use (willfully or bydefect or
negligence) their margin of appreciation against the law and prevent any assessment of
tax or cause an assessment of tax penalty at a lower rate.

1 Res. Asst.,, University of Istanbul Faculty of Law Department of Fiscal Law,
selin.ovalioglu@istanbul.edu.tr
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Based on the authorization given by the Law, the disclosure assessment commissions
were established by the General Communiqué no. 482 (Communiqué no. 482).
According to Communiqué no. 482, these commissions are entitled to provide for the
preliminary determination of the cases where there are any signs of tax loss, to
determine the taxpayers who will be invited to disclose certain information related to
suspected tax loss and to evaluate their explanations. In cases wherethe disclosure
assessment commission breaches the lawwillfully or by defect or negligence, the loss of
the public income due to the tax loss of the Treasury may occurin theory. However,
when the regulations regarding the disclosure mechanism are examined carefully, it will
be seen that the cases, where public loss may occur, are quite limited.

2. Identification of Public Loss

2.1. The Notion of Public Loss

According to Article 71 of Public Financial Management Law No. 5018 (Law No. 5018),
the definition of public loss is to cause the decrease or prevent the increase in public
resource as a result of decisions, acts or actions contrary to the law which are committed
willfully or by defect or negligenceby public officials (Sisman, 2017: 93; Akyilmaz, 2015:
44). Even if it is not explicitly included in Law No. 5018, it is necessary to establish a
causal link between the action of the public official and the public loss (Hepaksaz & Sahin
ipek, 2018: 922). The fact that public revenues are not assessed and collected in
accordance with the law is one of the cases that are specifically listed in Article 71 of
Law No. 5018 ascausing public loss (Law No. 5018, Article 71 /11 / e).

2.2. Financial Accountability of the Board, Committee or Commissions for Accrual and
Collection of Public Revenues

Per Article 38 of Law No. 5018, public officials who are authorized and charged with
imposition, accrual, and collection of public revenues are responsible for the public loss.
Whilst the accountability status is regulated, the scope of accountability is not (Ustiin et
al., 2011: 382). It can be said that those who act against this rule of accountability are
obliged to indemnify public loss (Turguter, 2015: 306). Article 7/IIl of the Court of
Accounts Law No. 6085 also requires a causal link between decisions, acts, and actions
of the public officials and the public loss in order to rule about the indemnification.

However, the determination of causal link in case of public officials acting on boards,
committees or commissions is complicated. Article 31 of the Law No. 5018 clearly sets
forth the responsibility arising from the public expenditures made by the decision of the
board, committees or commissions. However, there is no clear regulation for the
financial responsibility of public officials acting on boards, committees or commissions
in case of illegal imposition, accrual, and collection of public revenues. If Article 8 of Law
No. 5018 is interpreted in tandem with Article 31 of Law No. 5018, the boards,
committees or commissions seem to be liable for the amount of public revenue which
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is not obtained due to the decision of the boards, committees or commissions (Ustiin
et. al., 2011: 385).

2.3. Legal Consequences Arising From Determination of Public Loss

The public loss can be determined as a result of control, inspection, audit, the judicial
review of Court of Accountsor other judicial and administrative proceedings (Hepaksaz
& Sahin ipek, 2018: 924-926). As per Article 71 of the Law no. 5018, public loss
determined as a result of control, inspection, audit, the judicial review of Court of
Accountsor other judicial and administrative proceedings shall be collected from the
relevant persons with the interest to be calculated according to the relevant legislation
as of the date of public loss.

Court of Accounts can act both as an audit organ on behalf of the Grand National
Assembly and as a judicial power (Kaneti, 2011: 28). If Court of Accounts determine the
responsibility of the boards, committees, and commissionsby acting as a judicial power
(Ustiin et al., 2011: 385), public loss should be demanded with the claim of unjust
enrichment from third parties (who are not addressed by Court of Accounts during
proceedings) before claiming the responsibility of public officials for accountability
(Uzun Cam, 2018: 24).

3. Invitation to Disclosure Mechanism

3.1. Legal Framework and the Nature of Invitation to Disclosure Mechanism

Invitation to disclosure mechanism was introduced by Article 22 of Law Amending the
Law No. 6728 on Amendments to Certain Laws for the Improvement of the Investment
Environment. According to the general rationale of the said Law, the purpose of the
invitation to disclosure mechanism and other amendments to the law is to increase the
predictability of taxation and to reduce compliance costs.

Pursuant to the Article 370/1V of the Tax Procedure Law No. 213, the Ministry of Finance
shall determine the details of the invitation to disclosure mechanism. Accordingly, the
Ministry of FinancepublishedCommuniqué no. 482 and identified many issues related to
the invitation to disclosure mechanism such as requirements of the invitation to
disclosure and establishment of disclosure assessment commissions. Doctrinally, this
mechanism is considered as an administrative amicable solution (Oktar, 2018: 425) or
as the preparation process of the accrual (Oncel et. al., 2018: 105) or as sui generis
activity likecollection of information (Basaran, 2017: 83-85; Rencber, 2018: 138).

3.2. Requirements of Invitation to Disclosure Mechanism

Article 370 of Tax Procedure Law requires a preliminary determination by the competent
authorities about the existence of certain signs indicating tax loss in order to operate
the invitation to disclosure mechanism. Although Article 370 of the Tax Procedure Law
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No. 213 provides no restrictions other than tax evasion (except for the use of counterfeit
invoices up to a certain monetary limit), Communiqué no. 482 lists 16 caseswhen the
taxpayers can be invited to the disclosure assessment commission and thus, limits the
scope of the invitation to disclosure mechanism.

3.3. Legal Consequences of the Invitation to Disclose

If it is concluded that the taxpayer, who is invited to disclose information, does not cause
the tax loss, the taxpayer will not be subject to any further tax audit and will not be
referred to the commission of appreciation (Oktar, 2018: 425). Ifthe taxpayers’
disclosure is not accepted by the disclosure assessment commission, the taxpenalty shall
be assessed at 20% instead of 100% of the tax base that has or could have been
evaded.Differently from Article 370 of Law No. 213, Communiqué no. 482 providesthat
it is possible for taxpayers who are invited to disclose information to benefit from a 50%
discount while assessing their tax fine if they submit their declaration within 15 days. It
can be said thatthis opportunity is set out in the third paragraph of Article 344 of the
Law No. 213 (Rengber, 2018: 142). There is also an opposing view claiming that the
public loss will be incurred if the taxpayersare invited to disclose even though they do
not meet said requirements and thus, benefit from a discounted rate (Basaran, 2017:
32).

4. Rights and Obligationsof the Disclosure Assessment Commissions

The disclosure assessment commissions are regulated by Communiqué no. 482.
According to said Communiqué, it was decided to establish an adequate number of
disclosure assessment commissions under the Revenue Administration and also Board
of Tax Audit. These commissions are obliged to make a preliminary determination
regarding tax loss and to evaluate the disclosures of taxpayers who were invited to
disclose. As it is understood from Communiqué no. 482, the commissions will not be
required to make any efforts to come up with a preliminary determination and they will
determine through the information and documents provided to them (Basaran, 2017:
89).

5. Problems on Determination of the Public Loss Arising from the
Decisions of the Disclosure Assessment Commissions

In a case where imposition, accrual and collection procedures of public revenues are not
made in accordance with the lawas a result ofthe decisions of disclosure assessment
commissions, in theory, the public loss may arise due to imposition, accrual, and
collection of tax penalty at a lower percentage. The first scenario where the public loss
may arise is when a taxpayer, who does not meet the requirements of the invitation, is
invited to disclose and said taxpayer is fined with a penalty of 50% of the amount of tax
loss instead of 100%. The second scenario is when the disclosure of a taxpayer, who
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does not meet the requirements, is accepted and said taxpayer is fined with a penalty
of 20% instead of 100%.

In the first scenario, it is doubtful whether there was a situation contrary to the law in
terms of Article 344 of Tax Procedure Law No. 213 (Rengber, 2018: 141). Firstly, the
rights and obligations of the disclosure assessment commissions are limited to the
determination of taxpayers who will be invited to the disclosure and assessment of their
explanations. Hence, the taxation shall be carried out by the tax administration. At this
stage, it is possible for tax administration to carry out ageneral tax audit except for the
issue subject to disclosure mechanism and continue with additional or ex officiotax
assessment. It is important to pay attention to this distinction if and when Article 38 of
Law No. 5018 is applied.

In addition, it is very difficult to determine the existence of will, defect and negligence
because it will require a re-examination of all the information and documents offered
by the taxpayer to the disclosure assessment commissions. Such a review of the public
lossallegedly caused by the disclosure assessment commission may possibly lead to
allegations regarding violation of trade secrets orviolation of tax privacy. Similar
concerns were brought up for reconciliation commissions(Sisman, 2017: 194). Finally, it
would be difficult to determine the non-compliance of the decisions of the disclosure
assessment commission with the law and consequently the public loss. In Turkish, “the
law” is a general expression and in this case, itrefers toboth Tax Procedure Law No. 213
and Communiqué no. 482. It is highly improbable to determine the illegality when these
two regulations accommodate conflicting provisions.

6. Conclusion

The financial responsibility of the administration is a requirement of the rule of law
(Oncel et al., 2018: 42). Therefore, the disclosure assessment commissions, which
determine the taxpayers to be invited to present information and examine it,should be
subject to high accountability standards in accordance with the principle of the rule of
law. In this context, it has been concluded that the vague scope of the disclosure
assessment commissions’ duties and responsibilities may lead to certain difficulties in
determining their financial responsibility.

On a side note, if the Court of Accounts rules on the existence ofthe public loss as a
judicial organ due to the decisions of the disclosure assessment commissions, the State
may not request the public loss directly from the disclosure assessment commissions. In
this case, there is a possibility thatthe public loss may be demanded with the claim of
unjust enrichment from the taxpayer responsible for the tax penaltybased onArticle 49
of the Turkish Code of Obligations (Ozgelik, 2012: 15). If the taxpayer is expected to pay
the tax penalty, which is determined as a public losswithout relying on a final judgment,
a tax audit report or an appraisal committee decision, it will be contrary to the principle
of legal security, a subprinciple of the rule of law.

In conclusion, this theoretical study regarding disclosure assessment commissions aims
to show the need to make fundamental changes to Turkish system of tax penalties in
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order to terminate the discussions regarding the constitutionality of the invitation to
disclosure mechanism as well as the possible debates on the financial responsibility of
the disclosure assessment commissions. For the purpose of guiding the revisions, for
example, in France the right to legal remedies is granted prior to exofficiotax assessment
and it is decided to deduct 10%, 40% or 80% of the tax loss depending on the nature of
the tax loss (Code Général des Impots, Art. L. 1729-17930; Guttman, 2011: 43-49). It can
be said that a similarprovision would be more accurate both in terms of the principle of
personality and legality of the fines.

In this context, Article 7 of the Regulation on the Procedures and Principles Regarding
Tax Audit may be amended to include a process of disclosure if necessary, before
initiating a formal tax audit provided that the period of such exchange of information
will be limited. Accordingly, the taxpayer may also benefit from other
amicable/administrative solutions since no tax audit has been initiated. Moreover, the
taxpayers' right to be heard is also recognized during the tax audit, as it was recognized
in front of the Report Evaluation Commissions in accordance with the Article 140 of the
Tax Procedure Law No. 213 (Kasikgi, 2017: 200).
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ASSESSMENT OF A RECENT STATE COUNCIL DECISION ON
ADDITIONAL CUSTOMS DUTY

Yetkin Kaan GENCTURK* Mevliit UZUNONER?

Abstract

According to Article 73 of the Constitution, although taxes, fees, duties, and other such financial
obligations can only be set by law, the executive authority shall be authorized to change the rates in such
areas within the upper and lower limits specified by the law. On the other hand, pursuant to paragraph 2
of Article 167 of the Constitution, the executive may be empowered by laws to impose additional financial
impositions for imported goods in order to regulate the foreign trade for the benefit of the country's
economy.

In the study, additional Customs Duty imposed by the Decree No. 2015/7713 of Council of Ministers,
claims during judicial process completed with the decision No. 2017/6611 of The 7th Chamber of the
Council of State and the approval decision No. 2018/946 of Assembly of Tax Courts on request of appeal,
the defense of Ministry of Economy and judgment of the Court, the principle of legality of tax and the
scope of the exemptions regulated in the Constitution on the basis of legal regulations under the issue
were examined.

In this context determinations made in the trial process and regulations on which those were grounded,
especially "additional customs duty" conceptwhich is subject to proceedings, the scope and the legal
nature of this concept, the decision of the court through some exemplary regulations of the executive has
been criticized and evaluated as a result.

Keywords: Additional Customs Duty, Additional Financial impositions, Decreeof The Council of Ministers,
Tax Rate

JEL Code: K34, E62, H22.

1.Introduction

According to the Constitution, we can say that the taxation can only be made by the
legislative authority, and that the executive body can be empowered to amend the rate
of taxes within the upper and lower limits specified in the laws, yet the authority to
impose additional financial impositions other than taxes and similar obligations to be

! Res. Asst., Istanbul University Faculty of Law Department of Fiscal Law, yetkinkaan@gmail.com
2 Res. Asst., Istanbul University Faculty of Law Department of Fiscal Law,
mevlut.uzunoner@istanbul.edu.tr
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collected from import, export and other foreign trade transactions can be transferred to
the executive body by laws.!?

It is observed that the executive body, which has the authority to impose financial
obligations on imported goods with a constitutional basis, entitles additional financial
impositions to be imposed by its current decisions in this context as “additional customs
duty” and; in our study by choosing an exemplary decree of the Council of Ministers
subjected to annulment suit and by assessing the relevant Decree by its characteristics
within the limited scope of the current jurisprudence and examining it with the attitude
of the executive, it is aimed to offer an insight to future regulations and judicial
decisions.

In this context, first the relevant Council of Ministers' decree shall be explained, then
the relevant legal legislation shall be mentioned, and finally, the legal characterization
of the present Decree shall be made by summarizing the judicial process.

2. The Facts

2.1. Decree of the Council of Ministers No. 2015/7713

Pursuant to the annex of the Decision dated 20/12/1995 No. 95/7606 Decree of the
Council of Ministers No. 2015/7713, published in the Official Gazette numbered 29379
of 7 June 2015 and entered into force on the same date and as annexed to it “Additional
Decision to the Decision of Import Regime”, it has been decided to collect
“additionalcustoms duty” at 30% from certain goodswhich hold an ATR Movement
Certificate and which originate outside Turkey or the European Union, and at 10% from
components and parts of the goods.3The regulations of the above-mentioned decree,
which are important in terms of the communiqué are listed below. According to this, it
has been concluded that;

- total tax rate calculated by the inclusion of additional customs duty imposed in
accordance with the 2nd paragraph of the 2nd article of the Decree to current
taxes cannot exceed the rates increased by 50% set out in the Law on Customs
Entry Tariff Schedule No. 474, and in case of an exceeding, 50% increment in
rates set out in Law No. 474 shall apply,

1 The above definition has been made according to the 3rd and 4th paragraphs of the 73rd article and
2nd paragraph of the 167th article of the Constitution of the Republic of Turkey which was adopted by
Law no. 2709.

2 During the period of the Judicial Decisions on the Decree of the Council of Ministers to be examined,
the executive body was referred to as the Council of Ministers. In order to avoid confusion we considered
it appropriate to use the term “Executive Body” instead of using President or Councl of Ministers except
for the articles directly taken.

3 For detailed information on the related goods and additional parts of the goods subject to additional
customs duties see: http://www.resmigazete.gov.tr/eskiler/2015/06/20150607-4-1.pdf.

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 514

- by the customs office, within the 3rd paragraph of the same article additional
customs duty shall be collected separately from import taxes and other financial
obligations to be recorded as income to general budget,

- within the 4th paragraph of the same article, rules and procedures which the
customs duty is subject to shall be applied to additional customs duty to be
collected,

- within the 1st paragraph of the 3rd article of the Decree, customs duty shall be
collected at the rate set out in the section of “Other Countries” for relevant
goodswhich hold an ATR Movement Certificate and which originate outside
Turkey or the European Union, yet under Free Trade Agreements which Turkey
is a party to, additional customs duty shall not be collected from the goods which
are included in a cross cumulation system of origin in case of its certification of
preferential origin,

- Finally, in accordance with Provisional Article 1 of the Decree, the provisions of
this Decree shall not be applied in case bill of entry concerning the importation
of the goods loaded before the publication date of this decree is registered one
month after the publication date of this decree at the latest.!

3. Legal Basis of the Council of Ministers’ Authority

3.1. Constitutional Bases and Relevant Legal Regulations

3.1.1. Legal Regulations concerning the 4th Paragraph of Article 73 of the Constitution

According to the 3th paragraph of Article 73, “Taxes, fees, duties, and other such financial
obligations shall be imposed, amended, or revoked by law.” According to the 4th
paragraph of the same article, “The President of the Republic may be empowered to
amend the provisions concerning the percentages of exemption, exceptions and
reductions in taxes, fees, duties and other such financial obligations, within the minimum
and maximum limits prescribed by law.” When the two paragraphs are assessed
together, it could be said that even if fees, duties and other financial obligations in
addition to taxes can only be regulated by legislative body, in case the executive body is
authorized (Gines, 2014: 198) it shall have the authority to amend the percentages of
exemption, exceptions and reductions of the same financial obligations, within the
minimum and maximum limits prescribed by law.

In this context for example, the authority to grant exemption from customs duties to be
collected from certain? tax-payers and other taxes, fees and duties is given to the
executive under the 2nd article of Law No. 3283.

1 For a detailed study on this issue (certainity/predictability of tax), see Cenker Goker, “Dis Ticaret
islemlerine Konulan Ek Mali Yukimliiliiklerde Ongériilebilirlik ilkesi Uzerine Bir Deneme”, Ankara Barosu
Dergisi, 2013-1, s. 115-124.

2 Taxpayers mentioned in Article 1 of Law No. 3283.
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Another example is; in compliance with the 2nd article of the Law on Customs Entry
Tariff Schedule No. 474 without prejudice to the provisions of international agreements
which Turkey is a party to, the executive is empowered to increase customs duty rates
and percentages of the goods listed in Customs Entry Tariff Schedule up to 50%, to
reduce them down to zero or to increase rates and percentages in the Schedule up to
50%

3.1.2. 2nd Paragraph of the 167th Article of the Constitution

An exception to the principle of legality of the tax regulated in the Constitution was
introduced in paragraph 2 of Article 167 titled as “Supervision of markets and regulation
of foreign trade”. According to the article, the executive can be empowered to impose
and abolish additional financialimpositions® except taxes and other similar obligations
on import, export and other foreign trade transactions. However, this authority may be
granted only by law and for the purpose of regulating the foreign trade on behalf of the
country's economy (Oztiirk, 2016: 65-66). It is necessary to underline that the authority
granted here is more comprehensive than the authority granted under 4th paragraph of
Article 73 (Oktar, 2018: 34). Moreover, additional financial impositions are excluded
from taxes and similar financial obligationspursuant to the provision (Kaneti, 1989: 7-8).

In this context, Law on Regulation of Foreign Trade N0.2967% can be given as an
example. Because the law sets out in the first three articles respectively the rules and
procedures of exercise of the authority given to the executive by the Constitution to
impose and abolish additional financial impositions except taxes and other similar
obligations on import, export and other foreign trade transactions for the purpose of
regulating the foreign trade on behalf of the country's economy and the authority to
specify principles concerning these obligations.

3.2. Relevant International Legislation

The ratification act on the approval of the Agreement establishing World Trade
Organization was published in the Official Gazette No. 22186 of 29 January 1995. In
accordance with this Agreement and the Protection Measures Agreement attached to
it, in order for a Member State to impose an additional tax under the motive of
protection measure in imports, the Member State is required to propound that
increased imports have produced serious damage to domestic manufacturers, thus to
carry out an investigation according to the procedure provided for in the Protection

1 On additional financial impositions not being different from tax and similar financial obligations see: S.
Ates Oktar, “Vergi Benzeri Mali Yikumlalikler Ek Mali Yakumlilikler ve Bir Totolojik Diizenlemenin
Analizi”, I.U iktisat Fakiiltesi Maliye Arastirmalari Konferanslari, 37.Seri, 1996/1997.

2 In the Constitutional Court, an action of nullity was filed against the law, but the case was rejected by
majority. For decision, see: http://www.kararlaryeni.anayasa.gov.tr/Karar/Content/85416187-8c0d-
4398-ade5-cf4794d5a54d?excludeGerekce=False&wordsOnly=False
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Measures Agreement and to reveal this threat of serious damage as a result of this
investigation.!

4. The Attitude and the Judgment of the Court

In this section the judicial process will be explained in essence through claims,
defenses and Court’s assessment as the main points of dispute. Within this framework
in its lawsuit petition the demandant claimed that;

- the additional customs duty was contrary to the principle of legality of the
tax regulated under Article 73 of the Constitution,

- the Council of Ministers did not have the authority to impose additional
financial impositions,

- no customs or equivalent tax could be imposed on the goods which hold an
ATR Movement Certificate,

- additional customs duty on high-tech products was contrary to public
interest and international commitments of our country.

The Ministry of Economy, in his defense claimed that;

- the matterin dispute was established in order to protect the domestic branch
of production within the authority given pursuant to Article 73 of the
Constitution and Article 2 of Law No. 474,

- additional customs duty was not a new version of customs duty or additional
financial obligation or a means of defense of trade policy,

- additional customs duty was not subject to the rules and procedures of
investigation laid down in the annexment of WTO Establishment Agreement,
Protection Measures Agreement, as it was subject to the rules and
procedures which customs duty was subject to and thus was a customs duty
in nature.

The 7th Chamber of the Council of State concluded in its decision No.
2017/6611 that;

- additional customs duty was not contrary to the principle of legality of tax
since it was not a new tax and it was an amendment to current customs duty

1 See: Law No. 4067 entered into force upon publication in the Official Gazette dated 29.01.1995 and
approuved by this Law The World Trade Organization Establishment Agreement signed on April 15, 1994
and the articles 1, 2, 3, 4, 5, 7, 9 and 12 respectively of its annexement Protection Measures Agreement
signed on April 15, 1994.
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rates based on the authority given to the executive pursuant to Article 2 of
Law No. 474,

additional customs duty was not contrary to the principle of certainty of
taxation due to the fact that the possible amendment by the executive was
specified clearly in the relevant law,

as applicable additional customs duty rates was set out taking account of
countries where dual or cross cumulation system! were applied under free
trade agreements, since additional customs duty defined only as an
amendment to current customs duty rates could not be considered as
protection measure which is one of the additional financial impositions or
means of defense of trade policy, the relevant decision was not contrary to
national or international legislation as it was not subject to the rules and
procedures of investigation laid down in the annexment of WTO
Establishment Agreement, Protection Measures Agreement.

In the petition where the decision of the 7th Chamber of the Council of State was
appealed; it was claimed that;

the necessary steps were not taken based on the recognition that the
Ministry had resorted to protection measures for the purpose of protecting
domestic production due to serious import increase concerning the goods in
dispute,

by referring the regulation as a new tax burden, it was contrary to the
principle of legality of the tax.

Assembly of Tax Courts approved the decision of the Chamber with the same
legal reasons and justification. In the justification of its opposing vote it was
concluded that;

the resolution of the dispute was bound to the specification of additional
customs duty’s nature which was imposed,

III

in the letter of the regulation the term “additional” was used,?

new rates were determined as additional rather than increasing the current
rates,

a new tax was imposed rather than an amendment to the tax rates due to
the fact that additional customs duty was collected separately from customs

1 For the definitions see: https://ab.gtb.gov.tr/ab-ile-iliskiler/mense-kurallari/mense-kurallari-ve-
uygulamalarina-iliskin-soru-ve-cevaplar

2 For the opinion that even the use of the word “additiona

|II

may cause violaion of the principle of

“certainty of taxation” see: Mualla Oncel/Ahmet Kumrulu/Nami Cagan, Vergi Hukuku, 26.Baski.,Ankara,
Turhan, 2017, s. 48.
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duties and other financial obligations to be recorded as income to the general
budget.

5. Conclusion

In conclusion, as it is seen in the relevant decisions of the executive, we can say that the
executive deems the term additional customs duty under the authority to increase tariff
rates given by the Law No. 474.

Another argument which can be included in this context is the 2nd paragraph of Article
167. According to the article, by law the executive can be empowered to impose and
abolish additional financial impositions except taxes and other similar obligations on
import, export and other foreign trade transactions for the purpose of regulating the
foreign trade on behalf of the country's economy. In other words, the executive can
impose additional financial impositions except taxes and other similar obligations on
import only with an authority explicitly given by the relevant law. It is evident that this
authority is not given by Law No. 474, but by Article 3 of Law No. 2976 entitled
“Additional financial impositions.”

Therefore, even though the decision No. 2015/7713 was considered as relevant to
Article 73 of the Constitution both by the Ministry of Economy! and 7th Chamber of the
Council of State and Assembly of Tax Courts, as stated by the Council of State Prosecutor
in the Decree no. 2017/6611 of the 7th Chamber of the Council of State, imports of small
household appliances increased by 24% from 2012 to 2014. Although the additional
customs duty imposed due to the increase in imports by the decision subject to the
lawsuit can be considered as a customs duty in the sense that it is collected separately
by other customs duties and it is imposed with a tariff schedule, since it contains a
protection measure under WTO legislation the Court was required to decide on the issue
taking account of Turkey’s international commitments.
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COMPARISON OF MERCHANT-ARTISAN FROM TRADE AND TAX
LAW

Muhammet DURDU? Umit Siileyman USTUN?

Abstract

Real person revenues occurs; coomercial gains, agricultural gains, fees, self employment, real estate
properties, movable rentals and other earnings and revenues. The distinction between the merchant and
the artisan is considered as a distinction made within the component of the commercial gain. This
distinction, as a rule, quantitative limit is put; large-volume traders are named merchant, the others are
called artisan. The distinction between merchants and artisans is noteworthy as the distinction to which
many important rulings are attached to the conclusions of tax and commercial law. In general, it is
observed that, while more responsibility is imposed on merchants, artisans are more likely to seek
protection. In the study, trade law and tax law will be compared in terms of merchant-artisan
discrimination and it will be investigated whether the discrimination made has caused fair outcomes. The
concept of artisan is more broadly regulated in commercial law. It would not be correct to say that the
narrowing of the artisan concept in the tax law brings too much burden to the commercial earners in
terms of their material and formal assignments. Because, in the tax law, differences are created between
the people who are accepted as taxpayers, and they have more tasks for large-volume commercial gains
and less material and formal tasks for small-volume commercial gains.

Keywords: Merchant, artisan, simple procedural gains, real person revenues

JEL Code: K34, K22.

1. Introduction

In the provision 2 of the Income Tax Law no. 193, the earnings elements of real persons
were determined. Accordingly, the elements of real person income; commercial gains,
fringe benefits, fees, self-employment profits, real estate capital gains, movable capital
gains and other gains and revenues. The distinction between the merchant and the
artisan is considered as a distinction made within the component of the commercial
gain.

The distinction between merchant and artisan attracts attention as the distinction that
many important judgments attach to the results of tax and commercial law. In general,
it is observed that, while more responsibility is imposed on merchants, artisan are more
likely to be protected.

! Res. Asst., Necmettin Erbakan University, Faculty of Law, Division of Fiscal Law, mdurdu@erbakan.edu.tr
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In the study, first of all, the tax law will examine the distinction between merchants and
artisans, and then the basic principles of the distinction between merchants and artisans
will be examined in terms of commercial law. In the conclusion section, trade law and
tax law will be compared in terms of merchant-trader discrimination and it will be
investigated whether the discrimination made has caused fair outcomes.

2. Merchant-Artisan Differentiation in Terms of Tax Law

According to the relevant provisions of the Income Tax Law No. 193, commercial income
holders are subject to taxation; can not be taxable artisans and taxable commercial
gains. The taxpayers, according to the taxation procedures, are divided into real and
simple procedures. Real procedures are divided into balance sheet basis (1 class
merchants) and business account basis (2" class merchants) (Giimis, 2013: 76).

2.1. The Concept of Merchant in Tax Law

In tax law, differences are created between taxpayers according to large-volume
workers and for small-volume workers, resulting in less material and formal tasks. For
example, in terms of bookkeeping obligation, in the tax law, It is seen that First class
merchant are given three different bookkeeping assignments, namely journal,
bookkeeping and inventory book. Second class traders have only the obligation to keep
business accounts. The merchants subject to the simple procedure do not have any
bookkeeping obligations. The profits of these persons are determined and taxed
through documents such as vouchers, invoices and receipts they are obliged to exchange
and by means of declarations they will give. In terms of material duties, differences were
made between the traders according to their size, by differentiating the tax rates and by
exemptions. In this way, small volume commercial income is aimed at saving the burden
of counting merchants.

2.2. The Concept of Artisans in Tax Law

In provision 9 of the Income Tax Law No. 193, income tax exempt trades were regulated.
Counts of trades exempted from income tax on the subject matter have been
determined in a proper manner. The extract is considered to be an exempted tradesman
who is a small, mobile or at home worker without being bound to a work place. It is
stated that the exemption of trades is an application of the principle of fair distribution
of the tax burden within the context of the social purpose of the taxation of the state
from the constitutional aims of the state (Binis, 2015: 54).

There is no consensus as to whether the commercial traders who are subject to simple
procedure will be expressed by the concept of merchant or artisan.In legal regulations,
the concept of merchant is used for these individuals, but they are accepted as artisan
in doctrin and judicial decisions.
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3. Merchant-Artisan Separation in Terms of Commercial Law

The distinction between merchants and artisans in commercial law is important for
determining who will be subject to the provisions and consequences of being a
merchant by means of this distinction. In commercial law, it is observed that the
distinction between merchan and artisan is basically made with quantitative criteria.

3.1. The Concept of Merchant in Commercial Law

In commercial law, merchants are divided into real person merchants, legal person
merchants and equipments (Ding, 2015: 118). The actual person who is mainly
interested in the work is the merchants. It is not possible for legal entities to be regarded
as an artisan. For this reason they can not deal with merchant-artisan.

3.2. The Concept of Artisan in Commercial Law

It deals with the concept of trades in commercial law; There are basic regulations in the
Turkish Commercial Code numbered 6102, Law No. 5362 on Tradesmen and Tradesmen
Organizations and Decree No. 2007/12362 of the Council of Ministers. According to
these arrangements, Law No. 6102, unlike the others, did not subject trades to being
bound to a certain profession group. There is a serious contradiction in commercial law
in this regard. The elimination of this dilemma is essential for the determination of the
content of the trades concept in terms of commercial law.

4, Conclusion

In trade law and tax law, the distinction between merchant and artisan is connected to
important results. As a matter of fact, the fact that a person is a merchant or artisan
affects both the commercial and taxation provisions.

In trade and tax law, artisans are not subject to the provisions and consequences of
being a merchant. Because, as mentioned above, being a merchant carries personal
responsibility. By not carrying these responsibilities, artisans, who are accepted as
having a small volume of commercial income are trying to provide justice by not carrying
these responsibilities.

A person who is deemed to be an artisan in the commercial law and is wanted to be
saved from the consequences, can be taxed as a merchant in tax law. In another
expression, the distinction between commercial law and tax law differs from merchant-
artisan. The concept of artisan is more broadly regulated in commercial law. It would
not be correct to say that the narrowing of the artisan concept in the tax law brings too
much burden to the commercial earners in terms of their material and formal
assignments. Because, in the tax law, differences are created between the people who
are accepted as taxpayers, and they have more tasks for large-volume employees and
less material and formal tasks for small-volume employees.
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COMPARISON OF TAX REVENUE FORECASTING MODELS FOR
TURKEY

Hamza ERDOGDU! Recep YORULMAZ?

Abstract

The objective of this study is to compareperformance of threeforecasting tax revenue models for
Turkeyover the period of 2006: 01 to 2018: 12. Three different time series forecasting techniques such as
Random Walk, SARIMA (Seasonal Autoregressive Integrated Moving Average) and BATS (Exponential
Smoothing State Space Model with Box-Cox Transformation, ARMA Errors, Trend and Seasonal
Components) are used in the study. At the beginning of the analysis, the data set was apportioned into
two parts: training and testing. The training period is from 2006: 01 to 2014: 12 and the testing part is
from 2015: 01 to 2018: 12. Based on different evaluation criteria, forecast points of 36 months are
obtained for each forecasting model. We find that using the BATS model, rather than classical S(ARIMA)
in forecasting series of monthly tax revenues of Turkey, provide more accurate forecasts. The empirical
findings of this study help the experts in the preparation process of government’s budgets.

Keywords: Forecasting, Tax Revenue, BATS, SARIMA, Turkey
JEL Code: C1, C5, H20

1.Introduction

Tax revenues are considered amongst the fundamental sources of governments budget
planning. Governments collect taxes not only to finance their expenses but also aiming
of stabilization, distribution and allocation in the economy. They use taxes to stabilize
the employment levels, balance of payments and/or prizes. They might try to intervene
the income and wealth distribution by playing with the tax structure. Further, they might
want to use taxes to allocation of resources in the economy by using their allocative
effects on certain goods (Brown & Jackson, 1986: 297).

There are three fundamental classifications in Turkish tax system. These are income
taxes, taxes on expenditure and taxes on wealth. The relative importance of these taxes
in the Turkish tax system is presented in Table 1. Income taxes are classified as individual
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Econometrics, hamzaerdogdu@harran.edu.tr
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income and corporate income taxes. Income taxes yield about 30% of total revenues in
Turkish tax system.

Table 1. Percentage Distribution of Tax Revenues in Turkey

2008 2009 2010 2011 2012
Income Taxes 31,3 31,8 28,4 29,1 29,7
Personal Income Taxes 21,2 20,9 18,4 18,5 19,2
Corporate Income Taxes 10,1 10,9 10 10,6 10,5
Taxes on Expenditure 66,5 65,4 69 68,6 67,9
Value Added Tax 32,5 31,7 33,2 34,7 33,6
Special Consumption Tax 22,7 23 25,4 23,3 23,4
Banking and Insurance
Transaction Taxes 2 2,1 1,6 1,6 1,8
Stamp Duty Tax 2,2 2,2 2,3 2,4 2,4
Special Communication Tax 2,5 2,3 1,8 1,6 1,5
Tax on Wagering 0,2 0,2 0,2 0,2 0,2
Tax on Customs 1,5 1,3 1,4 1,7 1,7
Taxes on Wealth 2,3 2,5 2,3 2,3 2,3
Inheritance and Gift Taxes 0,1 0,1 0,1 0,1 0,1
Motor Vehicle Tax 2,2 2,4 2,2 2,2 2,2

Source: Saracoglu et. al. (2014)

Taxes on expenditures, on the other hand, contain approximately 68% of total revenues
in Turkish tax system. Taxing expenditures is considered as the common and easy way
to collect taxes for governments. Hence, that big amount of taxes is comprised of
expenditures in Turkey. Finally, taxes on wealth only yield approximately 2% of total
revenues.Tax analysis and forecasting of tax revenues for governments are crucial to
ensure stability in tax and expenditure policies (Jenkins et. al., 2000).

Budgetary uncertainties directed governments to rely heavily on economic analysis in
recent decades. Because of the extent of these fiscal problems forecasting tax revenues
is essential for governments to manage their budget planning process. Recent fiscal
problems of governments created reliability issues on economic and revenue
forecasting. Hence, there are plenty of methods that are used to forecast tax revenues
by policymakers (Fullerton, 1989). Transparency and accuracy are the key components
while determining the method for forecasting. A potential manipulation of forecasts
might create government problems.

Furthermore, inaccurate forecasts might hinder abilities of policymakers to make
accurate budget planning and harm levels of productivity in the economy (Kyobe and
Danninger, 2005; Cirincione et al., 1999). It is considered that countries with high-
income levels and relatively small central government tend to have high formality,
accuracy and transparency forecasts (Kyobe and Danninger, 2005).

Government revenue forecasting studies for Turkey are rare in the literature; hence this
study aims to fill this gap. The rest of the study is organized as follows. Section Il outlines
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the major studies that make forecasting analysis in the literature. Furthermore, Section
[l describes the methodologies of the forecasting techniques applied and the data that
are used in the study. Section IV provides the outcomes of selected forecasting methods
in the study. Finally, Section V contains the conclusion and discussions.

2. Literature

Majority of forecasting studies focused on the private sector in the literature so far,
hence the studies focused on government revenue are relatively less than private sector
studies. For instance, Gajewar and Bansal (2016) conducted forecasting analysis for
private sector using machine-learning algorithms. Specifically, they performed ARIMA,
ETS (Exponential Smoothing), STL (Seasonal and Trend Decomposition using Loess), and
Random forest machine-learning algorithms to obtain revenue forecast for Microsoft.
They suggested that using machine-learning algorithms methods would increase the
accuracy of quarterly revenue forecasting.

Many researchers also focused on state and/or municipal revenue forecasting analysis
so far. Fullerton (1989) analyzed sales tax revenues using composite forecasting
modelfor Idaho. Using time series model and econometric models he examined the
capability of composite forecasting model. He found that the composite forecast model
are more effective than base line forecasts. The combined model was also found more
accurate than previous forecast attempts for Idaho.

Hamboret. al. (1974) used econometric forecasting method using simple revenue
structurefor Hawaii. They forecasted state revenues including; excise, personal income,
corporate income, and other state tax revenues, for a single fiscal year of Hawaii.
Furthermore, Kyobe and Danninger (2005) analyzed the revenue forecasting practices
in 34 low-income countries focusing especially on institutional prospects. They claimed
that there are three key factors on forecasting practices such as “formality,
organizational simplicity, and transparency”. They empirically found that countries
levels of corruption are Assoc.d with formality and transparency of forecasting.
Accordingly, they found that high levels of corruption are related with less formal and
transparent forecasts.

Cirincione et al. (1999) examined the impact of using time series models, the length and
the frequency of the data on non-tax general fund revenue forecasting for the
municipalities of Connecticut. They found that exponential smoothing models are most
effective on bimonthly data in which they claim local governments should rely on rather
than monthly or quarterly data.

As we pointed above, there are plenty of methods that were used to forecast private
sector or government/state/municipal revenues in the literature. It is also important to
analyze the methods used in these studies. In case of the Box-Jenkins AutoRegressive
Integrated Moving Average Model (ARIMA), researchers found different results in
effectiveness of ARIMA model. For instance, Makridakis and Hibon(1995) claimed that
the ARIMA model performs relatively poor than other models. In doing so, Makridakis
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et al. (1979) found the reason of this poor performance of ARIMA model as usage of
differencing in order to find stationary in the mean of the series.

Similarly, in a series of studies that focused on local government revenue forecasting for
the municipalities of Florida, researchers found similar results. They claimed that Box-
Jenkins ARIMA model performs poorly than other methods such as time series models,
which produce lower forecast errors. Furthermore, they found that trend fitting by
regression generated more forecast errors than its counterpart methods (Frank and
Gianakis,1990;Gianakis and Frank, 1993).

It is important to point out that the studies that found poor performance for ARIMA
method mainly focused on municipal government revenue forecasting. Differently,
Downs and Rock (1983) found evidence that multivariate AutoRegressive Moving
Average (ARMA) method is more effective than univariate techniques using ARMA
model for municipal government revenue forecasting.

While, most of the forecasting studies examine relative performance of various methods
so far, only few researchers tested the impact of data quality on the performance of
forecasting methods. Gianakis and Frank (1993), which is one these studies, claimed that
the length of the data does not have any impact on the accuracy of forecasting
techniques. However, some scholars suggested that at least fifty observations are
necessary to implement the Box-Jenkins ARIMA method. On the other hand, scholars
have kept using this method with fewer numbers so far (Lorek et al., 1976).

Lorek and McKeown (1978) analyzed the association between observation numbers and
the performance of the Box-Jenkins method on quarterly market income data. They
found that the forecast error is not significantly different in models based on fifty
observations and models based on fewer observations. They suggested that if the
number of observations of Box-Jenkins method decreases, forecast error increases.
However, the performance of the model does not Assoc.d with the number of
observations at least until twenty-four or fewer observations. Similarly, Lusk and Neves
(1984) found a result consistent with the previous cases. They suggested that the
performance of the Box-Jenkins model does not Assoc.d with the length of data or the
frequency in their private sector study.

3. Data and Methodology

3.1. Data

In the analysis, the series of monthly tax revenues in the central government budget
realisations, from January 2006 to December 2018 is used. The data is obtained from
the web site of General Directorate of Budget and Fiscal Control (BUMKO). The series is
plotted and shown in Figure 1, provides also some descriptive statistics about the data
to help better understanding the structure of the series. From the plot, it is clear that
the series has trend and seasonal component.
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Figure 1.TurkeyTaxRevenues, 2006M01 — 2018M12

TaxRevenues Turkey Tax Revenues (thousand tl), 2006M01- 2018M12
Mean 26127815 | 70,000,000
Median 23373839
60,000,000 |
Maximum 67930091
Minimum 9591739 | 50,000,000
Std. Dev. 13173330 40,000,000
Skewness 0.838831
Kurtosis 3.031952 | 30:000.000-
ADF 5.52" | 20,000,000
Jarque-Bera 18.30122
N 10,000,000
Probability 0.000106
Observations 156 e
06 07 08 09 10 11 12 13 14 15 16 17 18

Source: General Directorate of Budget and Fiscal Control and General Directorate of Budget and Fiscal
Control. * the ¢ — statistic value of the Augmented Dickey-Fuller test, indicating nonstationarity of the
series at level 0.05.

3.2. Methodology

In this section, we provide the fundamentals of the forecasting methods used in the
study such as: Random Walk, SARIMA and BATS.

3.2.1. Random Walk-RW
Random walk model is widely used in econometric forecasting studies as a benchmark.

A time series is said to follow a random walk process if the first differences are random.

For a time series Y,, a random walk can be written as differences changes from one
period to the next,

Yz :YH té,

where Y, | is the value at time [ — land &, is a discrete white noise at time .

3.2.2. SARIMA

Introduced by Box and Jenkins (1970) ARIMA (Auto-Regressive Integrated Moving
Average) models are a broad category of univariate models. In forecasting a time series,
these models bring together three components: the auto-regressive (AR), the moving
average (MA) part and the integrated (I) part. The AR part indicates that individual values
in a variable of interest can be described by linear models based on its own lagged
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values. The MA part assumes that regression error is a linear combination error terms.
The integrated part (1) shows the degree of differencing.

The ARMA (AutoRegressive, MovingAverage) model is defined as follows:

Yt = CDIYt—l +(p2Yt—2 +“‘+¢th—p ta, -y, —y,a,, _“‘_'//qat—q (1)
Y,'s o : Q's :
where the “* " are the original time series, the are the unknown autoregressive
'

parameters, the 4 Sare the unknown moving average parameters and the a's are the
white noise error terms.

A modification for nonstationary series, known as ARIMA (p,d,q) is;
0,(B)1-B)'Y, =y, (B)e, 2)

BY =Y, BY,

where B is the backshift operator, thus -1 and =1 and the 9

parameter indicates the order of differencing.
For seasonal series, a more general form of above equation, and known as the
multiplicative seasonal ARIMA —SARIMA (p’d’Q)(P’D’Q)S process is given by;

9,(BYD,(B)(1-BY'(1-B)’Y, =y, (B)O,(B')e, (3)

(1-B7)Y, =Y, -¥., and § is the number of seasons per year, (I-8 ), d and

(pp,CDP, Y4 and C

where
D are the orders of differencing. Also ¢ are the polynomial

functions of orders p’P’qand Q’respectively.

3.2.3. BATS

To model series having only one seasonal pattern, Winters (1960) introduces the
standard Holt-Winters method. However, Taylor(2003) extends the standard method to
a double seasonal Holt-Winters method, following mainly De Livera et. al (2012);

Y=L, +B_ +S"+S8S?+D, (1A)
L =L  +B_ +aD,, (1B)
B, =B,_ +pD,, (1C)
S;" =S5 + 4D, (1D)
S =85 +4,D,, (1E)

where L, represents the level component of the series Y, at time ¢,
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B, represents the trend component of the series Y, at time ¢,
S,(i) represents the ith seasonal companent at time ¢,

k, and k, are the periods of the seasonal cycles,

D, is the disturbance (or prediction error),

a,ﬁ,ﬂqand 2,2 are the smoothing parameters,

Proposed by De Livera et. al (2012), the BATS models (Exponential Smoothing State
Space Model with Box-Cox Transformation, ARMA Erorrs, Trend and Seasonal
Components) are designed in the exponential smoothing framework. The models are
constructed to handle more than one seasonality as well as complex seasonalities for
example, non-nested, non-integer and large period seasonality. De Livera et. al (2012)
extends the double seasonal Holt-Winters method by adding a Box—Cox transformation,
ARMA errors, and 7" seasonal patterns:

YtW7 _1 O
AUES VLA (2A)
log¥,,w=0,
T .
Y=L, +¢B  +). S +D, (28B)
i=1
L =L, +¢B  +aD, (2C)
B =(1-9)B+¢B, ,+pD,, (2D)
St(i) = St(i)k- +ﬁ’iDz’ (2E)
p q
Dl = Z‘//i‘Dt—l + Zé/int—i + 77[9 (ZF)

i=1 i=l1
L . "
where; ' represents the local level in period ¢,

* represents the short-run trend in period !,
B represents the long-run trend in period ¢,

? represents the damping parameter,
() ,
¢ represents the th seasonal companent at time ¢,

ko ynk

T are the seasonal periods,

D, is an ARMA(”>4) process,

2
& is @ Gaussian process with zero mean and constant variance o
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a’ﬂ’ﬂ”land 22 are the smoothing parameters,

4. Analysis and Emprical Results

At the beginning of the analysis, we split the data into a training and testing set. The
training set covers the period from 2006:01 to 2014:12 and the testing part covers the
period from 2015:01 to 2018:12. The training data set is used to only to estimate
unknown model parameters. Once the model coefficients are estimated, forecasts for
each model are made for the testing part. To evaluate forecast accuracy of each model,
the testing data is used.

The resuts of the best ARIMA(0,1,2)(0,1,1) 12 model for the tax revenues series is given

in the following Table 2. Automatic ARIMA selection option was used in the forecast
package in R, the details can be found in Hyndman and Khandahar (2008).

Table 2. The results of the ARIMA (0,1,2)(0,1,1) 12 model

Lagged length Coefficints Standard Error
MA 1 -1.0682 0.0963
MA 2 0.3932 0.0969
SMA -0.4693 0.0908

The results of the BATS(0.377, {0,0}, 1, {12}) model for the series is provided in Table 3.

The forecast package in R is used to get the results.

Table 3. The results of the BATS (0.377, {0,0}, 1, {12}) Model

Parameters Coefficients
Lambda 0.376905
Alpha 0.2432854
Beta 0.01566971
Damping 1
Gamma Values -0.1082185

After fitting three time series models: random walk, SARIMA and BATS, forecasts for the

testing period, 2015: 01 to 2018: 12, are obtained in Table 4.
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Finally, accuracy of each model is measured on the testing set. Table 5, provides
statistical measures of accuracy of each method based on various forecast evaluation
criteria: ME, RMSE, MAE, MPE, MAPE, MASE and Theil's U.

Table 4. Point Forecasts of the Methods for the Testing Data (2016M01-2018M12)

Forecast Horizon Forecasting Methods
ACTUAL Random Walk SARIMA BATS
Jan 2016 39685212 34729587 39551109 38989627
Feb 2016 38361380 34729587 38414335 37396828
Mar 2016 30496694 34729587 31463837 30878845
Apr 2016 32446011 34729587 35440194 34802877
May 2016 42368600 34729587 40607697 41212156
Jun 2016 33195345 34729587 34699758 35611013
Jul 2016 36111701 34729587 39678120 38694089
Aug 2016 45425215 34729587 41889999 43894982
Sep 2016 30883849 34729587 34262776 34663442
Oct 2016 36060795 34729587 38123593 38056660
Nov 2016 54060129 34729587 43576351 44574433
Dec 2016 39906810 34729587 38712079 38555889
Jan 2017 48420673 34729587 43405126 43683557
Feb 2017 39994384 34729587 42309290 41972917
Mar 2017 33201256 34729587 35358791 34951174
Apr 2017 37082457 34729587 39335148 39182860
May 2017 50949456 34729587 44502651 46067487
Jun 2017 36422643 34729587 38594712 40052674
Jul 2017 46062984 34729587 43573075 43366295
Aug 2017 51377479 34729587 45784953 48940777
Sep 2017 41837993 34729587 38157730 39032728
Oct 2017 45559415 34729587 42018548 42681794
Nov 2017 58372034 34729587 47471306 49667752
Dec 2017 46766884 34729587 42607034 43217915
Jan 2018 51995609 34729587 47300081 48714507
Feb 2018 52558220 34729587 46204244 46882727
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Mar 2018 41249512 34729587 39253745 39342516
Apr 2018 45049034 34729587 43230102 43890960
May 2018 61218542 34729587 48397605 51264277
Jun 2018 42749559 34729587 42489666 44824230
Jul 2018 54360053 34729587 47468029 48374916
Aug 2018 60934207 34729587 49679907 54333154
Sep 2018 49235735 34729587 42052684 43729821
Oct 2018 48504135 34729587 45913502 47642028
Nov 2018 67930091 34729587 51366260 55108914
Dec 2018 45525901 34729587 46501988 48216072

Table 5. Measures Accuracy of the Methods for Testing Set (2016M01-2018M12)

Methods ME RMSE MAE MPE MAPE | MASE | Theil's U
s:;im 10159746.6 | 13580773 | 10905568 | 19.50 | 21.87 3.93 1.27
SARIMA | 2961666.3 | 5761357 | 4317229 | 4.84 8.73 1.56 0.55
BATS 20428643 | 4578144 | 3583768 | 3.13 7.43 1.29 0.44

The measures calculated are: ME: Mean Error, RMSE: Root Mean Squared Error, MAE: Mean Absolute
Error, MPE: Mean Percentage Error, MAPE: Mean Absolute Percentage Error, MASE: Mean Absolute
Scaled Error, Theil’s U: Theil Inequality Coefficient.

Among the three generated models, the accuracies of the models are tested based on
seven forecast evaluation criteria. From the Table 5 results, BATS is preferred asthe best
forecasting model for the tax revenues series of Turkey, since it provides lesser values
of seven evaluation criteria: ME, RMSE, MAE, MPE, MAPE, MASE and Theil's U.

5. Conclusion

The aim of this study is to evaluate performance of three forecasting tax revenue models
for Turkey over the period of 2006: 01 to 2018: 12. Three different time series
forecasting techniques such as Random Walk, SARIMA (Seasonal Autoregressive
Integrated Moving Average) and BATS (Exponential Smoothing State Space Model with
Box-Cox Transformation, ARMA Erorrs, Trend and Seasonal Components) are used in the
study. At the beginning of the analysis, the data set was apportioned into two
parts:training and testing. The training period is from 2006: 01 to 2014: 12 and the
testing part is from 2015:01 to 2018:12. Based on different evaluation criteria, forecast
points of 36 months are obtained for each forecasting model.
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BATS model outperforms the benchmark RW and SARIMA models based on all
evaluation criteria. We find that using the BATS model, rather than seasonal
ARIMAYilmaz (2019) in forecating series of monthly tax revenues of Turkey, provide
more accurate forecasts. The empirical findings of this study help the experts in the
preparation process of government’s budgets. For further forecasting of other tax types
such as Corporate Income Tax, Value Added Tax and Total Tax, the BATS model may
provide better performance. Also the empirical results of the current study will be used
to develop combined forecasting models.
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FINANCING RELIGIOUS SERVICES IN THEORY AND PRACTICE

Orhan SENER?

Abstract

Financing religious services in Turkey generates a lot of social, economic and political problems, such as
unfair treatment of non Muslims and non Sunni sects of Islam, misrepresentation in political decision
making process, over allocation of budget funds to only one dominating sect. In addition to these, serious
fiscal exploitation problems of unrecognized sects and denominations occur. Although, Turkey is a secular
country according to her constitution, however state and the religion is not separated in practice, due to
central government budgetary support of religious services. In addition to that, religious services are
provided only to the Sunni majority, excluding Christians, Jews and Alevis which is biggest minority sect in
Turkey. Although these non Sunni groups and Alevis pay compulsory taxes to finance the religious
services, but they are not provided any services. For this reason, | employ a research methods of public
economy that can be used to determine the nature of religious services. Then | refer to equity and
efficiency principles of public economy as developed by Richard Musgrave. Since religious services are
individually satisfied a different technique of funding must be applied.But, religious services are
considered as a socialized merit good by the governmentand thus it is publicly provided in Turkey and in
Sunni dominated countries. Although, the European Human Rights Court considered this practice is
ahuman right violation, however a fair funding method have not been accepted yet. To prove that
religious services are private good rather than being pure public or merit good, | examine the different
funding systems in European and Anglo-Saxon countries. All practices in Western World shows that,
although countries are employing different financing techniques, however they considered religious
services as private good. Because to improve the secularism they separate the religion and state holding
a neutral position among various sects and religions. For this reason state is not supposed to intervene in
religion and doesn’t allow religion involve in state affairs. | think that this kind of understanding of
secularism is the precondition of sustainable democracy.For this reason, this paper aims at introducing a
proper methodof financing religious services, complying with the efficiency and equity principles of the
main goals of the public economy. Thus, | examine the effects of religion finance as practiced in Turkey on
efficiency and equity groundsof public economy and introduce two methods applied in European Union.
I conclude that,the best financing religious services must based on the voluntary charitable contributions,
like in European countries and as practiced by the Alevis in Turkey, in order to cope with all the existing
financing and political and legal problems in Turkey.

Keywords : publicly provided private goods, Presidency of Religious Affairs, Muslim denominations,
Fiscal Exploitations, Church taxes, voluntary contributions
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1. Introduction

In order to finance religious services in Turkey, more than the size of the budgets of 12
ministries and governmental agencies are allocated to the Presidency of ReligiousAffairs
(PRA). Over allocation of scarce public funds appropriated to this administrations
distorts the efficiency in resource allocation goal of public economy (Gianaris, 2010:
117). Since faith ispersonal belief rather than being public want and thus it is not a kind
of public good, it should be provided by private sector calling for privatization in the
form of denationalizationof religious services. However, due to exploitation of the
society by religion finance, it is considered as public need and for this reason it is
provided by the state in Muslim countries opposing to Christian practice. The aim of this
paper is to explain why this financing system distorts the efficiency in resource allocation
and fairness in income distribution goals of the public economy. For this reason, | use
the methods mostly employed by public economics and public choice theories based on
externalities. Economic analysis of religious finance also calls for employing basic
principles of the public financing such as earmarked taxes instead of ability to pay
taxation. In lines with earmarking taxation to be employed in financing religious services,
this paper includes following subtitles: Models of State Financing of Religious Services
and their relevance to democracy; Financing techniques used in Europe (France and
Germany); and Turkish Religious system.

2. Models of State financing of Religious Services

There are 5 models applied in different countries to fund religion services, namely
Theocratic, Absolute Secular, Separation of state and religion, Established Church and
Recognized Religious Models. The first two model are considered non democratic
because and violate human rights. The others are considered democratic, however two
of them opposes to the principle of separation of state and religion.

2.1. Non Democratic Models

2.1.1. Theocratic Model

According to this model there is only one officially recognized religion and the other
religions are forbidden. Under theocratic model, the ruler of a country is a
representative of the dominating religion and the state’s constitution is based on
religious law as in Sharia Law in Saudi Arabia and former islamic Republic of Iran during
the Chumenistic (Humeyni) administration. This kind of theocratic religious funding of
the religious services are considered nondemocratic, because it causes deprivation of
freedom of religion.Christians, Jews, an Zoroastrians are the most significant religious
minorities where the dominating Shia majority comprise 93 percent of the population
in Iran. Although Christians, Jews and Zoroastrians are recognized in former Constitution
as official minorities, howeverthe revolutionary movement don’t treat them equally. For
this reason, most of the Jews emigrated in great numbers after revolution.
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2.1.2. Absolute Secular Model

In this model all religions are forbidden and only atheism is supported by the state, as it
was in former communist regimes. Since, the constitution forbids religion, freedom of
religion is completely deprived.

2.2. Modern financing Models of Religion Funding

A modern theory of state rejects both Theocratic and Absolute Secular Models. A
democratic state must preserve freedom of religion, maintain religious activities and
faith of believers or to worship. On the other hand state must ensure the freedom from
religious or not to fulfil any religious commandments calling for secular state. There are
3 models of religious finance have been developed in modern Western states. These are
Separation of State and Religious Model, Established Church, and Recognized Religious
Models as discussed below.

2.2.1. Separation of State and Religion Model

In this model there is a distinction between state and the religion. The nature of religion
is that, it is secular, non religious and state has no preference for any religion. This means
that state doesn’t interfere in religious organisations and not to let the religion interfere
in the matters of the state. This doesn’t necessarily mean that state’s approach is against
religion. However, separation result in favourable attitude towards religion in the USA,
or less favourable attitude in in the case of France, India and today’s Russia. Whereas, it
is expressed as neutral in Austria, Ireland and Spain.

2.2.2. Established Church Model

According to this model, state gives priority only to one religion (or church) and supports
it. The difference between this model and the Theocratic Model is that, Established
Church Model recognizes other religions and non believers. But, Theocratic Model
recognizes only one sect ignoring other religions and denominations. Although,
Established Church Model recognizes all religions, sects and non believers, but it prefers
to fund only a dominating one as an established church. Examples include the Anglican
Church is the Church of England in UK, The Anglo-Lutheran Churches in Finland, The
Eastern Orthodox Church of Christ in Greece and in Bulgaria.

2.2.3 Recognized Religious Model

In this model state does not recognize only one religion or sect as a state church. But,
state holds a neutral position to all recognized religions. Accordingly, all religions and
churches are treated equally in funding religious services, maintenance of worships and
and financing. All religions are recognized as special corporations according to this
model. State does not interfere in the internal matters of religions. For instance, state
doesn’t involve in appointment of the priests. Examples includes Germany and and
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Hungary where all the religions such as Catholics, Protestants, The Anglican, The Jewish
and Muslim sects are treated equally in funding.

3. Financing Religious Services in European Secular States

Almost in all Muslim countries religious services are financed by means of general
budget revenues based on ability to pay taxation. Whereas, in Christian countries, due
to separation of religion and state, churches are financed by their registered members,
based on earmarked taxes. On the other hand, religious services are financed on
voluntary basis in Christian countries, whereas it is compulsory in Muslim countries
which reduces the quality of the democracy. There are two main financing techniques
employed in European Union countries; the one is used in France and the other one in
Germany (Sener, 2017: 69-73).

3.1. French Financing system of Churches

This system, successfully separates the state and the church from each other, in line with
the basic principles of secularism. Thus, churches are mainly financed by their registered
members and they raise money through by their business activities such as selling their
booklets, post cards, CDs, slides and gifts, classical music concerts and charities.
Nevertheless, only few monumental cathedrals and historical churchesare financed by
the state or municipalities. For instance, SacreCaure, Notre Dame and Saint Chappelle
in Parisare considered national monuments and therefore are financed and restored by
governmental agencies.

3.1.1. Catholic Churches

All the churches around France, excluding cathedrals and national churches, employ a
different financing techniques based on self-financing, charitable contributions and
commercial activities (Aronson, 1985: 385-87). They are administered by their local
church associations. They also operate priest schools. They receive incomes from
Vatican andregional churches, donations and charities from their members. These
revenues are spent on salaries of the priests and general expenditures. Their business
income and earnings from schools are tax exempted.

3.1.2. Mosque Finance in France

There are around 7 million Muslim people, most of them are from Northern Africa, are
living in France. Due to high rate of birth and immigration, numbers of the Muslims are
increasing year by year. Opposing to financial principles of secularism mosques are
supported by government. French government funds mosques, not to allow Saudi
Arabia get involved in its finance. But, state financing Muslim mosques is heavily
opposed by French tax payers, thinking of this practice violates the secularism.
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3.2. The German Model of Religious Finance

A different financial system known as German Model, is also being applied in all the
Scandinavian countries as well. In this system, government does not provide religious
services, but involves in collecting church tax which is about 1% of the income tax due.
The system is based on the principles of benefits taxation of public economy. The church
tax, as a kind of an earmarking is paid by the registered members of the various sects
and denominations. Government collects the church tax and distributes
itproportionately among the three sects respectively. Church tax is compulsory on
members of the churches, but not applied on the taxpayers who withdraw from the
membership. Thus, it helps to ensure freedom of religion among the citizens and solves
the fiscal exploitation problem.

4. Financing Religious Services in Turkey

The religious services are financed too many governmental agencies, state ministries,
and the people as well. As being a state agency The Presidency of Religious Affairs (PRA)
was established to finance all type of religious institutions and mosques. Ministry of
education finances all the priest (Muslim imams) schools. Besides these, people finances
religious services conducted by mosques on voluntary contributions charities.

4.1. Presidency of Religious Affairs

Although, Turkey is a secular country according to its constitutional law, however
religious services are completely funded from the state budget. On the other hand,
budgets appropriations made to Presidency of Religious Affairs (PRA) exceeds the total
of the more than 12 ministries and public agencies (x). Over allocation of the public
revenues to Religious Affairs, violates the freedom of religion, causing fiscal exploitation
problem, and result in undersupply of other public services.As in many Islamic countries,
Turkey has non-Muslim Christians and non-Sunni Muslim minority groups such as
Turkish Alevis-Bektashis (Turkish Turkmens), Shias (Iranian), Syrian Alleviates
(Nasuriyans) and Caferis (Azeris) who face serious financial problems in providing their
religious services. Among these non Sunni groups only Caferis accept mosques as their
worship place.

Presidency of Religious Affairs only finances Sunni Muslims excluding and disregarding
all other sects and denominations. This is because of the fact that, the state doesn’t
recognize non-Sunni denominations as official ones, except Sunnis. Thus, A
governmental agency in charge of religious services financing only Sunni majority sect
gives rise to economic, social, political and human right violation problems. On the other
hand, each year appropriations made to this administration is increasing dramatically
exceeding 10 billon Turkish liras in 2018 budget. This financial model applied in a secular
state like in Turkey,resulted in support of only Sunni Muslim sect, excluding other
Muslim and non-Muslim sects, violating the democratic principles of secularism.
Although the Alevis, Shias and Christian minorities are paying compulsory taxes to
finance the religious affairs involuntarily, however they are not benefiting from the
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services provided by the PRA. This unfair treatment of citizens is called “fiscal
exploitation” of the minorities in the theory of public choice. For this reason, the aim of
this paper is to develop a proper financing model compatible with the principles of
public economy and complying with the standards of European Union (EU). For this
reason, | highly support one of the both systems. Because, French system alike the
Alevis’ financing system is compatible with secularism. On the other hand, the German
modelthat reflects efficiency considerations based on earmarked or benefit taxation
(Herber, 1971: 73-76).

4.2. Budget of CEM Foundation

Since they are not recognized by the ruling governments as a separate sect, Alevis
established an educational foundation to carry out their religious expenditures and
services. Thus, a foundation of Center for Republican Education and Culture Foundation
(Cumhuriyetgci Egitim ve Kultlrel Merkezi Vakfi, or CEM) was established in order to
train their priests, called Dede or imam who are incharge of conducting their religious
ceremonies and worships, without any governmental fund and funds.

It is estimated that 20 percent of the Muslims living in Turkey areAlevis, who are liberal
Muslims, corresponding to Christian Protestants. They practice their religious worships
at Cemevis (meeting house) rather than at mosques. Like in France, Alevies finance their
religious services through their voluntary contributions, charities and donations without
state support.

The following table based on the report prepared by certified audit and submitted to
general assemble, releases the revenues and expenditures of the CEM Foundation as of
2019 (Annual Report, March, 2019).

Revenues 2.390.656 tl
Donations and voluntary contributions 2.284.747
Rental incomes 48.000
Others 57.908
Expenditures 2.420.266 ti
Cultural 9.566
Educational 91.518
Social expenses 33.071
Others 1.755.159
General expenses 226.954

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 544

Compared to PRA’s budget which amounts to more than 10.5 billion Turkish Liras, the
budget of CEM foundation is more than 43.700 times smaller than that of government
funded PRA budget.

This sort of religious finance based on voluntary contributions does not lead inefficiency
problem of resource allocation because need for religious faith is personal rather than
collective need. Since, Alevis sect is not legally recognized by the governments, thus
they are not given any budgetary appropriations. In addition to that, they implicitly
finance the budget of Presidency of Religious Affairs through the income tax and
consumption taxes that they have to pay, but they don’t get any service from this
administration. In addition to that, they are supposed to pay for the service that they
don’t want, causing a kind of fiscal exploitation. This problem can only be solved by not
financing the religious services through government budget as in secular European
countries.

4.3. Church and Synagogues Finance

The French typeof financing model is being employed by the Christian and Jewish
minorities in Turkey. As in the case of Cemevis, appropriations are not made from the
central government budget to finance Churches and Synagogues, in spite of the fact that
their members are paying compulsory taxes. For this reason , they are also subject to
fiscal exploitation problem as Alevis as well. They are financed on self financing method,
through charities raised by the church attendants and the contributions made by the
businessmen.

5. Problems of State Finance of Religion in Turkey

5.1. Over allocation problem to the budget of Directorate of Religious Affairs

Ministries in Turkey on average received a budget increase of the 16 % for the year 2019,
while the budget of Presidency of Religious Affairs(ilahiyat Bagkanligi) is doubled. As the
poverty rate gradually increase across the country, state allocates a huge share to the
Presidency of Religious Affairs (PRA). Government increased the allocations to PRA at
34.4 % in 2019. With this increase the share allocated to PRA from the state budget will
be 10,5 billion Turkish Liras. 81% of this budget is allocated to the staffing expenditures.

5.2. Social and Economic Problems

State finance of religious services poses serious economic, social and political problems
in Turkey.

Firstly, opposing to Western practice, all taxpayers implicitly pay religion taxes (in terms
of hidden tax) on a compulsory basis. Thus, atheists, Christians, Alevies and many secular
Sunni taxpayers pay income and consumption taxesinvoluntarily. Since, a certain part of
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it used to finance religious services, but they do not benefit from these servicesthat
generates fiscal exploitation problems. In fact, the Presidency of Religious Affairs
provides religious services only to Muslims belonging to the Sunni sect. This means that
more than a half of the population pays implicitly religious taxes on a compulsory basis,
but does not demand any religious services. Thus, this practice violates efficiency in
resource allocation, leading to fiscal exploitation problem of the minorities.

Secondly, conservative governments support religious institutions in exchange of vote
trading during the elections. This violates the equal competition conditions between the
political parties in elections, that causes exploitation of religion, and reduces the quality
of the democracy.

Thirdly, freedom of religion is violated because ruling religion-oriented parties do not
consider the largest minority of Alevis as being a Muslim sect. Thus, the places of their
worship, known as Cemeuvis, is not legally recognized. For this reason, they finance their
religious affairs through their own resources on a voluntary contribution basis.

6. Taxation of Religious Services in Western Countries

Since donation based organizations are not subject to tax, so does the churches are
usually exempted from the tax. However, they pay tax on theirincome earned from their
business income. In order to be exempted from taxes worships must have following
qualification.

A distinct legal existence
A recognized creed and form of worship
A distinct religious history

Not only the Christian churches but also temples, mosques, synagogues, and
conventions are tax exempted. Churches never pay taxes on their faith related incomes.
However, they pay tax on their business incomes such as thrifts shops income earned
from volunteer works.Since churches are considered public charities, they are
exempted from paying federal, state and local taxes on their religious activities in the
USA.

Church members in Germany are required by tax law to pay church tax to fund church
expenses. Church taxes are collected by the government and returned to the respected
sects proportionately in line with their number of the church members. Under German
Law, anyone who was baptized as a child is automatically becomes a member of church
and thus obliged to pay church tax as a taxpayer, regardless of their beliefs or whether
they attend to church services. But the only way to be exempted from paying church
taxes is to make a formal renouncing their withdrawal from the membership of the the
church. It is estimated that about400 000 German taxpayers officially filled declarations
to leave the protestant and catholic churches after the increase in church tax.
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In Muslim countries, religious services are financed through ability to pay taxes rather
than earmarked taxes. This is because of the fact that, religious services are considered
as socialized or merit goods opposing to Christian understanding and practice.

In France, religious services are not considered public goods in this country, and for this
reason it is not funded by the state.

In Germany, government also doesn’t finance religious services from it’s state budget,
but collects the church taxes, and returns the tax revenues to Catholics, Protestants and
orthodox sects in proportion to their church members. This means that religious services
are not accepted as a public good in Germany, even though church taxes are collected
by the state.

7. Democracy and the Religion Finance

There are many differences of religious financing systems in theory and practice. It is
clear that theoretical funding of religious services through state budget is not considered
as democratic. Because, it doesn’t allow freedom of religion, calling for everybody has
no choice to believe any other religion rather than the one the state imposed. Absolute
secular system also is not considered democratic, because there is no freedom of
religion since religion is forbidden.

German and French Systems of financing religious services are the most democratic
models, since state is neutral with respect to all religions and sects. State doesn’t
interfere in religion and doesn’t allow religion to interfere with governmental activities.
Thus, state can treat all recognized religions, sects and denominations equally. Equal
treatment of different religions enable the freedom of religion which is compatible with
the principles of secularism.

The Anglo-Saxon system, one applied in England and the other in the USA, seems to be
more complicated. Established Church System in UK is democratic since it recognizes all
the religions. It is also undemocratic because it funds only established the Anglican
Church, but not the other religions and atheists. On the other hand state and religion is
not perfectly separated as in the following instances;

- King or the Queen is the head of Anglican Church

- In order to rule the country, they must be Anglican
- Church organizes formal state ceremonies

- Also coronation ceremony of the monarch

- Conducts requiem ceremonies

- King sits in House of Lords as “Lords Spirituals”

Funding religious services in the USA also seems to be democratic, since it treats all the
religions, sects and dominations equally, because they all are recognized. However, it is
not democratic because anti religious groups are considered marginal, making the USA
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more religious state as compared to European countries. On the other hand, following
practices in the USA are found contrary to secularism;

- Formal national holidays are based on religion

- On Good Friday flags are lowered in memory of Christ’s Crucifixion
- “The God We Trust” is written on Dollars

- Judges, congress members prey saying “So help me God”

- Priests and Rabies serve in the army

- Church are exempted from taxation

Turkish financing system of religion is not considered democratic; firstly, only Sunni sect
of Islam is recognized one, thus it doesn’t recognize other Muslim minority sects and
denominations. Secondly, although state and religion are separated according to
Constitution, however Presidency of Religious Affairs serves as a governmental agency.
Thirdly, government supports financially only Sunni Muslims but not greatest minority
group of Alevis and Christian denominations even though they pay compulsory taxes to
finance the PRA. However, some of the Christian minority denominations are recognized
in accordance of Lausanne Agreement, but they don’t benefit from the state funds
allocated to PRA.

8. Alternative Financing Model

The biggest Muslim minority sect, Alevis employ an alternative religious financing
model, alike the French system. They form the 20 per cent of Turkish population, which
is the greatest Muslim minority in Turkey. However, they are not recognized by the
leading Sunni majority, for this reason their existence is officially denied. Thus, their
worship called Cemevi (meeting house) is not also recognized. They obliged to accept
Sunni worship or mosques to get government funding. Opposing to conservative Sunni
tradition, they form secular structure of Turkish Republic. Although they are Assoc.d
with the Syrian Nusayries and Iranian Shias by the public , but there is no similarities
among them, because Turkish Alevis are liberal Muslims.

Alevis argue that they pay compulsory taxes to state, but they don’t get any religious
services from the Presidency of Religious Affairs,resulting in very serious constitutional
problem. In addition to that, Alevis’ children are given compulsory religious courses at
middle and high schools, even though they don’t want to take. The European Human
Rights Court decided that, this practice is unconstitutional. However, discriminatory
practices are not changed. Beside this, from the budget of Ministry of Education
important appropriations are made to priest teaching schools and nothing allocated to
the teaching courses of Alevi clerks (dedes).

Although the secular governments don’t recognize Alevism as an independent and
legitimate sect, however their number of the Cemevis increased from 300 to 900 after
2013. Despite many censure from European Court of Human Rights, Governments in
Turkey refused to accept Cemevis as official worship. Government claim that Cemevi is
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not a place of worship, but it is center for cultural activities and mosques are the only
worship that all Muslims are supposed to go. Alevis don’t accept this claim saying that it
is against freedom of religion.

9. Conclusion

This paper concludes that appropriate financing of religious services calls for funding
must based on voluntary payments rather than compulsory taxation.Because,
earmarking or benefit taxes reflecting private wants are the best instruments faith
related religious services. Our theoretical findings calls for religious services must be
provided in line with the benefit or earmarked taxes rather than ability to pay taxes.
Because, the faith is personal need rather than public wants. Both German and French
financing models are designed in line with the benefit taxation which is compatible with
theoretical grounds. As to taxation of business incomes generated by religious activities
are concerned, faith based income earned are tax exempted. For this reason, voluntary
contributions in all European countries and the USA are not taxed. However, all kind of
business income of the churches are taxed. Although religious schools are supported as
like the public schools by the governments in Anglo-Saxon countries, however priests
are trained by the churches in European countries. Opposing to worldwide practice,
religious schools are financed by the Ministry of Education in Turkey. In addition to
these, denominations and many different religious orders are funded in exchange for
political support with their votes. Thus,financing religious services in Turkey doesn’t
comply with the equity and efficiency conditions of public economy. Because,
compulsory taxes used to finance religious services result in fiscal exploitation of
minorities, political misrepresentation, and decrease in laicism. All these problem can
be solved by accepting the financing system applied by Alevis which is alike to French
system. By doing so, misallocation problem of existing system can be easily solved and
government will enable to produce welfare increasing public expenditures.On the other
hand, religion of finance based on the voluntary contribution of the citizens will improve
the quality of democracy and it will solve the problems stemming from political decision
making process in Turkey.
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ECONOMIC GROWTH:
A SHORT HISTORY OF A CONTROVERSIAL IDEA

Gareth DALE!

Abstract

This paper explores the origins and evolution of the ‘growth paradigm’--the idea that economic growth is
natural, imperative, continuous, a fundamental social good, and the solution to manifold social ills. In pre-
modern civilisations, it finds, the growth paradigm is absent. The paper proposes that, in close connection
with the rise of capitalism and Europe’s colonial land grab, a set of socio-economic, cultural and ideological
changes conducive to the growth paradigm arose during the middle of the last millennium. The paper
notes that a key moment in the advent of the growth paradigm was the seventeenth-century, with its
mercantilist economists and its colonial missions. In the penultimate section of the paper, the ideology of
growth in the nineteenth and twentieth centuries are traced. The concluding section unpacks the
construction of the growth paradigm and explores its relationship to capitalism.

Keywords: Economic growth, GDP, growth paradigm, William Petty, capitalism.
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1. Introduction

The politics of economic growth are complex and contested as never before. In rich
countries, rates of GDP growth have declined, decade after decade since the 1960s. The
2008 crash was deep, and the post-crisis recovery has been slow. This poses problems
for governments, given that their ‘performance legitimacy’ requires some degree of
popular approval of their perceived success in charting a growth path that satisfies the
citizenry’s demand for goods and services. Where growth is low and governments
choose to respond with austerity programmes, these bring additional misery and
hardship — including tens of thousands of premature deaths in Britain alone.

In the same decades, growth scepticism has thrived. It takes two main forms: one
highlights the impact of infinite growth on finite resources and on the natural
environment. Recognition of the dangers of climate breakdown has transformed this
debate — while mainstream opinion retains the traditional faith in growth, now
refashioned as 'green growth', the heretics are rallying to 'degrowth’.

The other emphasises the disconnect between growth and social well-being. The days
are long gone when growth was seen as the fast track to general prosperity, as normal
and natural as sunrise. It is well established that the relationship between growth and

1 Gareth Dale, Brunel University, gareth.dale@brunel.ac.uk
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well-being is partial at best. Such a correlation does exist, but weakens after a certain
point — roughly speaking when per capita GDP exceeds $15,000. At higher levels, the
translation of growth into improvements in health and well-being is tenuous. Other
variables, notably levels of equality, are critical.

In combination, these developments have motivated the 'Beyond GDP' agenda.
Whether for reasons of growth scepticism or out of concern that if GDP growth remains
slack governments’ performance legitimacy will suffer too, political leaders, civil
servants and academics — among them Nicolas Sarkozy, Jacinda Ardern, Gus O’Donnell,
Joseph Stiglitz and Amartya Sen — are promoting alternative yardsticks.

To assess these debates it helps to dig into the history and morphology of the 'growth
paradigm' — the belief that economic growth is good, imperative, essentially limitless,
and the principal remedy for a litany of social problems — and ask the following: when
and how did this paradigm originate?

2. From Rain Dance to Nasdaq

One response was offered in 1960 by Elias Canetti. In quasi-Nietzschean vein, he invoked
a transhistorical ‘will to grow’. Humans are always striving for more. Whether the parent
monitoring her child’s weight or the state official seeking to augment her power, or the
community expanding its population, we all want growth. The desire to accumulate
goods, the drive for economic growth, the wish for prosperity — they are all innate to
human social being. Humans in groups are driven to seek increase: of their numbers, of
the conditions of production, and of the products they require and desire. The very
earliest homo sapiens sought the enlargement of their “own horde through a plentiful
supply of children.”* And later, in the age of modern industrial production, the growth
drive came into its own.

“If there is now one faith, it is faith in production, the modern frenzy of increase; and all
the peoples of the world are succumbing to it one after the other. ... Every factory is a
unit serving the same cult. What is new is the acceleration of the process. What in
former days was generation and increase of expectancy, directed towards rain or corn,
... has today become production itself.” 2 A straight line runs from the rain dance to the
Nasdag.

But this is to confuse the wiring of our current economy with the wiring of the human
brain. Canetti’s ‘will to grow’ doesn’t withstand scrutiny. The diverse behaviours he
describes can’t be reduced to a single logic. The ‘will’ behind creating babies is quite
unlike the will to accumulate acreage or gold. And the latter is relatively recent. For
much of the human story, societies were nomadic or semi-nomadic, and organised in
immediate-return systems. Stashes of food were set aside to tide the group over for
days or weeks, but long-term storage was impractical. The accumulation of possessions
would hamper mobility. The measures that such societies used to reduce the risks of
scarcity centred not on accumulating stores of goods but on knowledge of the

! Elias Canetti (1984 [1960]) Crowds and Power, Peregrine, p. 108.
2 Elias Canetti (1984 [1960]) Crowds and Power, Peregrine, pp. 465, 192.
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environment, and interpersonal relationships (borrowing, sharing, and so on). The moral
economy of sharing necessitates a muscular egalitarianism that is undermined by the
accumulation of property.

Logics of accumulation — and, in the loosest sense, growth — were not initiated until
the Neolithic revolution. Its technological and institutional transformations included
settled agriculture and storage, class division, states, warfare and territoriality, and,
later, the invention of money. Population growth joined with class exploitation and
interstate competition to expand the sway of agrarian empires. Farmers enlarged the
ploughlands, scholars penned proposals for improving the organisation of agriculture or
trade, merchants amassed wealth, and rulers, seeking to enlarge population and tribute,
extended their domains. Only now — in the post-Neolithic age — did gold achieve its
fetish quality as the source and symbol of power.

Scour the documents from ancient civilisations and you’ll find tales of competition for
territory and the accumulation of property, but nothing that resembles the modern
growth paradigm. No conception of ‘an economy’ that can grow, still less of one that
tends to the infinite. And you’ll find little, if any, notion of linear historical progress.
Instead, cyclical cosmologies prevailed. A partial exception is the fourteenth century
polymath, Ibn Khaldun. He developed a sophisticated analysis of growth dynamics. But
his ideas were not widely adopted, and his theory is cyclical: it describes negative
feedback mechanisms that ensure any economic upticks will necessarily hit barriers and
retreat.

When, then, did the modern growth paradigm originate — and why?

3. Petty’s Arithmetic

The evolution of the growth paradigm was integrally connected to the capitalist system
and its colonial thrusts. The basic link between the growth drive and capitalism is
transparent. The latter is a system of competitive accumulation. The former, in
suggesting that the system is natural and brings benefit also to the '99%', provides
ideological cover in that growth serves as an idealised and democratised redescription
of capital accumulation. But there’s more to it than that. The capitalist transition was to
a system of generalised commodity production, in which formal ‘productive’ economic
activity takes the shape of commodities interacting through the price mechanism, in a
regularised manner. If earlier political-economic thought had construed its subject as
the affairs of the royal household, during the capitalist transition a new model emerged,
with an interconnected market field posited as essentially outside the state.

In seventeenth-century England, just as the universe was being re-imagined by Newton
et al as a machine determined by lawful regularities, the idea that economic behaviour
follows natural laws became commonplace. By the close of the following century,
Richard Cantillon had presented the market system as self-equilibrating, a machine that
functions in a law-like manner; Quesnay’s Tableau had depicted the economic system
as a unified process of reproduction; Adam Smith had theorised the dynamics of
economic growth; and philosophers (such as William Paley) had developed the creed
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that steady economic growth legitimates the social system and renders system-critical
demands unnecessary and dangerous.

The same centuries experienced a revolution in statistics. In the England of 1600, the
growth paradigm could scarcely have existed. No one knew the nation’s income, or even
its territory or population. By 1700 all these had been calculated, at least in some rough
measure, and as new data arrived England’s ‘material progress’ could be charted.
Simultaneously, the usage of ‘growth’ had extended from the natural and concrete
toward abstract phenomena: the growth of England’s colonies in Virginia and Barbados,
the 'growth of trade,’ and suchlike.

But the capitalist transition revolutionised much more than the formal economy and
economic concepts. As land came to be regarded as a commodity-like object, the idea
— found to some degree in antiquity — that nature exists to serve the purposes of
landowners and is fundamentally external to human beings, gained definition. The early-
modern regimes of abstract social labour and abstract social nature (i.e. the constitution
of labour and nature as commodities) were sustained by the scientific revolution, and
also by the construction of capitalist time. Over centuries, time became flattened into
an abstract, infinite and divisible continuum, one that permitted economic life to be re-
imagined as subject to continuous growth and cultivation. Morality was upended, too,
most significantly in the discarding of the age-old proscriptions against acquisitiveness.

The more that economic activity came to be marshalled behind the imperatives of
capital accumulation, the more it became subject to regimes of ‘improvement’ and
quantification. In Jacobean and Cromwellian England, these practices and discourses
proliferated. Agrarian-capitalist improvement was fuelled by scientific discoveries.
These, in turn, were spurred on by the navigational and martial demands of explorers,
freebooters and conquerors. European settlers in the New World not only exterminated
and subjugated ‘new’ peoples, but turned to objectifying and cataloguing them, drawing
comparisons with their own kind and ‘improving’ them. ‘Improvement’ and its
theologically-intoxicated transplantation to colonial locations generated new data and
new demands for detailed knowledge. How profitable is this tract of land, and its
denizens? How can they be made more profitable? Answering such questions was
enabled by modern accounting techniques, with their sharper definition of such
abstractions as profit and capital.

No surprise, then, that the first statistically rigorous accounting of the wealth of a
country (as distinct from, say, a royal household) was conducted by a capitalist on a
colonial mission. William Petty planted quantification at the heart of scientific
economics, crafted to the purposes of English merchants and empire, and gaining
ideological force from the sheen of objectivity with which economic statistics — or
‘political arithmetic’ as he termed it — comes coated. In his work the conquest of nature
and the idea of nature as a machine, and of the economy as a productive engine,
blended to produce a new concept of wealth as resources and the productive power to
harness them in contrast to the mercantilist concept, centred on the accumulation of
bullion.
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Colonisation of the New World contributed powerfully to capital accumulation in
Western Europe, but it also spurred Europe’s philosophers to elaborate a racialised
progress ideology. The question of what to make of the peoples encountered in the
Americas, and what implications followed from their property arrangements, stimulated
a new reading of the human story: a narrative of social progress. From the vantage point
of the colonialists, if ‘they’ were at the primitive stage, had ‘we’ once occupied it too?

Centred on a mythical ladder that climbs up from barbarism to civilisation, the progress
idea hammered the diversity of human populations into a single temporal-economic
chain. By indexing the richer and higher-tech nations (and ‘races’) as history’s vanguard,
it justified their bossing of the rest. It was a manifesto that drummed out capital’s
rhythms, and later found new forms as ‘modernisation theory,’ ‘the development
project,” and so forth, articulated through a grammar of ‘growth.” Through its marriage
to progress and development, in the belief that social advance requires a steady upward
ratchet in national income, growth gained its ideological heft.

4. The Globalisation of an Ideology

In the nineteenth and twentieth centuries, the consolidation and globalisation of
capitalist relations was accompanied by the growth paradigm. The first half of the
twentieth century saw its definition sharpen. A pronounced shift occurred from a rather
vague sense — long prevalent — that government should preside over economic
'improvement' and 'material progress' to an urgent conviction that promoting growth is
a matter of national priority. Factors behind the shift included intensified geopolitical
rivalry, and the increasing 'muscularity’ of states, with their expanded bureaucratic
apparatuses, surveillance systems and welfare provision, as well as the segue from the
age of empires to that of nation states, a shift that helped consolidate the discourse of
the ‘national economy.” In many countries the expansion of suffrage was an additional
factor: rights were extended and an infrastructure and ideology of national belonging
was constructed with the aim of incorporating the lower orders as citizens into the body
politic. With the Great Depression, restoring growth became an urgent project of states,
and provided the context for the national income accounting that eventually led to GDP.

The acme of the growth paradigm was reached in the mid twentieth century. Growth
was firmly established everywhere: in the state-capitalist economies of the ‘Second
World,” the market economies of the West, and the postcolonial world too. It became
part of the economic-cultural furniture, and played a decisive part in binding ‘civil
society’ into capitalist hegemonic structures — with social democratic parties and trade
unions crucial binding agents. It came to be seen as the key metric of national progress
and as a magic wand to achieve all sorts of goals: to abolish the danger of returning to
depression, to sweeten class antagonisms, to reduce the gap between ‘developed’ and
‘developing’ countries, to carve a path to international recognition, and so on. There
was a military angle too. For the Cold War rivals, growth promised geopolitical success.
“If we lack a first-rate growing economy,” cautioned JFK on the campaign trail, “we
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cannot maintain a first-rate defense.”! The greater the rate of growth, it was universally
supposed, the lesser the economic, social and political challenges, and the more secure
the regime.

The growth paradigm, | suggest, is a form of fetishistic consciousness. It functions as
commodity fetishism at one remove. Growth, although the result of social relations
among people, assumes the veneer of objective necessity. The growth paradigm elides
the exploitative process of accumulation, portraying it instead as a process in the general
interest. As Mike Kidron and Elana Gluckstein note, as a system of competition
“capitalism depends on the growth of capital; as a class system it depends on obscuring
the sources of that growth.” 2

For a long time, GDP growth was widely assumed to be the route to prosperity. Since
then, cracks have appeared. In the rich world, we are beginning to realise that
continuous GDP growth leads not simply to wealth and wellbeing, but to environmental
collapse and barbecued grandchildren. But growth is not its own cause. GDP mirrors the
power structure and form of value of capitalist society, but it doesn’t define the system’s
core goal. That goal is the competitive accumulation of capital, and the accounting
principles that guide it are those at the level of the firm, not the state. Put differently,
the relentless increase in global resource throughput and environmental despoliation is
not principally the result of states aspiring to a metric — higher GDP — but of industrial
and financial firms, driven by market competition to expand turnover, develop new
products, and increase profits and interest.

If the above analysis is correct, critical debates on growth should not focus solely on GDP
while being coy about capitalism.
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VILFREDO PARETO, TRATTATO, AND ITALIAN SCHOOL OF FISCAL
SOCIOLOGY
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Abstract

In this study Vilfredo Pareto, whose economic and political views had been changed in his life time due to
the transformation of political environment he had lived in, and as a result who had achieved to introduce
one of the paradigms of sociological theory will be analized. And in last section, Pareto inspired Italian
Fiscal School which puts political theory in center of its analysis will be explained.

Keywords: Pareto, Public Economics, Theory of Elits, Fiscal Sociology

JEL Code: A-14, H-30.

1. Introduction

As a conscious and sensible citizen we are all affected by the political atmosphere and
political debates that surround us. But as professionals studying thescience of public
finance we nearly neglect the inter-disciplinary bounds between theory of public finance
and political theory. In this study Vilfredo Pareto, whose economic and political views
had been changed in his life time due to the transformation of political environment he
had lived in, and as a result who had achieved to introduce one of the paradigms of
sociological theory will be analyzed. And in final section, Pareto inspired Italian Fiscal
School which puts political theory in center of its analysis will be explained.

2. Vilfredo Pareto: His Life and Development of His Thought

Pareto, whose name can often be seen in public economics books, was not just a pure
economist, but was also founder of the General Sociology paradigm, in which social
phenomenon are analyzed in a holistic way. A brief look at his life gives us some clues
about how an academician, who devoted first years of his career to pure economic
theory turned out to be a sociological paradigm founder as a result of his frustration
against the changing political atmosphere of his life time.

Born in 1848, Vilfredo Federico DamascoPareto, was son of a French mother an Italian
marquis father. Pareto studied classics and engineering at the Polytechnic Institute of

1 Dr., Ankara Haci Bayram Veli University, F.E.A.S., Department of Public Finance, haydar@gazi.edu.tr
2 Res. Asst.,, Ankara Haci Bayram Veli University, F.E.A.S., Department of  Public Finance,
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Turin. His graduation thesis, “The Fundamental Principles of Equilibrium in Solid Bodies”
provided him with the basic model he would later use in his study of economics and
society (Femia, 2005: 6). He first took a job as an engineer in a mine company where
made business trips to England and Scotland. In those trips he made himself acquainted
with political economy and he started to form his first political views (Marshall, 2007:
11). In time Pareto dabbled in radical politics, expressing extreme views in support of
democracy, free trade and disarmament (Fermia, 2005: 7).

Besides forming his political views, Pareto also started his academic career. In the time
being he draw away from Classical Economic School of Smith, Ricardo and Mill and
became acquainted with Neo Classical Economic School. With the support of
MaffeoPantaleoni — the most important advocate of mathematical analysis based Neo
Classical School of Jean Walras in Italy — Pareto appointed a position in Lausanne
University. (Bourkenau, 1936: 14). In Switzerland he produced his two volume
“Coursd’EconomicPolitique” in which he analyzed the conditions of economic
equilibrium and he expressed his views on free trade, state intervention and liberalism
(Femia, 2005: 8). In the mean while he also continued to assault Italian political system
and government (Femia, 2005: 8)

In 1907 he retired from his chair in Lausanne, partly because of a heart condition and
partly because of his disenchantment with the discipline of economics (Femia, 2005: 10).
But even before his retirement, between mid-1890’s to year 1900, his political stance
had changed radically and he became an anti-liberal and anti-democratic. After his
retirement Pareto fully dedicated himself to political, philosophical and social issues and
to develop a social system focusing on social interaction. He published his masterpiece
“Trattato di SociologiaGenerale” — translated to English as “The mind and Society” —in
1916. Though he tried to keep distance and warn them to avoid censorship and
despotism, Italian Fascists showered him with honors, because of his anti-democratic
and anti-marxist views (Femia, 2005: 11). He died in 1923 a mere ten months into
Mussolini’s reign, and before the uglier aspects of fascism became obvious.

3. Economic Approach of Pareto

In welfare economics we often see the name Pareto. Concepts like first theorem of the
welfare economics, Paretian criteria or Pareto improvement are discussed in detail in all
public economics and microeconomics text books. In our study however those subjects
will not be repeated but we will focus on the formation of the Pareto’s economic views.

In the first place Pareto developed his own economic theory. His economic studies were
aimed at verifying that laissez-faire is apolicy maxim that is consistent with a general
economic theory founded on scientific (mathematical) principles (McLure, 2001: 41).

For Pareto, science of economics separates into two branches. In the first one of these
two branches - which Pareto called “pure economic theory” — there is a deductive
economic research field which assumes the existence of a homoeconomicus whose
actions are hedonistic in everything. The researchers in this field make predictions about
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a social structure by aggregating the actions of these homoeconomicus’ (McLure, 2001:
41).

Second branch is applied or experimental economics. In this research field, one extracts
economic models based on experiences or tendencies, and then comparative analysis
with real world data is made.

According to Pareto, in first branch an idealized, desirable economic world is analyzed.
While in second branch factors distracting this ideal system are investigated. For McLure
(2001) such a design of economic analyses depends on Pareto’s engineering education
past. Just as first designing a machine and then testing its workability in real world.
McLure names this economical approach “the mechanical analogy” (McLure, 2001: 41).

At the center of Pareto’s pure economic theory there is the concept of equilibrium. Like
in the proposition “ ones welfare cannot be improved without deterioring the other’s”,
equilibrium is a change to one condition results in other changes that act in the opposite
direction (McLure, 2007: 26). But this term is only related to his pure economic theory.
In experimental economics Pareto concentrates on the facts,that changes or disturbs
this theoretical equilibrium.

Pareto’s main aim was to limit the research field of pure economic theory and widen the
fields of experimental economics and other experimental sciences which put the real
world data at the center of analysis (McLure, 2001: 25). Because, according to him one
experimental discipline can only analyze a specific part of a social phenomenon and by
comparing different disciplines’ evidences we can be able to reach a much more realistic
explanation of that certain social phenomenon (McLure, 2001: 26).

Next, Pareto introduced a distinction between ophelimity and utility. The abstract
quality of acts that lead to physical, intellectual and moral development is termed
“utility”, whereas ophelimity is a subclass of utility that is limited to the subjective and
abstract quality of acts that satisfy a need or desire (McLure, 2007: 26). In economics,
economic utility concerns the development of material wellbeing and economic
ophelimity concerns the satisfaction of material needs and desires (McLure, 2007: 27).
For Pareto utility is an indefinite and obscure concept. Moreover the term utility may be
considered in terms of individual, the community or society as a hole (McLure, 2001:
42). On the other hand for Pareto ophelimity is a more scientific concept because
individual need and desires are observable and measurable (McLure, 2001: 43).

The distinction between the terms utility and ophelimity don’t have any importance in
today’s highly specialized science of economics, because inter-disciplinary studies today
are limited. But this distinction is the center of Pareto’s general social system because
the concepts of logical and non-logical actions depend on this very distinction. Where
maximisation of ophelimity is related to logical consumption or production decisions of
economic actors; maximization of utility is a sociological concept and related to
individuals’ non-logical decisions over their general welfare.

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 559

4. Pareto’s General Sociology

First of all, according to our view, Pareto’s general sociological system doesn’t aim to
analyze an ideal social system but, it is the positive analysis of the corrupted and
degenerated political and social system of his times. In other words his opposition
against liberal parliamentary system is not on philosophical or ideological level but his
objection is against its real life appearance.

Figure (1) shows the Paretian social equilibrium, which results from the interaction
between economic, political and socio-behavioralequilibrium.

Figure 1. Pareto’s Sociological Analysis of Equilibrium

SOCIAL EQUILIBRIUM

Economic Political Socio Behavioral
Equilibrium Equilibrium Equilibrium
. . . . Conformist Noncormormist
Competition Monopoly Individualism Collectivism . :
Sentiment sentiment
Economic Governed
Market . : Political Elites v
Elites Masses
Rentiers ‘ ‘ Speculators ‘ Foxes ‘ ‘ Lions ‘

Source: McLure (2007, 44).

Economic equilibrium is determined by the principles of economic theory. But the other
two, political and socio-behavioral equilibriums are the experimental parts of the social
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equilibrium. In other words, these are the branches of a general system where Pareto’s
experiences and observations made him loose his fate in liberal - democratic system.

Different parts of the general sociology were produced in different periods of Pareto’s
life and his work was completed in 1916. For example he developed economic theory in
his youth years where as elite theory was developed in his years in Laussane University
or socio-behavioral equilibrium was produced in his retirement years (McLure, 2007: 27;
Femmia, 2005: 16). But for the sake of logical integrity, Pareto’s system will be handled
following Richard Aron’s approach, not by its conceptual developmental chronology.

Pareto’s general sociology is an agent based, micro-sociological approach. It first starts
with defining the concepts of logical and non-logical actions. For Pareto logical actions
are the ones where the means — end relation in objective reality must correspond to the
means — end relation in the mind of actor ( Sarp, 2013: 95). Whereas non-logical actions
are the ones which, means — end relation in objective reality doesn’t correspond to the
means — end relation in the mind of actor. One point must be made clear that, non-
logical actions are not illogical actions (Sarp, 2013: 91). In other words, if logical and
illogical actions are two opposite points (like black and white), non-logical actions are
the points fall between these opposite points (like different shades of grey).

According to Pareto, accept from limited economic actions that can be analyzed in terms
of ophelimity, nearly all every day actions of an individual are non-logical.

Non-logical actions of an individual depend on two concepts, residues and derivatives.
Residues are basic and mostly non logical behavioral motives, whereas derivatives are
the rationalization, are the effort to explain residues in a logical sense (Sarp, 2013: 103).
In other words depending on the “a human is not a rationale but a rationalizing animal”
motto, derivatives are the elements of rationalization.

In Paretian sociology there are 6 residues and 4 derivatives. Residues are,
i) The Instinct for Combinations

ii) Group Persistence

iii) The Compulsion to Express Sentiments by External Acts
iv) Sociality

V) Residues of integrity

vi) Sexual Residues.

Whereas derivatives are;

i) Assertion,

ii) Authority,

iii) Sentimental Ones

iv) Verbal Proofs.

The first aim of the Paretian sociology is to study non-logical actions as non-logical
actions, and not to lend a logical appearance tonon-logical behavior (Aron, 1967: 115).

April 24-27, 2019, Antalya - TURKEY



34. International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 561

For example in Public Choice Theory voting behavior is explained as a politically
motivated utility maximization. As for Paretian sociology, an individual’s voting behavior
is determined by his residual actions and he rationalizes this action by derivatives.

This behavioral system leads us to the second part of the Paretian sociology theory, the
elite theory. As shown in Figure (1) two of the three factors of a social equilibrium are
economic and political equilibriums. In a social system, economic and political elites try
to keep the socio-behavioral system in equilibrium. They do this by addressing residual
motives of the individuals (McLure, 2007: 125).

In Paretian sociology there are two kinds of elites, social elites and political elites. Social
elites are the aggregate of economic and political elites. But the main actor here is
political elites. They are the governing class and they determine who the economic elites
shall be. And by this way they create a totalclass of social elites. Nature of elites forms
the society or the social system (Sarp, 2013: 104). Elites use two methods in governing
society, force and guile. If the masses allow themselves to be manipulated by elites, it is
either because the elites control the means of force or because they succeed in
convincing the masses (Aron, 1971: 159). A legitimate government is one which has
succeed in persuading the many (Aron, 1971: 159)

According to Pareto history of societies is the history of political elites which appear,
struggle, take power, enjoy that power, fall into decadence and, to be replaced by other
political elites (Aron, 1971: 162). And each political elite tries to create his own social
elite group by influencing the economic elites of the society. This is where the link
between Paretian sociology and public finance appears.

5. Paretian Sociology and Italian Fiscal Sociology

Citing Mauro Fassiani, McLure (2007) declares that there were three main stream public
finance theories in Italy in early 1900’s. First Viti de Marco and Mazzola’s Neo Classical
public finance approach. Second Murray, Loria and Puviani’s political theory approach
and third Borgatta and Sensini’s sociological approach. Here the third one, Borgatta and
Sensini’sparetian sociology based fiscal sociological approach will be analysed

Based on his pure economic theory, Pareto made great contributions to the theory of
public economics. But he never made any direct contribution to the field of fiscal
sociology. On the other hand his influence advanced through the works of his ex-
students and followers, Borgatta and Sensini. These two, today are thought to be the
founders of Italian Fiscal Sociology approach (McLure, 2007: 121 - 122).

Italian fiscal sociology focuses the role of fiscal policy in maintaining social equilibrium.
Political elites may use fiscal policy instruments in two ways. First they use such
instruments like fiscal incentives or tax benefits to create their own economic elites.
Second they can use fiscal instruments in order to affect the socio-behavioral
equilibrium. Here the main purpose is to persuade masses by deceiving them with fiscal
policy. Targeted transfers or changing the burden of taxation from direct taxes to
indirect ones are examples of these policy instruments.
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Figure (2) shows the Sensini’s classification of public finance in accordance with the
Paretian sociological approach. Technical public finance for Sensini is the field of public
finance where no inter-disciplinary studies are made. Examining or evaluating tax or
budget laws are examples of this field. Analytic public finance is the field where relation
between pure economic theory and theory of public finance is taken into account.
Finally synthetic public finance emphasize on relation between theory of public finance
and political theory whereas action theory refers to relation between fiscal politics and
their effects on individual behaviors.

Figure 2. Sensini’s Classification of Public Finance

Public Finance

Theoretical Technical
Analytical Synthetic Theory of Action Application of Legislative
Finance Finance Theory
[
| | | |

Revenue Expenditure Type and Form of Type and Form of

Taxes Expenditures
Governed Governing

Source: McLure (2007, 129)

6. Conclusion

As a result according to Paretian fiscal sociology or Italian fiscal sociology, apart from
technical and analytical ones, all branches of public finance analysis should depend on
logical and non-logical behavioral system of Paretian general sociology. Fiscal decision
making processes should be re-accounted according to the political elites’ different
political motives. Some of our early theoretical or experimentalfindings regarding
analytic or technical public finance may well be changed, if can re-set our perspective
on the theory of public finance. Beside this, theories of technical and especially
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analytical public finance must be reviewed in order them not to be part of apolitical
deceiving process.
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SOCIOLOGICAL EFFECTS OF SPECIAL CONSUMPTION TAX
REDUCTIONS: EMPIRICAL FINDINGS

ihsan Cemil DEMIR! Ali BALKI?

Abstract

Taxes are used to perform many purposes, particularly to finance of public services. Especially in times of
economic recession, States have gone to tax reductions to stimulate the economy. In the short term, the
preferred policy tool to revive the aggregate demand is the reduction of taxes on consumptions. In this
respect, during 2016-2018 periods, government reduced special consumption taxes in Turkey. The
purpose of this study is to determine how individuals perceived and how they behaved after the recent
special consumption tax reductions. For this purpose, a survey was conducted with 1304 people as a face
to face and online manner. The general results of this survey are show that the applications of special
consumption tax reductions are accepted appropriate and very useful.

Keywords: Tax Reductions, Special Consumption Tax, Sociological Effect, Tax Awareness.

JEL Code: H20, H30.

1. Introduction

Today, taxes are used as an important and effective fiscal policy tool in addition to
financing public services. States try to reach the macro-economic indicators they target
by using taxes as a means of intervention in the economy. For this purpose, taxes are
actively used in combating inflation and deflation.

Various criteria are used to classify taxes. The most common classification in practice;
classification according to the subject: income taxes, wealth taxes and taxes on
spending. Special consumption taxes which are the subject of this study are located in
the classification of taxes on expenditures. In the short term, taxes on expenditures as
a fiscal policy instrument are mostly used in the fight against recession and deflation.
Reductions in taxes on expenditures will stimulate effective domestic demand in the
short term. Governments generally consider the impact of these reductions on
macroeconomic indicators and budget while applying tax cuts. While these impacts are
important, the sociological impacts of these discounts or the attitudes and behaviors of
the society towards reductions are also important in achieving the targeted success.
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In this study, primarily the conceptual framework is investigated; in the scope of review
of the literature, empirical studies conducted so far regarding the special consumption
tax in Turkey, the methods used, data sets and the results obtained were examined.
Then, the special consumption tax reductions applied in our country in the period 2016
- 2018 and the reflections of these reductions on the budget were examined. In the last
part, we presented and evaluated the results of the survey that we conducted on the
sociological effects of special consumption tax reductions in Turkey.

2. Conceptual Framework

In the production and distribution stages of the economic process, or in only one of
them, against general consumption tax on all goods and services except for exceptions
and exemptions, taxes on specific goods and services are called special consumption
taxes. Special consumption taxes, which are more favorable than other forms of taxation
to minimize the reaction to taxation, are one of the oldest taxes together with customs
(Turhan, 1998: 165-166).

Special consumption tax practices vary from country to country, but can be divided into
three groups according to the objectives and evaluation criteria (Due & Friedlaender,
1981: 390-402):

-Special consumption taxes designed to improve efficiency in the use of resources
(sumptuary excises);

-Special consumption taxes applied as the cost of utilizing public goods (excise
taxes in lieu of charges);

-Governments frequently make some use of special consumption taxes for
general revenue purposes (excises for general revenue).

In the international area, the harmonization of special consumption taxes by certain
rules has been brought to the agenda for the first time in the member states of the
European Union. The reason for the harmonization of special consumption taxes, the
tax adverse effects in the free movement of goods in community member countries
(Uzelturk, 2002: 383).

3. Empirical Studies on Special Consumption Tax

Since entry into force of the Special Consumption Tax Law in Turkey, most of the studies
relating to excise duty are theoretical studies. The number of empirical studies is quite
low.

Gergerlioglu & Sumer (2015), in the survey conducted with 1,000 persons in Istanbul;
according to the married, widows and bachelors; low-income individuals, according to
individuals in other income groups; primary school graduates, according to other
graduating categories; it was concluded that the spirits sale taxes further decreased the
social costs caused by the consumption of spirits.
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Demir et. al. (2017), in 46 different city provinces in Turkey they made a survey with
1813 taxpayers; in general, tax reductions are satisfied with the citizens, the economy is
revitalized, tax revenues will not reduce and will not disrupt public services.

Sanver et. al. (2017), in the survey conducted with 345 persons in Istanbul, Kocaeli,
Sakarya, Duzce and Bolu provinces; they have reached the conclusion that the special
consumption tax reductions will not increase employment, the increase in special
consumption tax from luxury car sales is not fair and that this leads to the purchase of
second hand and lower cylinder volume cars for taxpayers and also the special
consumption tax reduction that applied to the veterans and their relatives while buying
cars is proper, but the removal of special consumption tax from the sale of boats and
yachts is not fair.

Gergerlioglu (2017), in the survey conducted with 515 persons in Istanbul; it was
concluded that compared to other age groups, those in the age range 25-39 are more
affected from taxes on fuel consumption while participants who earn 773-1000 TL are
more influenced from taxes on fuel consumption compared to other income groups.

4. Special Consumption Tax Reductions Applied in 2016 - 2018

After the Special Consumption Tax Law came into force in Turkey, special consumption
tax discounts were applied for various purposes, especially for revitalizing the economy.

To be implemented between the dates of 07.09.2016 - 30.06.2019 with the Law No.
6745; in order to renew the vehicles used in urban passenger transportation (taxi,
minibus, bus, etc.) and commercial vehicles used in commercial cargo transportation,
which are included in the list (Il) attached to the Special Consumption Tax Law, the first
acquisitions of the vehicles under the same tariff position order are excluded from the
special consumption tax.

With the decision of the Council of Ministers No. 2017/9759 published in the Official
Gazette dated 03.02.2017, the special consumption tax rate from yachts, boats and
excursion ships in the list (ll) attached to the Special Consumption Tax Law is 0%. The
rate of special consumption tax on air conditioning and some white goods listed in (V)
has been zeroized until 30.04.2017. This period was extended until 30.09.2017 by the
Council of Ministers Decision No. 2017/10106, published in the Official Gazette on
29.04.2017.

According to the decision of the Council of Ministers no. 2018/11818 published in the
Official Gazette dated 17.05.2018, depending on the increase in international oil prices
and foreign exchange rates; gasoline, diesel, LPG and it is decided that the increases in
the prices of some petroleum products will be met by deduction from the special
consumption tax and will not be reflected in retail prices.

To be valid until 31.12.2018 with the President Decision no. 287 of the Official Gazette
dated 31.10.2018; special consumption tax rates on the 250cc and below motorcycles
listed in the list (1) attached to the Special Consumption Tax Law have been reduced to
zero; on the other hand, white goods in list (IV) have been reduced to zero. The special
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consumption tax reductions were extended to 31.03.2019 with President Decisions of
535 and 540 published in the Official Gazette dated 31.12.2018. It was extended to
30.06.2019 with the President Decision of 843, published in the Official Gazette dated
21.03.2019.

5. Methodology of Study and Empirical Findings

The primary objective of the reduction applications made in expenditure taxes is to
revitalize the economy by increasing the purchasing power of individuals. Therefore, the
effect of tax reductions on macro-economic indicators is generally taken into
consideration and the attitudes and behaviors of individuals against tax reductions are
secondary. This study was conducted to measure the perceptions, attitudes and
behaviors of individuals against the special consumption tax reductions applied in our
country recently.

Study was conducted across Turkey with a total of 1304 people face to face and online
survey.

5.1. Empirical Findings

The results of the survey conducted on special consumption tax reductions were
subjected to OLS regression analysis. For this purpose, the mean of 3 survey expressions
which were tested to be a factor, were taken and converted into a single variable. The
mean of this factor is 3,74.

1- Special consumption tax reductions are required. (Strongly Disagree: 1,
Strongly Agree: 5, Mean: 4,14)

2- Special consumption tax reductions are revitalized the economy. (Strongly
Disagree: 1, Strongly Agree: 5, Mean: 3,94)

3- Special consumption tax reductions are reduced tax revenues. (Strongly
Agree: 1, Strongly Disagree: 5, Mean: 3,13)

Regression analysis results can be summarized as follows:

- Perception about special consumption tax reductions differ significantly from
demographic variables only in terms of gender. Statistically; according to the results,
men have more positive perception than women about special consumption tax
reductions at 10% significance level.

- Those who consider tax as an unnecessary payment to the state (individuals
with negative tax awareness) have a negative attitude towards special consumption tax
reductions (5% significance level).

- The level of satisfaction with special consumption tax reductions is higher for
individuals with high level of awareness on special consumption tax than other
individuals (10% significance level).
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- Those who want to narrow the scope of the goods and services subject to the
special consumption tax are more satisfied than the special consumption tax reductions
compared to those who do not care (1% significance level).

- The positive perception of those who want to end the practice of special
consumption tax in Turkey is higher than other individuals (5% significance level).

- Those who think that the special consumption tax on oil and petroleum
products is high, they are more positive for special consumption tax reductions than for
those who think it is low (1% significance level).

- Those who consider the special consumption tax from the goods harmful to
human health as the cost of the health expenditures made to those who use these goods
are generally negative towards the special consumption tax reductions (1% significance
level).

- Those who think that special consumption tax should not be taken over white
goods, the satisfaction level of special consumption tax reductions is very high (1%
significance level).

- Those who think that the special consumption tax has a direct impact on
expenditures are positive against special consumption tax reductions (1% significance
level).

- Those who think that the special consumption tax on cars hinders the purchase
of new cars is positively perceived against special consumption tax reductions (10%
significance level).

- Cigarette etc. those who think that special consumption tax should be taken on
the products that are addictive, they have a positive perception against special
consumption tax reductions (5% significance level).

6. Conclusion

With the survey conducted with 1304 people in Turkey, attitudes and behaviors of
individuals against the special consumption tax reduction has been measured. According
to the results of the study; individuals generally have a positive attitude towards special
consumption tax reductions; they think that the scope of the goods and services subject
to special consumption tax should be narrowed and that the special consumption tax
directly affects the expenditures they make. Moreover, the participation rate of
individuals is quite high survey expressions which the ratio of special consumption tax
taken on oil and petroleum products is high and the special consumption tax taken from
cars prevents the purchase of new cars.

According to the results of OLS regression analysis performed with the data obtained
from the study; the attitude towards special consumption tax reductions is significantly
different according to gender. No significant difference was found in other demographic
variables.
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As a result, the recent special consumption tax reductions seem to be quite satisfactory
from a sociological point of view, aside from macroeconomic targets. The fact that
society cares about such reductions and planning of consumption expenditures taking
into account reductions which indicate the density of individuals with rational
expectations.
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THE RELATIONSHIP BETWEEN E-GOVERNMENT AND
CORRUPTION: AN EMPIRICAL ANALYSIS USING PANEL DATA

Gamze OZ YALAMAN!

Abstract

E-Government can be defined as the use of information and communication technologies by the
government in order to work more effectively share information and deliver better services to the public.
It is known that e-government applications strengthen accountability, increase transparency and
efficiency of the government. Corruption is a highly complex phenomenon which rooted in bureaucratic
and political institutions and their effects vary from country to country. Given the socio-economic
conditions, political and institutional infrastructure and other factors, it is difficult to make a generally
accepted definition of corruption, but in its narrowest definition, abuse of public power for private
interests. It is known that corruption creates negative effects on the economic growth of the countries,
tax structure, quality of public services, and the rule of law.In this context, the paper tests the effects of
e-government on corruption via panel data analysis by using a large data set consisting of 193 countries
belonging to the period 2003-2017. While examining the relationship between e-government and
corruption, many control variables that may affect this relationship were taken into consideration. The
empirical findings of the study show that e-government has a statistically significant and negative effect
on corruption. Consistent with the common literature, the findings of the study emphasize that the
increase in e-government applications reduces corruption.

Keywords: E-government, corruption, panel data, internet usage

JEL Code: D73, H11, O57

1. Introduction

With the development of the 1990s, the Internet has become an indispensable element
of individuals and states. It is seen that states have been using the potential of the
internet in order to improve and perfect the management processes since the mid-
1990s. This situation led to the emergence of e-government concept.

According to the United Nations (2002), e-government can be defined as the use of
information and communication technologies in order to provide state services more
effectively and efficiently to citizens and businesses. As it can be seen from the
definition, it is aimed to provide efficient, effective and transparent services through e-
government applications. In addition, it is thought that e-government will strengthen

1 Asst.  Prof. Dr., Eskisehir Osmangazi University, Department of Public Finance,
gamze.ozyalaman@gmail.com
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relations with enterprises and sectors, strengthen citizens because of easy access to
information and thus increase the confidence in the state and provide a more effective
citizen-state relationship. As a result of these positive aspects, less corruption, increased
transparency, greater convenience in obtaining services, increased public revenues and
/ or decreasing expenditures are expected (Panzardi et al., 2002: 2).

Corruption is a highly complex phenomenon whose roots are deeply rooted in
bureaucratic and political institutions, and whose effects vary from country to country
and can be described as the most straightforward definition of the abuse of public power
for private interests (World Bank, 1997: 8). In theory, the impact of E-government
practices on corruption can be positive or negative (Bhatnagar, 2003: 30; Elbahnasawy,
2014: 114). However, the number of empirical studies testing the impact of e-
government practices on corruption is insufficient (Elbahnasawy, 2014: 114; Kim et al.,
2009: 42; Andersen, 2009: 209; Nam, 2018: 281). In this context, the effects of e-
government on corruption are tested using a large data set consisting of 193 countries
belonging to the period 2003-2017 by using panel data analysis. While examining the
relationship between e-government and corruption, control variables that may affect
this relationship were also taken into consideration. The empirical findings of the study
show that e-government has a statistically significant and negative effect on corruption.

2. Literature Review

Several commonly used definitions of e-government are as follows. According to the
United Nations (2002), e-government can be defined as the use of information and
communication technologies in order to provide state services more effectively and
efficiently to citizens and businesses.

According to the World Bank definition, e-government is a system that uses state-owned
information and communication technologies to promote the empowerment of citizens,
improve service delivery, strengthen accountability, increase transparency, or transform
relations with citizens, the private sector and / or other government institutions in order
to increase the efficiency of the state.

West (2004) describes the e-government as the state's provision of information and
services in the internet or other digital media.

According to Palvia and Sharma (2007), e-government is a general term for web-based
services of institutions at local, state and federal levels.

As it can be seen from the definitions, it is aimed to provide efficient, effective and
transparent services through e-government applications. In empirical studies, it is seen
that e-government applications provide benefits such as less corruption, greater
transparency, greater convenience in obtaining services, increased public revenues and
/ or decreasing expenditures, and this situation can positively affect the trust in the state
(Furlong, 2005: 61-67; Welch et al., 2005; 386-387; Tolbert & Mossberger, 2006: 362-
363).
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The negative effects of corruption, which can be defined as abuse of public power for
private interests, may vary from country to country and the determinants of corruption
have been examined in different studies (Serra, 2006: 225; Dimant & Tosato, 2018: 344-
345).

A few empirical studies examining the impact of e-government practices on corruption
are available in the literature. For example, Shim and Eom (2008) stated that e-
government has a positive effect on corruption. Andersen (2009) explores the
relationship between e-government and corruption in 149 countries for 1996 and 2006.
The findings of the study show that the increase in e-government use reduces
corruption. Krishnan, Teo and Lim (2013) state that the level of corruption in countries
will decrease as e-government applications mature. Elbahnasawy (2014) reveals that e-
government is an important tool in reducing corruption by using a data set covering 160
countries and 1995-2009 years. Nam (2018) examines the relationship between e-
government and corruption by using cross-sectional data and he states that political,
economic and cultural characteristics are important factors that could limit the e-
government's mitigation effect on corruption. For example, the anti-corruption effect of
the e-government is significantly reduced in cultures where individuals perceive an
unequal power distribution and feel uncomfortable with uncertainty. Another
important finding is that more democratic countries are able to control corruption
effectively.

The literature introduce many different control variables which have significant effect
on the relationship between e-government and corruption such as internet services,
human capital, telecommunications, inflation, public expenditures, tax revenues,
internet users, internet security, per capita national income, public activity, political
stability, the rule of law, accountability (Braun & Di Tella, 2004: 77; Serra, 2006: 225;
Elbahnasawy & Revier, 2012: 311; Elbahnasawy, 2014: 119).

In this context, the paper investigates the effects of e-government on corruption by
taking into account many control variables that may affect this relationship.

3. Data, Model and Empirical Resuts

In this study, the effects of e-government on corruption are tested by using panel data
regression with a large data set consisting of 193 countries belonging to 2003-2017
period. The data were obtained from the World Bank and the United Nations. The
predicted regression model and the control variables are displayed in equation 1 and
equation 2, respectively.

Corruption;; = fy + B{E — Government;, + Y.}_, BxControlVariables;; + &;; [1]

Yk=2 BxControlVariables;; = B, InternetServicesi+ B; HumanCapitali+ B,
Telecommunicationi+BsInflationnii+ Bg GovernmentExpendituresi+ B, TaxRevenuei+Bg
InternetUsersi:+BgInternetSecurityi+ B, GDPpercapitai:+ B;; GovernmentEffectivenessit
+B;, PoliticStabilityi+B, 3 RuleofLawi+B; 4, VoiceandAccountabilityit [2]
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The control variables are Internet Services, Human Capital, Telecommunications,
Inflation, Government Expenditures, Tax Revenues, Internet Users, Internet Security,
GDP Per Capita, Government Effectiveness, Political Stability, Rule of Law, Voice and
Accountability. In this context, 8 different models were estimated. The empirical
findings in Table 1 show that e-government has a statistically significant and negative
effect on corruption without changing depending on different control variables.For
estimating the coefficients of a single equation 1, the random effect estimator is used
following by the existence literature. However, the diagnostic tests indicate the
presence of heteroscedasticity and autocorrelation for all models. In order to deal
withthese problems, GLS estimator is used (Baltagi, 2008: 14-15). The results are robust
and indicate a negative relationship between e-government and corruption.
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Table 1. Regression Results
Model-1 Model-2 Model-3 Model-4 Model-5 Model-6 Model-7 Model-8
E-Gov -3.494"" -3.666"" -9.484" -0.328" -0.372"" -7.120™ -3.494"" -7.120"
(-2.32) (-2.49) (-1.92) (-1.86) (-4.08) (-2.31) (-2.12) (-2.31)
internet Services 0.941" 1.064™ 3.146" 0.169"" 2.485™ 0.929" 2.485™
(1.82) (2.11) (1.86) (2.25) (2.36) (1.65) (2.36)
Human Capital 1.069™" 1.163" 3.492™ 0.228"" 2.193" 1.133" 2.193"
(2.08) (2.33) (2.07) (3.59) (2.08) (2.01) (2.08)
Telecommunication 1.497™ 1.507™" 3.277" 0.120 0.433"" 2.578" 1.421™ 2.578"
(2.95) (3.05) (1.97) (1.74) (5.21) (2.49) (2.57) (2.49)
Inflation -0.0007 - 0.00385 -0.00108™" -0.00328"" 0.000520 -0.00328"
(-0.82) - (1.47) (-2.33) (-1.99) (0.59) (-1.99)
Gov. Expenditures -0.00331 - -0.0151 -0.000611 -0.0277™" -0.00376 -0.0277™"
(-1.10) - (-1.57) (-0.30) (-4.59) (-1.15) (-4.59)
Tax Revenue 0.00897""" 0.00577*"" 0.00695 0.00723"" -0.00151 0.0132"*" -0.00151
(4.08) (3.09) (1.00) (5.71) (-0.35) (5.63) (-0.35)
int.Users -0.000223 - -0.00201 -0.000459 -0.00161 -0.00112 -0.00161
(-0.31) - (-0.91) (-0.95) (-1.15) (-1.50) (-1.15)
internet Security -0.0000006""" -0.0000007**" -0.0000005 -3.70e-08 -0.00000041" -3.70e-08
(-2.96) (-3.69) (-0.67) (-0.08) (-1.72) (-0.08)
GDP Per capita 0.00000326™" 0.00000346""" 0.0000170™" 0.0000012™*" 0.000002"** 0.00001"*" 0.000004"** 0.00001"""
(2.97) (4.72) (5.27) (3.10) (3.04) (6.01) (3.26) (6.01)
Gov. Effectiveness 0.432"" 0.359"" 0.364""" 0.451"" 0.814™"
(10.51) (10.87) (20.27) (15.54) (38.10)
Political Stability 0.0625"*" 0.0901"*" 0.0535"" 0.0533""" 0.806""" 0.168"" 0.806"""
(2.76) (4.61) (5.42) (3.55) (29.73) (7.57) (29.73)
Rule of Law 0.465"" 0.525"*" 0.558""" 0.477""
(9.57) (12.65) (25.23) (14.58)
Voice and Account 0.0233 0.00306 0.000785
(0.86) (0.14) (0.07)
Constant 0.00448 -0.120™ -0.811" -0.121*" 0.0479 0.701™" -0.185 0.701*"
(0.03) (-2.26) (-1.84) (-6.06) (0.79) (2.50) (-1.22) (2.50)
R2 0.88 0.89 0.07 0.89 0.91 0.48 0.89 0.48
Heteroscedasticity 6.0e+32 [0.0000] 4.3e+32 [0.0000] 2.1e+31 60164.75 9377.95 2.7e+30 13489.65 [0.0000] 2.7e+30
[0.0000] [0.0000] [0.0000] [0.0000] [0.0000]
Autocorrelation 43.765 51.289 62.799 202.145 110.593 59.650 47.910 59.650
[0.0000] [0.0000] [0.0000] [0.0000] [0.0000] [0.0000] [0.0000] [0.0000]

Parantez icindeki degerler t istatistikleridir ( **"p< 0.01, **p< 0.05, "p< 0.1).
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4, Conclusion

E-Government is a web based system aiming to provide the right information to the citizen on
a common point in electronic environment in a secure, uninterrupted and fast way by
considering the user needs of public services. With the increase in e-government applications,
it is known that the accountability is strengthened, the transparency and the efficiency of the
state increase.

It is very difficult to make a generally accepted definition of corruption, and different
definitions of corruption are made by international organizations. A generally accepted
definition of corruption is made by the World Bank as abuse of public power for private
interests. The effects of corruption are a highly complex phenomenon that changes from
country to country. It is known that corruption creates negativities on the macroeconomic and
administrative indicators of countries.

In this context, the paper tests the effects of e-government on corruption by using panel data
analysis with a large data set consisting of 193 countries belonging to the period 2003-2017.
While examining the relationship between e-government and corruption, control variables
that may affect this relationship were also taken into consideration. The empirical findings
show that e-government has a statistically significant and negative effect on corruption. In
accordance with the literature, the findings of the study show that the increase in e-
government applications reduces corruption.
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EVALUATION OF TAX CRIMINAL LAW
(REGULATION-PRACTICE-TRIAL)

Yusuf KARAKOG?

Abstract

Illegalities about the tax-related duties are regulated in the Tax Procedure Law as Tax Misdemeanors and Tax
Crimes according to their qualities and the weight of injustice of the action in tort. Although these provisions,
which underlie the Tax Criminal Law, have not systematical significant deficiencies, it is encountered the
problems concerning today's conditions and about the compliance with the Turkish Penal Code and the
Misdemeanor Law. In this context, there are deficiencies of Tax Criminal Law relating to regulation, practice and
trial. In this study, a general evaluation of Tax Criminal Law is carried out; problems are identified, and solutions
are offered. This study is expected to contribute to the progressing preparatory work for an extensive alteration
to the Tax Procedure Code.

Keywords: Tax Criminal Law, Tax Misdemeanors, Tax Crimes, Tax Procedure Law, Turkish Penal Code,
Misdemeanor Law

JEL Code: K14, K34, K42

1. Introduction

The tax law relationship is a public law-based relationship between State and persons. This
relationship must be run in accordance with the rules that serve to regulate this relationship.
But it is known that in some cases taxpayer and tax responsible may violate the law
intentionally or unintentionally. Unlawful acts are a subject of different types of tax offenses
and / or misdemeanors depending on their qualifications and different punishments are
imposed on these offenses and / or misdemeanors. The section of the tax law that is related
to the acts against to tax code and their punishments and/or sanction is called as Tax Criminal
Law.

It is encountered with difficult situations with respect to today's conditions and compliance
with the regulations of the Turkish Penal Code and the Misdemeanor Law, although there are
no systematically significant shortcomings in the regulations that form the basis of Tax
Criminal Law and take place in Tax Procedure Code. In this regard, there are deficiencies of
Tax Criminal Law on regulation, practice and trial. In this study, a general evaluation of Tax
Criminal Law is carried out; problems are identified, and solutions are offered. This study is
expected to contribute to the progressing preparatory work for an extensive alteration to the
Tax Code?.

1 Prof. Dr. Dokuz Eyliil University Law Faculty, Department of Fiscal Law.
2 Since the paper is not an article and there is a limitation about total page and word, to submit detailed
explanation and references have not been possible, it has been contented with selected bibliography.
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2. The Subject and the Scope of the Tax Criminal Law

Tax Criminal Law examines punishment or sanctions relative to crimes and misdemeanours
arising from acts contrary to tax laws. Tax crimes and misdemeanours are, as a rule, accepted
as (fiscal) crimes and misdemeanours committed against the State Treasury. The purpose of
the tax crimes and misdemeanours and sanctions imposed them is to ensure the timely and
proper implementation of tax laws. The timely and proper payment of the taxes prevents both
the reduction of the Treasury's income and serves the collection of public revenues which
constitute the financial source of public services in turn public interests.

The subjects of the tax criminal law are the illegal acts against to Tax Law that named crimes
and misdemeanours; also, their punishment and sanction. In this respect, it is important to
note that use only Tax Procedure Code at resolution of disputes or conflicts arising from the
implementation of the Tax Criminal related rules will be inadequate. Because Tax Procedure
Code is not the only Code that regulate sanctions and punishment of the acts contrary to Tax
law. The unlawfulness on the collect stage of public revenues is regulated by Public
Receivables Collection Procedure Code. This Code includes some crimes and their
punishments. Also, Customs Code and Anti-smuggling Code include parallel regulations with
Tax Procedure Code about crimes and misdemeanours. For this reason, this other Codes
should be taken into consideration when make arrangements in the field of Turkish Tax
Criminal Law. Otherwise, different degree, contradictory, contrary sanctions will appear about
the unlawfulness on the same law field.

3. Assessment of the Tax Criminal Law

- In the case that Tax Criminal Law, broadly defined as Financial Criminal Law, it will not
be limited with the Tax Procedure Law; the crimes and misdemeanors which are regulated in
Public Receivables Collection Procedure Code, Customs Code and Anti-smuggling Code should
be included. Currently, Tax Criminal Law refers to Tax Criminal Law in the narrow sense based
on only the Tax Procedure Code. In this field, regulations, practice and trials are made based
on this qualification only. But legal system should be considered as a whole. The Financial
Criminal Law that serves the same legal interest should be considered and keep in mind
together. It is necessary to harmonize these regulations, considering the need to create a
whole. Otherwise, it is not possible to reach justice and to provide legal security with
incompatible and nonproportional regulations-practice-trials.

- Penalties do not direct correspond to the sustained loss and / or the cost; it should
have a deterrent effect. However, it should not have a lethal-destructive-ruinous effect.
Therefore, the penalties must be certainly and clearly defined in the Law, by taking into
account the inflation and current interest rate and the principles of legality -legal security-
certainty.

- Taxpayers who cause a tax loss are subject to a penalty corresponding to half of, one-
fold or three-fold of the tax loss. The sanctions defined as “fold” are considered as
nonproportional, over-punitive and impossible to obey.

- It is necessary to make it known that some part of the acts of special irregularity is a
subject of the tax loss misdemeanors as for the other part of them is an attempt of smuggling
crime. As a consequence of this, if tax loss penalty and/ or custodial sentence about tax
smuggling are applied after the closure of the accounting period, the special tax irregularity
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penalty should not be applied. Special tax irregularity penalty should be applied as result of
the illegal acts that in accounting period.

- In order to prevent to penalty concentration, the single punishment should be given
for the misdemeanors that are committed by the same act.

- It is necessary to apply administrative fine for tax smuggling acts if they also cause tax
loss. But in this case, basic tax loss penalty should be applied and waited for to give additional
punishment until a decision of the court approve that crime is actually committed and it is
committed by taxpayer. Unless this proposal is implemented, conflicting court decisions in
positive law will be continuing to exist.

- The application of penitence and rectification should continue to prevent of apply tax
loss penalty; but the connection to the non-prosecution of smuggling crime (connivance)
should be corrected. In case of taxpayer’s application of penitence and rectification, criminal
investigation and prosecution should be continued; however, the benefit from penitence and
rectification regulations and the fulfilment of their conditions should be accepted as a reason
for discounting.

- The structure of the conciliation commissions, the nature of their decisions- effects
and consequences should be clarified. The relations between conciliation- judicial remedy;
conciliation- remission of fines should be clarified. If taxpayers apply for penitence and
rectification, they should also be benefit from the remission of fines. Infringement to the
conclusions of conciliation should result in the cancel of the conciliation.

- The rate difference should be eliminated in remission of tax fines. The same discount
rate should be determined and applied for all tax penalties. Otherwise, the nonproportional,
bizarre results will appear inevitably.

- The existence of recidivism causes many problems. There is no way to eliminate these
drawbacks completely. Therefore, the repeal of the regulation that regulates the increasing of
the sentence in case of repetition is the most appropriate solution. But the situation of the
taxpayers who commit a tax misdemeanor over and over again should be considered when
they apply to favored regulations like conciliation and deferment.

- It would be useful to clarify the issue of successive offense and the laps of times. The
topics of separately punishment of the crimes that are committed at the same accounting/
taxation period, the increasing punishment because of their characterization as successive
offense, the acceptance of the successive crime until the determination of the crime should
be discussed. And fair- reasonable regulation should be made as a result. And also there is a
necessity of clear regulations about specifies the date of the crime on tax smuggling crimes
that does not cause the tax loss to determine to start of the laps of time.

- The definition and scope of the breach of tax secrecy and conducting personal affairs
of taxpayers should be made clearer and more proper also their punishment should be
regulated in Turkish Tax Procedural Code instead of the reference to the Turkish Criminal
Code. Besides, the crimes and misdemeanors that are regulated in different part of the Tax
Procedure Law or other laws, should be collected in the section of tax crimes, misdemeanors
and offences in Turkish Tax Procedure Code.
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4, Conclusion

- The penalties which are expressed in terms of “fold”, should be given up. It is
considered proper to regulate to basic penalty corresponding to half of the tax loss, also
reduced penalty corresponding to quarter, aggravated penalty corresponding to one-fold of
the tax loss, considering current inflation and current interest rate.

- It is known that applying both custodial sentence and three-fold tax loss penalty in case
that tax smuggling act also cause tax loss is discussed with regards to both domestic law and
case-law of the European Court of Human Rights. First, contradiction between the relevant
provisions of the Tax Procedural Code (VUK.m.344, 359) and the third paragraph of Article 15
of the Law on Misdemeanors is considered as a reason of discussion. This contradiction can
be partially resolved within the context of the special law-general law, the lex posterior — legi
priori. However, complete termination of the discussions is not possible. The fact that the
same verb causes for trial twice is contradictory with the effect of definitive judgment and the
rule of non bis in idem. Double jeopardy is not possible; and no decision / penalty can be given
twice based on the same reason. But currently the sanctions are not the same nature so it
may be considered as legitimate.

- The administrative fines are not the sanctions in the same nature with the liberty
binding punishments (custodial sentence). As a result, an administrative fine is imposed for
tax loss; and the offender shall be punished with a liberty binding punishment because of the
criminal nature of the act. There is no legal obstacle to do this. But three-fold tax loss penalty
must be terminated, instead of it, an amount of judicial fine should be preferred in addition
to custodial sentence. In positive law, causing of the tax smuggling is considered as aggravating
circumstance of the tax loss misdemeanors. But instead of this, tax loss should be regulated
as an aggravating circumstance of the tax smuggling crime. The payment of the administrative
fine also should be considered as extenuating circumstance.

- The conversion of the courts that make judicial proceedings on tax crimes to the court
with special authority will be useful. In this context, in the case of the establishment of a
financial police-prosecution-court chain, tax crimes and criminals will be followed healthier.
Also, the court of appeal must be the same department of the Judicial Council about the
illegality to Tax Procedure Code and Anti-Smuggling Code to provide coherent case-law.

- It should not be forgotten that, law system is a whole, and stability is essential to
constitute of law.

- Shortly and precisely; a foreseeable, obeyable, applicable tax penalty system should
be established.

References
Books
Bayar, i. (2013). Vergi Kagakgiligi, Ankara, Mali Akademi Yayinlari.

Baykara, B. (2009). Teori ve Pratik Yénleriyle Vergi ve Vergi Ceza Hukuku, istanbul, Maliye
Hesap Uzmanlari Dernegi.

Candan, T. (2019). Vergisel Kabahatler ve Suclar, 4. Baski, Ankara, Yetkin Yayinlari.

Donay, S. (2008). Ceza Mahkemesinde Yargilanan Vergi Suglari, , istanbul, Beta Yayinlari, (Vergi
Suclart).

April 24-27, 2019, Antalya - TURKEY



34.International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 581

Erdem, T.(2010). Vergisel Kabahatler, istanbul,Beta Yayinlari, (Vergisel Kabahatler).
Erman, S. (1988). Vergi Suglari, istanbul, (Vergi Suglar).

Karakog, Y. (1977).Tiirk Vergi Ceza Hukukunda Pismanlik ve Islah, 2. Basi, izmir, DEUHF. Déner
Sermaye isletmesi Yayinlari No: 76, (Pismanlik).

Karakog, Y. (2017). Vergi Yargilamasi Hukuku (Vergi Anlasmazliklarinin/Uyusmazliklarinin
Co6ziim Yollari), 4. Baski, , Ankara,Yetkin Yayinlari, (Vergi Yargilamasi).

Karakog, Y. (2016). Vergi Ceza Hukuku, Ankara,Yetkin Yayinlari, (Vergi Ceza).

Kasikgi, M. (2007). Tiirk Hukukunda Vergi Kagakgiligi Suglari, istanbul,Ethemler Yayincilik,
(Vergi Kagakgihgi).

Mutluer, M. K. (1979).Vergi Ceza Hukuku, , Eskisehir,Eskisehir ITIA. Yayinlari No: 214, (Vergi
Ceza).

Ozcan, 0. (2015). Vergi Suglari, Ankara, Seckin Yayinlari.

Senyuz, D. (2015). Vergi Ceza Hukuku, 8. Baski, Bursa, Ekin Yayinevi, (Vergi Ceza).

Tasdelen, A. (2010). Vergi Usul Kanunu Yéniinden Vergi Kabahatleri, Ankara, Turhan Kitabevi.
Ugur, H. - Elibol, M. (2015).A¢iklamali-i¢ctihatli Vergi Suglari, Ankara, Adalet Yayinevi.

Journals/ Periodicals
Akkaya, M. (2000). “Vergi Muhakemesi ve Ceza Muhakemesi Kararlarinin Etkilesimi Uzerine
Bir inceleme”, AUHFD., C. 49, S. 1-4, ss. 85-96, (Kararlarin Etkilesimi).

Akkaya, M. (2008). “idari ve Adli Vergi Ceza Sistemine Elestirel Bir Bakis”, Vergi Sorunlari
Dergisi, Subat, S. 233, Ozel Sayi: Vergi Ceza Sistemi, ss. 29-35, (Ceza Sistemi).

Aydin, A. R. (2008). “Vergi Suc ve Ceza Sisteminin Anayasal Cercevesi”, Vergi Sorunlari Dergisi,
Subat, S. 233, Ozel Say:: Vergi Ceza Sistemi, ss. 13-28.

Bagdanli, I. H. (2008). “Vergi Usul Kanununa Gére Vergi Ceza Sisteminin Uygulama Esaslar”,
Vergi Sorunlari Dergisi, Subat, S. 233, Ozel Sayi: Vergi Ceza Sistemi, ss. 36-51.

Basaran, F. (2006). “idari Nitelikli Vergi Sug ve Cezalari”, Vergi Diinyasi, S. 299, Temmuz, ss.
116-147, (idari Nitelikli).

Basaran Yavaslar, F. (2008). “Vergi Ceza Hukuku’ndaki Degisim Sireci ve Bu Sirecin Vergi Ceza
Sistemine Etkileri”, Vergi Sorunlari Dergisi, Subat, S. 233, Ozel Say:: Vergi Ceza Sistemi,
ss. 72-94, (Vergi Ceza Sistemi).

Basaran Yavaslar, F. (2008). “Vergi Suc ve Kabahatleri Hukuku’nda Son Durum”, iBD., C. 82, S.
2008/6, ss. 2839-2859, (Son Durum).

Demirbas, B.(2009) “Vergi Ceza Hukuku’nun Anayasal Temelleri”; Prof. Dr. Mualld ONCEL’e
Armagan, C. Il, Ankara Universitesi Yayinlari No: 243, Ankara, ss. 953-985.

April 24-27, 2019, Antalya - TURKEY



34.International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 582

Dogrusdz, A. B. (2005). “Turk Ceza Hukukundaki Gelismelerin Vergi Ceza Hukukuna Etkisi”,
Legal Mali Hukuk Dergisi, Ocak, S. 1, ss. 21-29, (Vergi Ceza).

Dogrusoz, A. B. (2008). “Vergi Ceza Sistemine Yonelik Elestiriler”, Vergi Sorunlari Dergisi,
Subat, S. 233, Ozel Sayi: Vergi Ceza Sistemi, ss. 95-101, (Elestiriler).

Karakog, Y. (1996). "Ceza Mahkemesinde Yargilanacak Vergi Suglari Hakkinda Kamu Davasi
Acilmasinin Mitalaa Sartina Bagli Olmasi", (Yusuf Karakog, Yargi Kararlari Isiginda Vergi
Sorunlarinin Céziimdi, izmir 1996, s. 53-62), (Mitalaa Sarti).

Karakog, Y. "Vergi Ziyal Sugu ve CezasI", Manisa Barosu Dergisi, Yil: 18, S. 71, ss. 40-55, (Vergi
Ziyal).

Karakog, Y. (2012). “Tirk Vergi Ceza Hukuku Uzerine Bir Degerlendirme”, Dokuz Eyliil
Universitesi Hukuk Fakiiltesi Dergisi, C. 12, Ozel Sayi, 2010, Prof. Dr. Burhan CEYHAN
Anisina Armagan, C. |, izmir, ss. 3-26, (Degerlendirme).

Karakog, Y. (2014). “Anayasal Vergilendirme ilkeleri Uzerine Bir Degerlendirme”, Dokuz Eyliil
Universitesi Hukuk Fakdiltesi Dergisi, C. 15, Ozel Sayi, 2013, Prof. Dr. M. Polat SOYER’e
Armagan, C. Il, izmir, ss. 1259-1308, (Vergilendirme ilkeleri).

Karakog, Y. (2015). “Vergi Cezasi Anlasmazliklarinin Céziim Yollarindan Cezalarda indirim
Miiessesesi”, Dokuz Eylil Universitesi Hukuk Fakiiltesi Dergisi, C. 16, Ozel Sayi, 2014,
Prof. Dr. Hakan PEKCANITEZ e Armagan, C. IV, izmir, ss. 3637-3739, (Cezalarda indirim).

Oktar, S. A. (1988). "Vergi Sucunun Niteligi Uzerine Bazi Dustinceler", iUIFM., 49. Cilt, 760. YIl
Ozel Sayisi, istanbul 1998, ss. 165-174, (Vergi Sucunun Niteligi).

Oktar, S. A. (2000). “Kacakeilik Suglari Uzerine Diisiinceler”, Vergi Sorunlari Dergisi, Eylil 2000,
S. 144, ss. 75-93, (Kagakglilik Suglar).

Oguitcli, B. (2008). “Vergi inceleme Raporu ve Sahte veya Muhteviyati itibariyle Yaniltici
Belge”, iBD. Vergi Hukuku Ozel Sayisi, Mart, ss. 125-146.

Onok, R. M. - Pinar, B. (2006). “Kesin Hiikiim Miiessesesi Baglaminda Ceza Mahkemesi
Kararlari ile Vergi Mahkemesi Kararlarinin Birbirini Etkilesimi ve Baglayiciigi Uzerine Bir
inceleme”, Mali Pusula, Temmuz, S. 19, ss. 67-809.

Sengoz, Y. (2008). “Vergi Ceza Hukukunda Kagakgilik Sugunun Sug Tarihi, Dava Zamanasimi
Siiresi ve Baslangici”, Vergi Sorunlari Dergisi, Subat, S. 233, Ozel Sayi: Vergi Ceza Sistemi,
ss. 121-137.

Senyliz, D.(2013). “Susma Hakki Karsisinda Vergi Usul Kanunundaki Defter ve Belgeleri Gizleme
(Kagakgllik) Sugu”, DEUHFD., C. 15, S. 1, ss. 29-40, (Susma Hakki).

Uludag, B. - GliglU, E. B. (2008). “Vergi Suglarinda Birlesme”, Vergi Sorunlari Dergisi, Subat, S.
233, Ozel Sayi: Vergi Ceza Sistemi, ss. 167-175.

Yalti, B. (2008). “ilkesel Diizeyde Vergi Ceza Sistemi Tasarimi: Orantililik ilkesi Uygulamasi”,
Vergi Sorunlari Dergisi, Subat, S. 233, Ozel Sayi: Vergi Ceza Sistemi, ss. 102-1009.

April 24-27, 2019, Antalya - TURKEY



34.International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 583

RENDERING TAX LAW JUDICIAL WITHIN THE SCOPE OF THE
GROUNDS FOR CHALLENGE OF PETITIONS
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Abstract

In this study, the emerging perception differences to the detriment of the individual with regard to the grounds
for challenge of petitions in public receivables disputes before the administrative courts have been assessed and
several recommendations and criticisms have been put forth within this framework.

Keywords: Petition, administrative, jurisdiction, procedure, tax law.

JEL Code: K34, K38, K41.

1. Introduction

As per the article 36 of our Constitution, the restriction of a judicial right deriving from the
right to legal remedies or the right to a fair trial is a violation of the Constitution. Furthermore,
in our country which has adopted the administrative regime, interpreting the rules related to
administrative justice to the detriment of the individual would also hinder the principle of the
rule of law.

The grounds for challenge of petitions stated in the law should be assessed through taking the
case law and the principles and rules of the administrative regime into account and trying to
protect the theoretical and practical aspects in a balanced manner.

In this study, the emerging perception differences to the detriment of the individual with
regard to the grounds for challenge of petitions in public receivables disputes before the
administrative courts have been assessed and several recommendations and criticisms have
been put forth within this framework.

2. Grounds for Challenge of Petitions in Tax Law
According to the article 3 of the Administrative Jurisdiction Procedures Law numbered 2577;

a) The names and surnames or titles and addresses of the parties and, if applicable, their
attorneys or representatives and the identity numbers of real persons,

b) The subject and reasons of the case and the based evidence,

c) The written notification date of the administrative action constituting the subject matter
of the case,

d) The amount of the dispute in cases related to tax, due, legal fee and similar financial

responsibilities and their additions and penalties, and in full remedy actions,

e) The nature and year of the tax or tax penalty constituting the subject matter of a tax
case, the date and number of the issued notice and the account number of the taxpayer, if

! Dr., serkanagar@gmail.com
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applicable, shall be indicated in the petitions.

According to the first paragraph of the article 5 of the same Law, separate cases shall be filed
against each administrative action. However, a case may be filed with one petition against a
number of actions for actions among which a material or legal correlation or a causal link
exists.

3. Perception Difference

The use of the statement of “Rendering administrative justice juridical” has been inspired from
the paper of deceased Administrative Justice Prof. Latfi DURAN titled “Administrative Justice
Has Become Juridical” written in 1982 (L(tfi DURAN, “idari Yargi Adlilesti...”, idare Hukuku ve
ilimleri Dergisi (SARICA’ya Armagan), Yil 3, Sayi 1-3, 1982, s. 53-83.). With the description of
“becoming judicial” Duran refers to the differentiation of the judicial system through
interventions to the jurisdiction of the administrative justice with laws, which do not comply
with the administrative regime; the reason this description has been used in this study is to
attract attention to the practices of especially the tax courts that will result with “rendering
the tax disputes judicial”. These practices will be examined from the tax disputes perspective
within the jurisdiction of administrative courts. Today, we are facing the practices of the
administrative justice itself in a trend to render tax disputes into judicial cases whereas in the
past, the wrongness of transferring the issues that should be solved within administrative
justice to judicial cases was being discussed.

4. Conclusion

In a case filed in the administrative court against a payment order including more than one
tax claim (such as delinquency, administrative fine, adequate pay, etc.); the ruling of the court
for the refusal of the petition on the grounds that a separate case shall be filed for each claim
within the payment order means, above all, the restriction of the right to legal remedies. Plea
against this ruling, which is “final”, is not possible. As per the article 36 of our Constitution,
the restriction of a judicial right deriving from the right to legal remedies or the right to a fair
trial is a violation of the Constitution. Furthermore, in our country which has adopted the
administrative regime, interpreting the rules related to administrative justice to the detriment
of the individual would also hinder the principle of the rule of law. For example; a citizen
should sacrifice filing cases for each of the items within the payment order and 374,00 TRL per
case as the 2019 legal fee and post costs because of this ruling of the court even though fixed
fees are implemented in administrative justice; whereas s/he would pay one fourth of the
proportional fee to be calculated by 68,31 per thousand (1.707,75 TRL) if the same case worth
100 thousand Turkish lira was filed before the judicial justice. In other words, if 10 cases should
be filed, 3.740,00 TRL shall be paid. The same amount would be paid in judicial justice for a
case worth around 200 hundred Turkish lira with the same fees and costs whereas the total
claims within the payment order may not even be 10 thousand Turkish liras under these
circumstances. It is self-evident that the law-makers did not assume such a meaningless result.

In this study, the emerging perception differences to the detriment of the individual with
regard to the grounds for challenge of petitions in public receivables disputes before the
administrative courts have been assessed and several recommendations and criticisms have
been put forth within this framework.
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THE RULE OF THE DECISION TO STAY OF EXECUTION IN TAX
JUSTICE AND THE PROBLEM OF COMMENTS REFLECTING BIAS

Dogan BOZDOGAN!

Abstract

There are basic and procedural requirements for the decision to suspend the execution. The procedural
requirements include a justified decision to suspend the execution. In this case, the above-mentioned ihsas-I rey
situation may be encountered.

In this study, firstly, the legal nature and conditions of the concept of stopping execution will be explained in
detail. Then, the issue of ihsas-1 rey will be elaborated and the cases where the refusal of the judge is requested
will be indicated. Ultimately, a number of recommendations will be made to prevent the issue of ihsas-i rey as
to the reason for the decision to suspend the execution.

Keywords: Tax jurisdiction, stay of execution, comments reflecting bias

Jel codes: K34, K10

1. Introduction

The principle of impartiality of the judge in the administrative judiciary is important. The
referee may be asked to deny the judge. Regulations related to this subject have been made
in the relevant provisions of the Civil Procedure Laws and 5271 numbered Criminal Procedure
Code.

The tax judiciary consists of the parties and individuals. The disputes that may arise at this
point are resolved in the tax courts, regional administrative courts and the Council of State. If
the administrative proceedings are applied, it is necessary to decide on the suspension of the
executive if the damages that are difficult or impossible to compensate will arise and be clearly
against the law.

However, there are basic and procedural requirements for the decision to suspend the
execution. There is a rule that the decision to stay of execution under procedural conditions
is justified. In this case, the above-mentioned commercial situation may be encountered.

At this point, the legal nature and conditions of the concept of stay of execution will be
explained in detail. After that, the problem of comments reflecting bias will be elaborated and
the cases where the refusal of the judge is requested. Finally, some suggestions will be made
in order to prevent the problem of the decision to stop execution.

1 Dr., Lecturer Member, Tokat Gaziosmanpasa University, Faculty of Economics and Administrative Sciences,
Department of Public Finance, dogan.bozdogan@gop.edu.tr
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2. Stay of Execution

One of the consequences of tax litigation is the stay of execution. Unless otherwise provided
for in the law, a lawsuit or appeal against administrative courts should, as a rule, stay of
execution of administrative proceedings. At this point, it is necessary to explain the
administrative procedure for a better understanding of the suspension of execution.

2.1. Administrative Process Concept

Various definitions are given in the literature regarding administrative procedure. A general
definition of administrative action may be explained as one-sided legal procedures established
by the administration in the field of administrative law (Gozlibliylk, 2015: 143). According to
a more detailed definition, the administrative action, the administration of public interest in
the field of administrative law, the effective and efficient manner of public services in a way
to ensure that the service is seen in accordance with the unilateral declaration of management
and without the need for the request and to approve the legal status of the relevant ie, the
executive property, which can be applied practically, to benefit from the presumption of
compliance with the law, subject to judicial review and, as a rule, are established in writing
(Atay, 2009: 407-408).

The decision of the Constitutional Court dated 21.09.1995 also shows that the administrative
procedure is implicitly defined. Accordingly, sahip the administration has many powers
outside and above the powers of private law persons. With these powers specific to the
administration, it can make actions and actions on individuals with a one-sided declaration of
will and legal effects. Persons may be subject to various obligations without the assistance of
an authority or authority to carry out these procedures. On the other hand, administrative
proceedings use the presumption of legality and it is presumed that the administrative
procedures are appropriate and lawful.

2.2. The concept of the Stay of Execution, The Legal Nature and Conditions

The most important assurance against the execution of the administrative action is the
suspension of execution. In order to prevent the executive from showing the effect of the
administrative procedure on the exercise of the eligibility and performance of the law, the
operations of the administration on the basis of superior public power in the areas where the
administration is responsible for the law, in order to ensure that the public services are seen
in an effective manner, in continuity, efficiency and stability; when it is necessary to
implement it, it is an institution in a cancellation case that suspends the qualifications of being
obliged to comply with the law and the obligation to be obeyed by everyone until the end of
the case, in other words, rendering the mentioned features of the managerial procedures
inoperable (Kandil, 2007: 2).

In the end, the suspension of the executive, with the nature of the execution of the law with
the effect of lawfulness of the administrative procedures that benefit from the presumption
of compliance with the administrative procedures to prevent the compensation of difficult or
impossible to prevent the implementation of the process until the end of the cancellation of
the case, as a rule can be given by the administrative courts on the request of the concerned,
the cancellation case and the rule of law is an effective measure. The explanations made here
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are in fact a result of the narrow evaluation of the executive. In the broadest sense, the
cessation of execution not only covers administrative proceedings but also judicial decisions.
At this point, opening a tax case is in the definition of stopping the execution in a narrow sense
and constitutes the result of stopping the administrative process only.

Administrative regime in many of the already adopted country and of course the principles
adopted in terms of the consequences of initiating administrative proceedings in Turkey, an
administrative decision against being filed in a jurisdiction, otherwise the front unless deemed
by the law, it does not stay of execution of the administrative decision (Kirath, 1966: 173). In
this case, the court should clearly decide to stay of execution. In line with this principle, the
principles of the court's decision to stay of execution of the execution are determined in the
1982 Constitution and Administrative Procedure Act (APA).

The results of the evaluation of these laws together are as follows (Yiice, 2013: 192);

¢ In the case of administrative action, it is necessary to produce compensation that is difficult
or impossible to compensate.

* The administrative procedure must be clearly against the law.
* The decision to stay of execution shall be granted on condition that a guarantee is made.

In this context, it can be said that the stay of execution depends on some conditions. These
conditions are divided into two as to procedural and merit.

Terms and conditions;

e Compensatory power or impossible damages,

* The administrative act is clearly against the law.
Procedural conditions;

e Justification in the decision,

e A case has been filed with the request of cancellation,
e Written request,

* A deposit is requested.

With the realization of these conditions, it may be decided to stay of execution.

2.2.1. Conditions for the Conduct of the Executive

The important point to be mentioned here is the necessity that the unlawfulness and
irregularity of the damages to be carried out at the same time can be made at the same time.
In other words, if the execution of an administrative act is against the law but does not cause
any irregular or irreparable damage, or if it is not only against the law, it cannot be decided to
stay of execution in relation to this administrative procedure. Article 125 of the Constitution,
as well as Article 25 of the Law No: 2577, the conditions for the realization of these conditions
are explicitly stated. In the event that these two conditions are fulfilled by the administrative
jurisdiction, it may be decided to stay of execution by stating the reasons for which the
administrative action is clearly contrary to the law and the damages which are difficult or
impossible to compensate if the transaction is implemented. At this stage, these two
requirements should be elaborated on the merits.
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2.2.2.Standing Conditions of the Stopping of Proceedings Rationale in the Decision

It was stated in the previous headings that the suspension of execution was based on various
conditions. these conditions are divided into two as procedural and fundamental. In the
circumstances of the procedure, it is necessary and therefore important that a lawsuit has
been filed with the request of cancellation, a written request has been made, the justification
in the decision to stay of execution and the demand for a guarantee are required. These
conditions are described below.

While there is no provision regarding the obligation to give reasons in the decision to stay of
execution before the execution of the Law no. 2577, the discussions about the obligation to
give reasons with the entry into force of this Law have ended. Although it is stated in Article
27 (2) of IZUK that it can be decided to suspend the execution by the administrative court, in
the continuation of the jurisdiction, the reasons of the administrative procedure are clearly
contrary to the law in the decision of the execution, is mandatory.

APA's 27/2. and in accordance with Article 125 of the 1982 Constitution, the court has to give
a reason for the suspension of execution. Both items have been emphasized for irreparable or
irreparable damages and it is mandatory to specify what these damages are. Writing the
decision to suspend the execution without justification or writing the justification that does
not clearly explain the unlawfulness is incompatible with the regulation in Article 125 of the
1982 Constitution, which orders the reasons for the suspension of execution. The most
important criticism of the reasoning in the case files decided to stay of execution is to extend
the decision process. In fact, when the judge decides to suspend the execution, the case file is
actually examined. Here, the judge faces the risk of rey. Because the reasoned decision can be
evaluated as the decision of the judiciary to express an opinion on the case. Due to some
reservations about the award of the judge's refusal, not to use the institution to stay of
execution of the administration may result in a decision that can make the administrative
court decisions (Ermumcu 1998: 36). In this case, it constitutes a legal problem. Therefore, it
is useful to re-evaluate the decision to suspend the execution of the decision to be justified.

3. Denial of Judge in Tax Trial

The principle of impartiality of the judge is important in the proceedings. In cases where the
judge cannot objectively pursue the case, the judge either refuses him or the plaintiff or one
of the defendant parties may refuse the judge. Article 29 of the Law on Civil Procedure states
the reasons for the refusal of the judge. Accordingly, the reasons for the refusal of the judge;

» Have given advice or guidance to one of the parties on the case,

e In the case of either party or third party under the terms of the law without the need to
declare his reyini,

* Having heard or acted as witness or ehlihibre or arbitrator or judge in the case,
e The case is up to the fourth degree (including this degree),
e If there is a case or an enmity between the two parties in the case,

e |t is usually a suspicion of a bias of the judge and the discovery.
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4. The Concept of Specialization (Game Definition)

Although there is no necessity and need, it is accepted that the judge, whose game is shown
in a trial, cannot be impartial. Because the judge must decide according to the judgment at
the end of the trial, if it does not comply with the trial before the completion of the game, if
prejudiced and thus violates the principle of fair trial.

No. 5271 of the Criminal Procedure Code 24/1. in which the judge may be refused. According
to this; In cases where the judge cannot look at the case, the refusal may be requested, and
the rejection may be requested for other reasons that would put his impartiality to doubt. In
the law, the reasons why the impartiality of the judge was rejected and the objectivity of the
judge was not counted. The reasons for the refusal of the judge can be categorized under 6
headings (Centel, 1996: 89);

e Personal relationship with the accused or victim;
* Tense relationships,

e Relations with other persons,

e Print,

e Previous activities,

* Don't show the game.

In practice, the last item, which is known as the game, is encountered. If there is a situation
that would affect the judge's presence or impartiality, the refusal of the judge may be
requested (Constitutional Court Individual Application Decision, 2014/1725).

5. Examination Of The Decision To Suspend The Reasoned Execution And The
Refusal Of The Judge

As it is known, Article 27, paragraph 2 of the Law No. 2577, it can be decided to halt the
execution if the administrative process is applied, if the compensation for the damages is
difficult or impossible, and if the conditions of the administrative action are clearly unlawful,
the reason for the execution is given.

Considering that the decision to suspend the execution in the administrative jurisdiction
places should be clearly stated as justified, it is controversial whether or not the defendant in
the defendant position declared the gerek judges' rule gerek upon the decision to stop the
reasoned execution. (Caravelolglu, 2001: 1348-1349) Here is the reason for the rejection of
the reason stated in the law does not occur. Because at this point ihsas-rey is legitimate.
Because it's 125/5. Article 27/2 of the Law No. 2577. in the case of justification and against
the law ve. For this reason, in accordance with the provisions of the Constitution and the Law,
the judge has expressed his opinion on the unlawfulness of the transaction without having yet
tofile a file. For this reason, this can be called di legitimate award rey s and the rejection stated
in the law is not the reason.

The decision to suspend the execution and the reasoned decision should be evaluated and the
decision of this request to be considered should be evaluated in two ways. The first is that the
request to stay of execution is made during the opening of the case, and the second is to make
the request in the proceedings.
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In the first case, if the judge decides to stay of execution at the beginning of the case while
the cancellation case is filed, it cannot be commented on. Because the case has not yet started
to appear and the judge has not formed any opinion. At this point, the decision to stop the
reasoned execution at the beginning of the case can be considered as legitimate ihsas-i rey.

In the second case, if the cancellation case is requested, if one of the parties requests to stay
of execution and the judge decides to stay of execution on the justified basis, the legitimate
legitimacy in the first case can be discussed. Because the case began in the judge and has
reached a certain point is likely to have formed a number of convictions. In this case, there
will be a risk of showing the side of the judge in the reasoned decision. This will lead to the
request for the refusal of the judge.

6. Conclusion

The prosecution of a judicial authority against an administrative decision does not require the
suspension of the execution of the administrative decision, unless otherwise specified in the
law. In this case, the court should clearly decide to stop execution. At this point, the decision
to stop execution is subject to certain conditions. In general, these conditions can be classified
in narrow terms, as the basic and procedural conditions.

The reason for the decision to suspend the execution is the reasoning of the decision between
the procedural requirements. The necessity of reasoned decision is a problem in terms of
extending the period for a structure which is connected with the principle of economics such
as tax judgment. In addition, another problem is that the jurisdiction or judge may be deemed
to have heard about the case in question. If the judge must decide on the basis of his
judgment, he will be prejudiced and thus violate the principle of a fair trial, if he does not
comply with it, before the trial is completed. This will ultimately reveal the problem of ilyid-i
rey.

The reason for the reasoned decision can be evaluated as two situations. Here, he asks for a
request to stay of execution of the case in which the case was requested. In the first case, if
the execution is requested at the beginning of the case, this legitimate ihsas-1 rey can be
counted. If the case is demanded to stay of execution of the case, this can also be deemed
illegitimate. Because while the case is still in the judge may have formed a certain opinion
about the case. This situation requires the refusal of the judge.

As a recommendation at this stage;

¢ 24/1 of the Criminal Procedure Law no. 5271. in which the judge may be refused. According
to this; In cases where the judge cannot look at the case, the refusal may be requested, and
the rejection may be requested for other reasons that would put his impartiality to doubt. It
would be appropriate to include the reasons for which the impartiality of the judge was
rejected and the reasons for his impartiality to be doubted.

¢ In the case of administrative proceedings, the request for the suspension of execution may
be filed with the cancellation of the case and the request can be closed. Thus, the risk of loss
can be eliminated,

can be offered.
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AN EVALUATION OF PERMANENT ESTABLISHMENT / DIGITAL NEXUS
CONCEPTS IN THE E-COMMERCE FIELD AND TAXATION IN TERMS OF
INCOME TAXES

Arif AYLUGTARHAN!

Abstract

The business models are rapidly changing by the influence of globalization and technology. As an outcome of this
transformation, new e-commerce business types requires new tax legislation in terms of both domestic and
international tax laws.

In this study, efforts on the taxation (income and corporate tax) of the commercial activities in the form of e-
commerce on the digital workplace is put forward. In addition, the discussions about new regulations are
discussed. The study is also supported by the experience of tax inspection conducted by the author of this study.
The main argument supported by the study is the need to reorganize related regulations and take into account
the authority of source country taxation in the field of electronic commerce, since the fact that income is
generated within the digital workplace not in physical workplace.

Keywords: Digital Nexus, Permanent establishment, e-commerce, OECD Double Taxation Treaty,Limited
Taxpayer

JEL Code: H20, H24, H25

1. Introduction

The limit of the application of a country's tax laws is the borders of the country where the
state's sovereignty right applies. In terms of taxes on income (income and corporate tax), the
taxpayer is determined within the borders of the country and the subject of the tax is formed
by following it. In terms of these taxes, due to domestic legislation, limited liability and full
liability commence at this point. The main condition for limited and full liability is the
settlement criteria. While the full taxpayers are taxed on a worldwide scale, the limited
taxpayers who are not residents of the country are taxed only on the income obtained in the
country. If the full taxpayer obtains income from another country, then the distinction is made
between the resident country and the source country (the country of obtained income). After
this point, the issue arises as the issue of international double taxation. The main point to be
solved here is the dilemma that the resident country or the source country has the right to
taxation.

In the case of international double taxation treaties, the resident country and the source
country dilemma for business profits is resolved through the permanent establishment (or
permanent representative). Accordingly, in the event that commercial earnings are obtained

1 Asst. Prof. Dr., Department of Commercial Law, School of Business, istanbul University, istanbul, Turkey,
arif.ayluctarhan@istanbul.edu.tr
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in the source country through the permanent establishment (or permanent representative),
the authority to tax is given to the source country with limitation of income from the
permanent establishment. Apart from this, the authority of taxation is the state of the resident
country. The basis of this taxation model is based on the argument that the country in which
the income (value) is created is the resident country. However, in the text of the double
taxation model treaty, the permanent establishment concept is organized as a physical
structure. The main reason why the permanent establishment is considered as a physical
structure is that the conventional business approach requires a permanent facility.

While, there is a significant recognition of the permanent establishment in the national and
international tax legislation, in today's practice, the meaning of the physical workplace has
declined considerably in the fields of e-commerce. The importance of the physical workplace
has decreased significantly, especially in service sales transactions (internet advertising,
finance, logistics, news broadcast, cloud computing, participatory social networks,
entertainment services, etc.). At this point, the concept of “digital nexus” was started to be
discussed intensively. Despite the fact that the model treaty text has not been changed in the
OECD side to this extent yet, however important discussions are being carried out in order to
make a minimum taxation based on the digital workplace.

2. Turkey Legislation / Limited Taxpayer In Brief

Tax laws, like other laws, find their application within the sovereignty boundaries of the
country(Ozbalci, 2007: 77).Therefore, due to the manifestation of sovereignty non-resident
individuals and legal entities in Turkey are subject to tax on their income obtained from
Turkey. The criteria for business profit is to have a permanent establishment or permanent
representative in Turkey andthe profit should be achieved by means ofthese places or these
representatives (PITL Art. 7-CITL Art.3).

3. OECD Double Taxation Treaty Regulations For Business Profit

OECD Model Double Taxation Treaty which Turkey is a party of,according to article 5and 7, as
a basis,business profit shall be taxed in the resident country.However, in the event that the
activity is carried out through the workplace in the other source country, the source country
shall have the authority to tax, limited to the earnings attributed to the workplace(Gelir idaresi
Baskanligi, 2014).

For non-residents, the workplace (permanent establishment) determines the limits of the
taxation authority in the source country.In the event that the country is a permanent
representative with contractual authority, it is accepted that the company has a permanent
establishment.Thus, the permanent representative is defined through the concept of
permanent establishment.

4. The Basis Of The Taxation Of Commercial Earnings And Discussions

By means of this physical workplace in the country of origin, it is ensured to provide sufficient
economic asset threshold in that country and tax is paid to this country due to this economic
nationality.This economic nationality approach was introduced by a delegation of economists
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(Bruins, Einaudi, Seligman and Sir Josiah Stamp) commissioned by the League of Nations after
the First World War(Bruins et al., 1923).

The economists who prepared the abovementioned report; In their assessment of the
competence of taxation, they concluded that the importance of attaching great importance
to the places where the business profit was created and the various physical places that
contributed to it contributed to the creation of income.From this point of view, the concept
of economic nationality was later included in the OECD model agreement.

In the last decade, the physical workplace (permanent establishment) requirement for the
necessary and sufficient economic presence (for economic nationality) has become
considerably controversial.The most concrete step of the current discussions was the 2013
report named“Addressing Base Erosion and Profit Shifting-BEPS” published in 2013 by the
OECD, as request of the G20 leaders as a result of the negotiations in 2012.

In 2014 and 2015, two reports on the number 1 action, the full name of which is “Addressing
the Tax Challenges of the Digital Economy”, mainly focused on the permanent establishment
under the most important measurement proposal(OECD, 2014, 2015).In this context, first of
all, can the exceptions for auxiliary or preparatory actions be changed or even eliminated? The
question has been emphasized.Secondly, the idea of adopting digital workplace (digital nexus)
as well as the concept of classic physical workplace is emphasized.Third, the significant
presence test has been emphasized beyond the digital workplace alternative(Caveltiet al.,
2019).

It can be stated that there is still a great debate on the harmonization of the existing digitalized
economic conditions and the framework treaty provisions.Besides, a complete consensus has
not been achieved yet.

5. Previous Tax Inspection Detections About The Issue

The business model of a firm engaged in electronic commerce based on a previous tax
inspection conducted by the author of this work is explained below.

XXX Company

The company is a kind of vehicle Technology Company which provides passenger services to
passengers and passengers in the system by taking advantage of the application services on
smartphones.

Processes performed by the XXX electronic platform are carried out step by step as follows.

e The passenger starts the application that he has downloaded to his/her smartphone in
advance and selects the address of the destination. The transport fare is shown to the
passenger for the destination, the passenger sees this fee and calls the vehicle call option.

e After the journey is completed, the price of the gross transportation service is collected by
XXX on the credit / debit card system on and sent to the Netherlands directly. 20% of the total
amount is taken as a commission by XXX and the remaining 80% is transferred to the driver's
account on weekly basis (total).

XXX 's does not have a central or branch in Turkey. The company offers passenger and driver
services from the Netherlands.This company has not beensubjected to any tax assessment
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due to company's business model (not having any physical offices or representatives in
Turkey).

6. Conclusion

Technology and globalization are rapidly transforming the business world.Nowadays,
digitalized products produced within the framework of new business models reach the
customer in a place far from the physical workplace.Therefore, it does not seem fair and
reasonable to limit the taxation authority of the source country to the physical
workplace.Although a taxation method based on physical workplace and the taxation
authority is given to the country where the company is a resident of the enterprise, it does
not correspond to the current business models.

These conditions must be correctly analyzed and in accordance with the digitalized economy
structure, the country tax legislation and OECD model treaty provisions should be directed to
a demand-side approach from supply-side approach.In other words, the country where the
end-consumer is located (source country) has to be more competent, not the country where
the physical workplace is.

In this context, digital workplace and significant presence testing approaches can be
considered as reasonable methods.In the new digitalized business models, the place of
production of goods or services becomes less prominent, but since the demand for the same
goods and services is more prominent, this place contributes more to taxable income.
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EXAMINATION OF TAX ADMINISTRATION BY DIGITALIZATION:
TAXATION OF SHARING ECONOMY; COUNTRY EXAMPLES AND
EVALUATION OF TURKEY

Burgin BOZDOGANOGLU?

Abstract

The sharing economy or collaborative economy is a new economic model that uses online platforms to share
individuals' assets, resources, time and capabilities on a scale that was not previously possible. There is no clear
consensus among international economic institutions on its definition.Service providers, users and platforms that
bring them together are the sides of this economy.Airbnb, Uber, Taskrabbit are the platforms created by this
new economic model.

The fact that the sharing economy is a functioning economy through online platforms makes it difficult to
evaluate within the framework of tax and legal regulations such as traditional economy.In order to determine
whether the income obtained from the sharing economy is a primary or ancillary source of income, to clarify the
tax obligations, to clarify the status of the parties involved in the sharing economy transactions and to ensure
efficiency in the taxation, an approach that is not an 'one-size-fits-all' approach should be adopted, but according
to each event and on a tax basis.

In this study, taxes, which are the subject of sharing economy which is a new economic model, and cooperation
with platforms and determination of taxpayer awareness will be included.Models and practices for increasing
awareness of the taxpayers implemented in cooperation with the platforms of the sharing economy taxation in
the EU countries will be examined further assessment will be made regarding the size of the economy and
taxation in Turkey.

Keywords: Sharing Economy, Taxation, Digital platforms, Tax compliance

JEL Code: H2, H24, K34

1. Introduction

The sharing economy is technology applications that allow individuals to share goods and
services through information and communication technologies, internet platforms, and are
also known to the user as “peer to peer economy” or “collaborative economy”.The sharing
economy, which has begun to be seen in the last few years, is an economic model that enables
the emergence of new platforms that allow the production and consumption of goods and
services.

The Uber, Airbnb, TaskRabbit platforms within the sharing economy provide the possibility of
renting a variety of services on a daily or hourly basis, including driving, renting, or using
personal skills from other users through a personal computer or mobile application for their
payment to consumers.

1 Assoc. Prof., Bandirma Onyedi Eylul University,Public Finance Department, burcindogan@gmail.com

April 24-27, 2019, Antalya - TURKEY



34.International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 601

At this point, these economic models, which are based on individuals making agreements on
the internet to share the assets or skills they possess, significantly affect the enterprises
operating in traditional commercial structures such as taxis, limousine services and hotels. For
this reason, the concept of sharing economyshould be made in terms of new legal
arrangements, whether the flexibility or changes in existing regulations should be ensured,
the new regulations or changes will be made, how these will be done and propose the agenda
for how can be the proper relationship between technological arrangements and
technological reforms.

First of all, the concept of sharing economy will be tried to be defined especially in the context
of international literature. In the second part of the study, the parties operating in the sharing
economy will be explained and the cooperation platforms, which are the most important
actors in terms of taxation, will be included on sectoral level. In the third part of the study, the
size of the sharing economy, the taxes it is the subject and the taxpayers of these taxes will be
mentioned. In the fourth chapter, the importance of cooperation with platforms in the
taxation of the sharing economy and the related country practices are included. In the last
part of the study, data and evaluations concerning the taxation of the economic model of the
size of the sharing economy in Turkey is evaluated.

2. The Concept Of Sharing Economy

The phenomenon of sharing economics, especially in the media and in the academic literature,
which has shown a significant growth since the crisis of 2008, attracts much attention as an
umbrella concept, whose borders are still blurred.

In its decisions of September 2015 and October 2015, the European Parliament announced
the sharing economy as follows: “the sharing economy, or collaborative consumption, is a new
socio-economic model that has taken off thanks to the technological revolution, with the
internet connecting people through online platforms on which transactions involving goods
and services can be conducted securely and transparently” (EPRS,2016b:3).

The term “collaborative economy” refers to “business models where activities are facilitated
by collaborative platforms that create an open marketplace for the temporary usage of goods
or services often provided by private individuals” (EC, 2016:5).

3. Parties of Sharing Economy

According to the European Commission, the actors involved in the sharing economy can be
classified in three categories. (EPRS,2016a:6) :

-Service providers sharing assets, resources, time, and skills: these may be private individuals
serving at regular periods (peers) or professional service providers

-Users of services offered by service providers,

-collaborative economy platforms that connect providers with users and facilitate transactions
between them, also ensuring the quality of these transactions e.g. through after- sale services
(handling complaints), insurance services, etc.
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4. Evaluation of the Value Created by the Sharing Economy and It’s Taxation

4.1. Services Offered in the Sharing Economy and Estimated Economic Value

The rapid change in technology, the economic crises experienced, the change in consumer
models in the business world, changing the consumption models and acting with
environmental concerns, led many people to search for different sources of finance and
shopping and changing the way they made holidaysThe five sectors with the most activity in
the sharing economy and the platforms in these sectors (with high economic value) are listed
as follows. (EPRS,2016b:4):

-transportation ( Uber, BlaBlaCar),

-retail ( Etsy, eBay),

-accomodation (Airbnb, ShareDesk),

-service and labour (TaskRabbit, Shareyourmeal, Elance),
-finance (Kickstarter, Kiva, Indiegogo),

Annual growth rate of the share economy exceeds 25% (EPRS,2016b:4). In 2016, the size of
the sharing economy was 26.5 billion Euros.

4.2. Determination of Taxes and Taxpayers on the Sharing Economy

Since a number of transactions are conducted in tripartite relations through a platform, each
taxpayer and each tax case must be considered separately.This situation will result in an
obligation related to income tax and VAT if the revenue obtained exceeds a certain threshold.

Platforms can act as intermediaries and undertake legal responsibility for the collection of
income in this activity. This may lead to concerns similar to the concerns of B2C platforms in
the sharing economy, their size and tax implications caused by other multinational companies.
(EPRS,2018:18).

In this context, personal income tax is to be considered as a tax that must be taken into
consideration for the services provided by service providers.If the supplier conducts its
activities within the framework of its own personal capacity, the income earned by the
individual supplier is included in the income tax base. (EPRS,2018:19). When the supplier
operates within a business, it no longer falls under the subject of income tax.Both the service
providers and online platforms in the sharing economy are, in principle, subject to indirect
taxes starting with VAT obligations.

5. The Role of Cooperation with Platforms in the Taxation of Sharing Economy
and Country Applications

5.1. Role of Cooperation with Platforms

The fact that all transactions on a platform where data is recorded, leaving digital traces allows
the platforms to report these operations objectively. This provides the possibility to benefit
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from technology to improve tax management and frees sharing actors from monitoring a large
number of small-scale P2P participants, especially small providers and self-employed.
(EPRS,2018: 22).This also prevents a potential tax mismatch on behalf of small businesses and
avoids the administrative burden of taxation (Agib&Shah,2017: 26).For this reason, the first
step regarding tax obligations is to increase the awareness (P2P) for individuals acting as
service providers, especially on sharing economy platforms.Basically, P2P providers serving as
failures are not naturally experienced in required tax record-keeping and filing obligations
(Rahim et al, 2017: 453). If tax is collected by the Platform and if record keeping is supported
by information technologies reporting from the sharing-based economic platform, some of
the administrative burden will be alleviated. At this point, the most fundamental requirement
is to determine the threshold at which the service provider determines the tax payer.

5.2. Country Applications

In the EU, some countries have taken various measures to promote tax compliance in the
sharing economy.

In France, the tax return form, known as 'automatic reporting of revenues for online
platforms', and a number of information elements for each user responsible for taxation, are
attached directly to the tax statement.In this tax declaration, a copy of the information per
user is sent to the relevant user by online(OECD,2018:98).

A system established in Estonia, in September 2015 and since February 2016, allows drivers
to register with a system where the transaction between service providers and the user is
recorded by the platform.The platform then sends the information to the tax office about the
income generated by the drivers involved in the ride-sharing system, which are automatically
added to the tax returns based on the advanced online tax system (OECD,2018:99).

In the Netherlands, an agreement was signed between the Amsterdam city administration and
Airbnb in 2014, requiring the platform to collect the city's tourism tax on behalf of service
providers (EPRS,2016a: 161). Airbnb has been the pioneer of this model by transferring the
tourist taxes that constitute 5% of the accommodation fee and transferring them to the state,
in this model, where the homeowners also pay tourist tax (determined as %5 of the
accomodation price) as well as the tax they will pay for the short-term lease.

6. The Value Created by the Sharing Economy in Turkey and it's Evaluation in
the Terms of Taxation

6.1. The Size of Sharing Economy in Turkey

There is no research in the European Commission or the OECD level about the size of the
sharing economy in Turkey. This new economic model, most current data about Turkey,
contained in the report by PWC carried out the market research instititue Faktenkontor GmbH
between June and August 2017 and based on a survey which represents on over 4500
consumersfrom six countries including Turkey and Austria, Belgium, Germany, the
Netherlands, Switzerland (PWC,2017: 5).
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Sharing economy throughout the year among the countries surveyed, with expenditure
amounting to 1,031 euros per person to use Turkey realized the highest average spending
(PWC,2017:6).

The estimated size of the market share in Turkey's economy is 38.3 billion euros.

6.2. The Taxes which are Sharing Economy Subject to in Turkey

In Turkey, service providers and platforms as a player of the sharing economy actions are evaluated in
framework of income tax, value added tax and corporation tax. Income Tax Law Article 37 deals with
the income generated from commercial activities without the definition of commercial activity and is
considered to be commercial gain.Given that commercial activities are carried out within a commercial
organization based on continuity, based on the combined use of labor and capital, and activities in the
sharing economy are evaluated within this framework, it is clear that if the activity includes a
“continuity” component for the service providers, it will be considered as commercial gain.However,
there is no explicit regulation as to how long a period of time for which activity is to be considered as
the time period of continuity. This situation makes it difficult to determine what gain component will
be affected by the activity.

When the provisions of the income tax related to income from immovable property are evaluated in
the context of sharing economy; “for the benefit of the economic assets left for use by others”, the
income tax law under Article 70 can be accepted as income from immovable property.

In the event that the activities are evaluated within the scope of commercial earnings, VAT will be born
as delivery / service will be deemed realized. However, delivery and services shall not be subject to
VAT in case of incidental commercial activity.

On value added tax against the state of the platform that mediates the sharing economy in Turkey,
Law No. 7061, an arrangement was made within the framework of law VAT added to the stipulation of
Article 9. The provision in question as follows; “In so far residence in Turkey, the workplace, the
legal center and business center value-added tax on real people who are not payers of value
added tax by not regarding the services offered electronically paid shall be declared by those
who offer this service. Ministry of Finance is authorized to determine the scope and principles
and procedures of the services provided by electronically”.

Pursuant to the aforementioned communiqué, service providers declare the Value Added Tax
related to these transactions electronically with the VAT declaration no. 3. However, before this
declaration, the form prepared by the tax administration shall be filled out electronically and
accordingly a special VAT liability shall be provided to the Electronic Service Providers on behalf
of the service provider in the Big Taxpayers Tax Office(Kara,2018). Considering the regulations
made in terms of VAT with both the law and the communiqué, it is understood that legislation
applications may face problems in the face of digital economy.

Namely; these institutions shall issue a VAT Declaration No. 3 within the framework of the said
regulations, in the event they regulate commission invoices for the transactions they mediate. First of
all, invoice arrangements will not be possible for service providers that do not have VAT
liability. In addition, considering the fact that the platforms which are in the limited taxpayer
category and which mediate the services have calculated the commission price on the basis
of the transactions they mediate, the price in the commission invoice for the intermediary will
be at the discretion of the platform since there is no invoice in accordance with the legislation.

Therefore, although the target capture system to digitalize said, this economic model
cooperation arising from the taxable value through processing platform that can point to is of
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critical importance for Turkey. Because the provision and the applicability of the VAT
declaration and the provisions added in Article 9 of the VAT Law depend on this cooperation
to a large extent.

7. Conclusion

The sharing economy, which is a relatively new phenomenon, has recently become
widespread in some areas of activity such as ride-sharing or short-term rentals.Although it is
now a well-known term - from sharing to peer-to-peer economy, it refers to cheap access to
information on a very large scale through a digital platform that meets supply and demands
beyond the central feature to which potential consumers and providers are connected. The
platforms that play an important role in the development of this economy make it possible for
non-professional service providers to offer goods and services in a wide variety of areas, to
generate value and to develop more development potential.

The sharing economy covering these situations is a rapidly developing phenomenon. However,
the names used to describe this phenomenon, in particular, blur the lines with the use of the
new three concepts: traditional consumer, business and 'user-provider-platforms' that do not
match the agent concepts.Moreover, the regulatory frameworks on which the legal provisions
to be used for their implementation are based do not contain clarity.Three-sided transactions
cover a wide range of applications, from non-monetary sharing to real person businesses, and
in particular from business to consumer (B2C) business models. In this context, this new digital
economic model raises the need to make some market arrangements, including taxation.

In order to determine the tax requirements that arise in this new digital economic model, an
approach that is appropriate to each event and a tax-based approach should be adopted, not
an approach that fits all, in order to clarify the situation of the parties involved in the sharing
economy transactions and to ensure efficiency in taxation.

Based on the existing examples of national and local regulatory approaches adopted so far, it
may be possible to create alternative and operative solutions that are specific to some areas
in which the sharing economy is developed and which address the defined side
effects.Collaborating with platforms to ensure tax compliance of participants is one of these
alternatives. Platforms may play a role in co-operation with tax authorities to exchange
information on tax obligations. They can help with the tax statement process and may even
take on the role of collecting some taxes (such as local taxes on tourism) by simplifying the
collection of tax authorities.

It is the first step to clarify the definitions to address the tax challenges of the sharing
economy, to comprehend the rapidly developing, multifaceted reality and to understand
exactly what the sharing economy means. Arrangements made for the electronic service
providers for Turkey in the understanding of the economic value created by this new digital
models includes some difficulties in practice. It may be possible to overcome these difficulties
in cooperation with platforms by taking into account the implementation examples in EU
countries.
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EFFECTIVENESS OF TURKEY'S PUBLIC POLICIES SUPPORTING
TECHNOLOGICAL INNOVATION AND PRODUCTIVITY INCREASE AT
THE AGE OF KNOWLEDGE ECONOMY

Abdurrahman TARAKTAS !

Abstract

There is consensus in Turkey that knowledge economy and technological innovation are the driving force of
economic growth. However, there are deficiencies in the development of holistic and result-oriented technology
management and supportive public policies. Turkey has difficulty in achieving organizational change required by
the knowledge economy since the beginning of the 21st century, with falling competitiveness, workforce skill
levels and technological infrastructure can not be developed at the level that would support productivity growth
and technological innovation. Turkey with having a young population, productive universities, flexible and
enterprising private sector and being close to markets, to realize its potential, technology should become one of
the main elements of public policy and a technological innovation culture should be developed under the
leadership of the public sector. In this study, it is tried to reveal the outlines of the change in technological
innovation and productivity increase. In this context, traditional production structures and the reasons for failure
of technology policies are examined and the increasing and changing role of public sector is emphasized. In the
second part of the study, to examine Turkey's technological innovation and to make comparisons; The Global
Competitiveness Index developed by the World Economic Forum, the Global Innovation Index developed by the
World Intellectual Property Organization and the Basic Science and Technology Indicators published by the OECD
are being used. At the conclusion of the study, R&D and innovation support policies of the public sector in Turkey
is evaluated in the light of new international practices. It also includes policy and solution proposals that
strengthen the links between scientific research and commercial entrepreneurship, including reforms and

investments that improve technological production infrastructure and human resources.

Keywords: Knowledge Economy, Technological Innovation, Productivity Increase, Public Policies
JEL Code: 032, 038, H39

1. Introduction

With the beginning of the 21st century, information technologies have shown a rapid
development that has profoundly changed human lifestyles and economic structures. The
“Digital Revolution” triggered a rapid paradigm shift in traditional industrial production
processes and management models, in parallel with the transformation of traditional trading
methods and monetary regimes. Biochemistry, aerospace, material science and
nanotechnology fields supported by laboratories have come to the forefront. Technological
innovations and knowledge economy have changed the rules of international trade
competition. Previously, firms that considered growth as a solution to achieve economies of
scale and cost reduction focused on R&D and innovation with the transition to knowledge
economy. The search for cheap labor has been replaced by the search for highly skilled
workforce that can adapt to technological innovations. Especially, the commercial life of

1 Asst. Prof. Dr., Anadolu University Faculty of Economics Department of Public Finance,
ataraktas@anadolu.edu.tr
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technological products is shortened and the producers have entered a continuous R&D and
innovation cycle in line with the increasing demands of the customers. With the information
economy, the physical boundaries have become transparent, the design, production, renewal
and marketing of the products have become cost-effective in many different places.
Companies competing with each other, have cooperated on specific issues at the same time.
The innovation capacity has progressed rapidly to be a key determinant of rapid economic
growth and the ability to compete and develop in the 21st century global economy. Providing
the infrastructure required by the knowledge economy and accelerating technological
innovation by supporting it has become one of the important tasks of the state. The objectives
of establishing intellectual property rights and increasing the competitiveness of the country
have gained importance.

2. Evaluation of Turkey's Global Competitiveness and Innovation Performance

The concept of global competitiveness has found widespread use of space in nowadays. The
World Economic Forum (WEF) defines the competitiveness as the level of efficiency that
encompasses all of the institutions, policies and production factors that will ensure sustainable
growth in a country. According to the OECD, competitiveness is the ability to produce goods
and services that can withstand foreign competition in parallel with the increase in real
national income of a country under free market conditions (Reinert, 1994:3). As the level of
global competition in the world increases day by day, the basis of competition has shifted
towards the production of knowledge (Ovali, 2014:18).

The Global Competitiveness Report began in 1979 as a research project. At the end of the
forty-year period, it has become evaluating the key factors of economic development in over
140 countries. Since 2005, the Global Competitiveness Index (GCl) has been calculated to
qguantify the level of competition of countries (WEF, 2018: vii). As can be seen in Graph 1,
according to the results of the GCI 2018, Turkey ranks 53 among 137 countries. The best
ranking was in 2013. Even though its score remained the same, the ranking declined by 10
rows in 5 years.

Graph 1. Turkey's 2008-2018 Global Competitiveness Ranking
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Source: World Economic Forum, 2018.

Graph 2 shows that in the last decade, some important developing countries have come closer
to the technology boundaries; however, it is also understood that the leading developed
countries, which continue to benefit from historically strong innovation ecosystems, still make
a clear difference. In terms of the evolution of the innovation environment, Japan and S. Korea
still in the top group, seem to have lost momentum in recent years. At the beginning of the
2000’s Brazil and Turkey which were seen as having great potential in the developing markets,
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lost most of the momentum they gained before 2013. However, China, India and Indonesia
continue to develop and close the gap with the upper class.

Graph 2. Evolution of innovation environment in large advanced economies and large
emerging economies

6.5

United States

\ \?é Germany
55 \_”/ s ‘JHDJH
United Kingdom

France

Korea, Rep.
Canada
4.5
China
e e /———' Indonesia
///—’ Italy
——— Russian Federatic
3.5 o — e il - 1u : ‘{ N Federation
%\/ Turkey
Brazil
25 1 1 1 1 1 1 1 1 1
2009-2010 2011-2012 2013-2014 2015-2016 2017-2018

Note: Colors correspond to regional classifications: Il Europe and North America; Il East Asia
and Pacific; I Latin American and the Caribbean; M Eurasia; and South Asia.

Source: World Economic Forum, 2018: 16

In the last decade, as a result of the change in nature, innovation has been increasingly driven
by the dispersed intelligence of a global community rather than individuals working within the
boundaries of the company or university labs. Since many of the benefits of digital services;
including using search engines, emails, digital maps, and social media, do not have a market
price, they cannot be captured in GDP or reflected in efficiency estimates. However, it also
provides an important benefit to individuals. The GCl's technological readiness component
seeks to capture this capability through indicators related to the availability of the latest
technologies. Graph 3 shows that the technological readiness of individuals and firms in China,
India and Indonesia remains relatively low, and the benefits of innovation activities are not
widely shared. Turkey, meanwhile, demonstrates a complementary effort to enable more
people and firms to have the means to access and use new technologies.
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Graph 3. Evolution of technological readiness in large advanced economies and large
emerging economies
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GCl evaluates countries in short and long term in terms of institutional and political aspects.
In calculating the index, three main factors are used, consisting of 12 components and
complementary data. The first basic factor is the “Basic Requirements” and the data of the
Institutions, Infrastructure, Macroeconomic Environment, Health and Basic Education are
brought together. The second is “Productivity Improving” Factors and is calculated as a
combination of Higher Education and Vocational Training, Efficiency of the Goods Market,
Efficiency of Labor Market, Financial Market Development, Technological Preparation and Size
of Market. The last factor is the “Innovation and Competency” Factors covering the
Competence Level and Innovation data of the Business World.

In Table 1, Turkey's place in the GCl ranking in 2018, and the change of ranking between 2018-
2012 information is provided in terms of some selected components and indicators related to
innovation. Negative values in column Change (2018-2012) shows worsening of the
component, positive values indicate improvement.

Accordingly, the component with the highest recovery was higher education and on-the-job
training (component 5). However, according to this level of education quality (99th place) and
on-the-job training indicator (100th place), the country ranking is very poor and the ranking
has deteriorated in the last 5 years. According to the technological preparation (component
9), the 2018 country ranking is below the overall ranking but is acceptable (62th place).
According to the innovation (component 12), the 2018 country ranking is 69. The key
indicators in this component that worsen the rankings are the government's performance in
supplying high-tech products and the capacity of companies in the country to innovate. In
2018, the country ranking of these two indicators was lower than the overall ranking of the
country (64. and 74., respectively). Another indicator that has the lowest ranking is the quality
of the scientific research institutions. In 2018, Turkey ranks 100th according to this indicator.
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Engineer and scientist presence and patent application indicators are indicators that increase
the ranking of this component. According to the first indicator, the country ranking is 49 while
it is 39 according to the second indicator.

Table 1. Ranking and Development of Some Selected Components and Indicators of Global
Competitiveness Index

Rank Rank
/137 | Change /137 | Change
(2017-( (2018- (2017-
Index Component 2018) | 2012) |Index Component 2018)
C: Innovation and
Global Competitiveness Index 53 6 | sophistication factors 66
5. Higher education and
training 48 26 | 11. Business sophistication 67
5.01 Secondary education
enroll. rate 37 56 | 11.01 Local supplier quantity 44
5.02 Tertiary education
enrollment rate 2 54 |11.02 Local supplier quality 52
5.03 Quality of the education 11.03 State of cluster
system 101 development 59
5.04 Quality of math and 11.04 Nature of competitive
science educ. 104 advantage 106
5.05 Quality of management
schools 108 11.05 Value chain breadth 67
11.06 Control of i.national
5.06 Internet access in schools 72 distribution 55
5.07 Loc. avail. of specialized 11.07 Production process
train. serv. 93 sophistication 51
5.08 Extent of staff training 102 11.08 Extent of marketing 92
11.09 Willingness to delegate
9. Technological readiness 62 authority 86
9.01 Availability of Ilatest
technologies 57 12. Innovation 69
9.02 Firm-level technology
absorption 46 12.01 Capacity for innovation 74
9.03 FDI and technology 12.02 Quality of sci. research
transfer 61 inst. 100
12.03 Company spending on
9.04 Internet users 70 R&D 69
9.05 Fixed-broadb. Int. 12.04 Univ-industry collab. in
subscriptions 59 R&D 66
12.05 Gov't proc. of adv. tech.
9.06 Internet bandwidth 61 products 64
9.07 Mobile-broadband 12.06 Avail. of scientists and
subscriptions 60 13 | engineers. 49
10. Market size 14 1|12.07 PCT patents 39

Source: Constructed by author from (World Economic Forum, 2018) data.

The Global Innovation Index, a United Nations agency developed by the World Intellectual
Property Organization (WIPO), has been published for eleven years as of 2018. The essence of
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its report consists of a ranking of the innovation capabilities and results of world economies.
Turkey ranks 50th in according to data from Global Innovation Index 2018, in Table 2, it is also
seen that it is the best 8th country in the top-middle income group. Another indicator that
demonstrates the innovation potential of Turkey is demonstration of the success of being the
5th best economy based on innovation output sub-index, and 4th in terms of efficiency of
innovations.

Table 2. Top Ten Economies by Income Group (Upper-middle income group- 34 units)

IN NGCIBSi?"ILON INNOVATION IONUI\_er;\J_?TSISg_ INNOVATION

INDEX INPUT SUB-INDEX INDEX EFFICIENCY RATIO
1 |[CHINA 17 [ CHINA 27 | CHINA 10 | CHINA 3
2 | MALAYSIA 35 [ MALAYSIA 34 | BULGARIA 34| IRAN 11
3 |BULGARIA 37 | CROATIA 42 | MALAYSIA 39 |BULGARIA 19
4 | CROATIA 41| RUSSIAN FED. |43 |CROATIA 42 | TURKEY 25
5 | THAILAND 44| BULGARIA 44 | TURKEY 43 | THAILAND 33
6 |RUSSIAN FED. |[46(S. AFRICA 48 | THAILAND 45 | CROATIA 37
7 |ROMANIA 49| ROMANIA 49 [ IRAN 46 | COSTA RICA 43
8 |TURKEY 50 [ COLOMBIA 50 | ROMANIA 48 | ROMANIA 47
9 [MONTENEGRO |52 [ MONTENEGRO |51 [ COSTA RICA 51| MALAYSIA 48
10 [COSTA RICA 54 [ THAILAND 52 | MONTENEGRO |55 [MONTENEGRO |56

Source: World Intellectual Property Organization, 2018:29

Turkey's R&D spending share in the GDP of 2016, according to the Basic Science and
Technology Database published by the OECD, was realized as 0.945%. Graph 4 shows that this
ratio is well below the OECD average. China has begun to approach the OECD average with its
moves.

Graph 4. R&D Expenditure Intensity in OECD and Some Other Economies
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Source: OECD estimates based on, OECD, Main Science and Technology Indicators Database, February 2019

It is seen at Graph 5 that the burden of R&D expenditures has been undertaken by private
sector and universities in recent years. According to the Global Competitiveness Index data, it
is understood that cooperation between the private sector and universities in Turkey has
made progress. The decrease in R&D expenditures of the public sector stems from the fact
that the budget fiscal balance deteriorates and the state has preferred R&D supports such as
tax incentives.
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Graph 5. Gross Domestic Expenditure on R & D in Turkey by Sectors (USD Ind.= 2007)
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Source: OECD estimates based on, OECD, Main Science and Technology Indicators Database, February
2019

3. Conclusion

In the public sector pillar of Turkey's Innovation Ecosystem, numerous public institutions
(Ministries, including the Ministry of Industry and Technology, TUBITAK, TUBA, KOSGEB, YOK,
SANTEZ, Universities, Local Governments, EU Funds) and a very complicated legislation (Law
No: 5746 on Supporting Research and Development Activities, Technology Development
Zones Law No. 4691, Development Agencies Law No. 5449, Laws of Taxation, Commercial
Laws and Law on Court of Accounts) are located. It is seen that the High Council of Science
Technology, which was established in order to provide coordination, could not solve the
complexity. The aggravation of bureaucracy creates a deterrent effect when new innovation
initiatives are too weak and delicate like in Turkey. Business should be facilitated and the
bureaucracy should be minimized.

The public bureaucracy is reluctant to undertake risk in supporting the R&D expenditures of
private sectors due to the uncertainty of the results of innovation studies and the prolongation
of their returns. Supported projects need to meet very difficult requirements and many R&D
activities of the private sector, especially the software sector, cannot be supported. The fact
that the innovation studies, which are often undetectable and which are defined as global
public goods, are not supported by the public, cause social damage. In addition, the studies
that measure and report the effects of the support given should increase.

Nowadays, it is seen that domestic technologies are preferred in public procurement in many
countries. However, in Turkey, import purchases are realized more intense. Selection of
domestic technology in public procurement will be an important innovation support. Public
funding and tax exemptions should also be expanded for the R&D expenditures. It is extremely
important to start a technological innovation move and mobilization in Turkey, for the speed-
winning and shape-shifting global competition in the age of knowledge economy without
wasting time to be successful.
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SUBSIDIES TO PRIVATE THEATERS

Sacit Hadi AKDEDE!

Abstract

Subsidies to private theatres are one of the main cultural policy problems of many countries. Increasing the
number of audience is an important priority of many countries’ cultural policies. Private theatreas like public
theatres are important cultural entities to increase the number of audience in many countries. The main goals of
public theatres can be also met by private theatres if the governmet subsidies them. In addition, private theatres
can serve very well to the cultural diversity of countries. State theatre, in politically polarized countries like
Turkey, can not provide cultural diversity since they can not produce political plays. If government draws a good
defined cultural subsidy program, it can provide fiscal aid to any theatre that meets the requirements of subdity
program. Market structure of private theatres all over the world is close to perfect competion. It is not monopoly,
but monopolistic comptetition. If the number of private theatres is increasing, it does not mean that the market
becomes competely capitalistic. Theatre sector is not like cinema, TV, or media sector. There are more private
theatres than public theatres in more developed countries and most of them get government subsidy from
central and local governments.

Keywords: Theatres, government subsidy, economics of art and culture, private theatres.

JEL Code: 701, 711.

1. Introduction

The Turkish State Theaters (TST) produced plays with budgets far above the aid provided to
private theaters. TST had the halls and scenes where they could rehearse and produce plays,
hang promotional posters on many boards of the city, easily promoted and sold tickets at
prices that would create unfair competition. Sometimes the number of guests without a ticket
exceeds the number of sold tickets (with a ticket). Most of the private theaters had not had a
theatre hall to rehearse their plays, most of them did not even have a small space ( a small
hall or a reasonable size room) to rehearse. As they did not have a fixed hall to rehearse and
perform, they could not sustain or provide continuity, therefore could not create their own
audience. In this case it seems to be that state led to a crowding-out effect. Generally, public
infrastructure investments can create crowding-in effect since it reduces the fixed costs of
private investment, while more crowding-out situations have emerged here because the state
has not built new theaters and did not let the private theatres use existing state theatre
buildings. However, private theaters can use the state's theater buildings for both rehearsals
and shows on certain days of the week. Of course, in this case, a new repertoire choice and
the issue of the change of production policy regime will arise. Some theater halls are not
suitable and can not be used in heavy decors. This new situation can force TST to produce
plays with light décor, and other technical constraints. In this case, competition will also

1 Prof., Aydin Adnan Menderes University, Aydin, Turkey, shakdede@adu.edu.tr
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emerge. Otherwise, TST seems to be superior in average spectator’s eye and it has been
unfairly competitive according to private theaters with its heavily decorated or glamorous
scenery. This privileged position, which is provided to TST in terms of hall use, promotion and
advertisement due to the lack of theater people in the first years of TST, is now subject to
change. As in many other fields, the state must first complete infrastructure investments (hall,
stage, etc.) in the field of culture and art. They should establish mechanisms to encourage the
emergence of private theaters, and form the support structure for them. However, the fact
that the state produces theater by employing civil servants (memur) actors and directors
brings various economic, political, and social problems.

2. Financial Aid to Theatres

Baumol and Bowen (1965, 1966) develop the concept of cost disease for theoretical support
for government subsidies to performing art companies in the USA.Loyland and Ringstad (2007)
investigates benefits and costs of government subsidies to theatres in Norway, whereas Zieba
(2009) studies the income and price elasticities of German public theatres.

Below, the total amount of the financial assistance provided by the General Directorate of
Fine Arts in the Ministry of Culture of Turkey, in other words, the financial assistance provided
to all the types of theater (professional private theaters, professional children's theaters,
amateur theaters, traditional theaters) outside the municipal theatres will be given. Then
there will only be figures and explanations for assistance to professional private theaters.

Table 1. State Aid and Some Other Related Statistics

Years | All Subsidized | Average | Aid per | Number of | Subsidized
private number of | Amount | TST TST Number of
theatre plays of Aid Budget Productions | Productions /
types (TL) _Il\_lSuTmbe(; y of
State Aid productions
(TL)

2008 | 1500000 | 76 19736.84 | 0.015 115 0.661

2009 | 2500000 | 111 22522.52 | 0.022 125 0.888

2010 | 3000000 | 152 19736.84 | 0.024 146 1.041

2011 | 3500000 | 138 25362.32 | 0.024 135 1.022

2012 | 3445000 | 162 21265.43 | 0.022 152 1.066

2013 | 4000000 | 178 22471.91 | 0.022 143 1.245

2014 | 4312000 | 221 19511.31 | 0.023 151 1.464

2015 | 4265000 | 227 18788.55 | 0.021 151 1.503

2016 | 4590000 | 235 19531.91 | 0.020 139 1.691

2017 | 5000000 | 216 23148.15 | 0.020 148 1.459

Source: Author’s own calculations
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As can be seen from the table, the amount of subsidy to all the theaters except for the
accredited government theaters was about two percent of the TST spending budget. The
average amount of subsidy is around 20 thousand TL. There was no significant increase in the
average amount of subsidy from 2008 to 2017. Considering the inflation rate over the years,
it should be said that the amount of real support may not be increased or decreased. The
number of plays supported seems to be increased over the years. The ratio of the number of
supported plays to the number of TST plays has increased steadily over the years. This should
be a gratifying situation. New theater groups are emerging. Unfortunately, we cannot see how
stable the new theater groups are. While the ratio of the number of private theater plays
supported by the state to the number of TST plays increases continuously, the ratio of the aid
given to the private theater plays to the TST budget remains the same, indicating that the
amount of aid per play has not increased much, and even some years may have decreased.
This situation can be seen from the table above. We have already emphasized that the above
table includes amateur and traditional theaters. Amateur theaters are very important in terms
of spreading the theater, introducing both the art of theater and the active participation of
the public in the places where the professional theater does not reach. This should be
supported since amateur theaters benefiting from the support are very successful in
maintaining the art of theater in their cities.

3. Data and Statistical Analysis

After examining the data on all types of the theater, it is useful to examine professional private
theaters. These theaters are professional private theaters in the Western sense besides the
accredited theaters (TST and city theaters). It should be noted that these theaters, TSTs and
city theaters can be free to play and say the games they cannot play or the words they will not
say for various reasons (political reasons rather than economic). This will increase cultural
diversity. In addition, the censorship mechanism or the mechanism of auto-censorship in the
event of the difference between the private theaters and state theaters can be eliminated.
First of all, we will evaluate the professional private theaters statistically by means of various
data.

Table 2. Descriptive Statistics about Private Theatres

Season Nominal | Reel Aid | National | Total Single Discounted | Male Istanbul
Aid (TL) (TL) Play Cast Ticket Ticket Author Groups
Ratio Price Price Ratio
(TL)
Mean 2016-17 | 24.43 22.01 0.75 7.48 37.23 28.51 0.84 0.74
Max. 2016-17 | 72.00 64.86 1.00 110.00 67.50 50.00 1.00 1.00
Min. 2016-17 | 0.00 0.00 0.00 1.00 0.00 0.00 0.00 0.00
Std. Dev. | O 20.66 18.62 0.43 11.19 18.83 13.45 0.37 0.44
Obs. 145 145.00 145.00 145.00 101.00 81.00 73.00 143.00 145.00
Mean 2015-16 | 25.09 23.12 0.75 6.20 34.28 27.06 0.83 0.72
Max. 2015-16 | 68.00 62.67 1.00 22.00 67.00 56.00 1.00 1.00
Min. 2015-16 | 0.00 0.00 0.00 1.00 5.00 5.00 0.00 0.00
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Std.Dev. | O 18.81 17.33 0.43 4.24 14.56 11.56 0.38 0.45
Obs. 123 123.00 123.00 122.00 86.00 58.00 58.00 123.00 123.00
Mean 2014-15 | 23.00 21.12 0.73 7.58 33.59 23.69 0.83 0.69
Max. 2014-15 | 59.00 54.18 1.00 43.00 134.00 52.00 1.00 1.00
Min. 2014-15 | 0.00 0.00 0.00 1.00 0.00 0.00 0.00 0.00
Std.Dev. | 0 17.75 16.30 0.45 5.96 21.53 13.37 0.38 0.46
Obs. 118 118.00 118.00 117.00 83.00 58.00 53.00 115.00 118.00
Mean 2013-14 | 23.50 21.74 0.75 6.47 37.22 26.83 0.91 0.76
Max. 2013-14 | 76.00 70.31 1.00 20.00 220.00 57.50 1.00 1.00
Min. 2013-14 | 0.00 0.00 0.00 1.00 5.00 3.00 0.00 0.00
Std. Dev. | 0 21.79 20.16 0.44 4.67 28.43 11.49 0.28 0.43
Obs. 106 106.00 106.00 106.00 81.00 60.00 50.00 104.00 106.00
Mean 2012-13 | 28.96 28.96 0.65 7.36 36.52 26.80 0.87 0.71
Max. 2012-13 | 87.00 87.00 1.00 19.00 67.50 56.00 1.00 1.00
Min. 2012-13 | 0.00 0.00 0.00 1.00 6.00 4.00 0.00 0.00
Std.Dev. | 0 27.02 27.02 0.48 4.26 12.67 10.00 0.34 0.45
Obs. 98 98.00 98.00 97.00 76.00 59.00 53.00 97.00 98.00

Source: Author’s own calculations

Table 2 above shows some descritive statistics about data, from the 2012-2013 season until
2016-2017 season, given by the Ministry of Culture and Tourism, General Directorate of Fine
Arts. After giving brief information about descriptive statistics shown in Table 2 above, we will
give the results of a simple regression analysis to understand how some of the factors
(variables) we believe may affect the amount of aid.

In the five-year period above, the number of the theaters applying for aid in the 2012-2013
season was 98; there is no information on whether these groups have their own theater halls.
In the data obtained from the General Directorate of Fine Arts, there is information about the
name of the theater group, the amount of aid it receives, the province where the theater
group (company) is located and the name of the play it has applied to get help. Based on these
data, we have compiled the information for our regression analysis. The fact that some theater
groups own their own theater building or hall does not mean that the theater group owns the
property of the building. A few private theaters in Turkey have their theatre halls. Ankara Art
Theater and Ankara Ekin Theatre in Ankara are important theater groups, which maintain their
existence in the relevant period, produce their plays, not in their own property, but their rental
spaces. Even if many important professional theater groups in Istanbul do not have a built-in
scene, the ownership of the stage does not belong to the theater group. We will perform the
regression analysis in the next section without such important information.
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3.1. Regression Analysis

Table 3. Regression Table

Method: oLS
Dependent Variable: Amount of Real Valued Aid (TL)
Coefficient t-value
Constant 609231.20*** 2.29
National Plays 2573.18 0.89
Amount of aid last season 19537.76*** 5.82
Istanbul groups 7065.59** 2.27
Cast 2061.91** 2.39
Cast? -81.00* -1.87
Date of Establishment -303.47** -2.29
2016-2017 season -5168.21 -1.28
2015-2016 season -3557.89 -0.93
2014-2015 season -8376.44** -2.17
2013-2014 season -6500.89 -1.39
Observation 184
F-Value (Prob.) 6.76 (0.00)
Adj-R? 0.24

*#%p<0.01, **p<0.05, * p<0.10 .

The season variables in the above regression table (2017, 2016, 2015 and 2014) are the
dummy variables showing the real amounts of aid in the related years according to the
reference year of 2013. The stars placed on the figures help us understand whether the
variable makes a statistically significant difference. When we look at the season variables,
except for 2015, when compared with 2013, the aid made in other years did not differ
significantly in real terms. The coefficients are actually negative. In other words, the aid
provided in other years has decreased, however this is not a statistically significant reduction.
For 2015, this decrease is statistically significant. In other words, the aid made in 2015 is less
in real terms than in 2013. Although there is more aid for domestic plays, this difference is not
a statistically significant. In other words, the groups producing the plays of the native writers
did not receivemore support because they produced national plays. Theatrical groups with
higher number of actors have received more support. Besides, this variable shows a non-linear
relationship; groups with too many actors received less support. Cast size of 12.62 (2061.91 /
162) actors (cast) was found to be the maximizing number of cast for highest subsidy, ceteris
paribus. In other words, for example, a group of 10 actorsreceived more subsidy from another
group of 9 players. On the other hand, agroup, which had 13 actors (cast), received less
subsidy than a 12-actor group. The subsidy of a theater group in previous season, ceteris
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paribus, made it easier to get help this year because the related variable (last year's subsidy)
is statistically significant and positive. Therefore it is important to get first subsidy for the
theaters because once again, the possibility of getting subsidy again in the following season
increases.

The Istanbul theaters received more subsidy than the other theater groups. This should not
be surprising because most of the theaters are located in Istanbul, as previously emphasized.

4, Conclusion

In this study, the market structure of private theaters and state subsidy to private theaters
were examined. What is more important is that there should be assistance in finding
audiences, especially in terms of facilitating the entry of the newly established theaters into
the sector. In this regard, it is very important that TST owns several stages and halls are ready
for the performances of private theaters especially on Mondays. In addition, the separation
of public spots into the promotion of private theater plays is important to increase the
demand. The construction of at least 100 square meters of rehearsal spaces will also help to
develop private theaters so that banners can be printed and the old decors of TST should be
available for private theatres usage, and the private theaters can store and rehearse the
decors. The cost of these rehearsal spaces to the state will not be very high. Similarly to the
construction of the film plateaus, rehearsal spaces can be built in one area of the city. these
rehearsal venues should be used by not only theater groups but also music and other
performing arts (dance) groups.
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THE POLITICAL ECONOMY OF NATURAL DISASTER PREVENTION AND
MITIGATION

Tiilin ALTUN?

Abstract

Societies do not take adequate action to transfer risk or to prevent/mitigate potential damage caused by natural
disasters. Essentially, the public sector must intervene in market failures stemming from such problems as
imperfect and/or asymmetric information, myopia, and collective inertia. Although more efficient allocation of
social resources reduce the fiscal burden of natural disasters on public finance and increase social welfare, the
public sector also fails in this regard. Specifically, certain political motivations prevent effective natural disaster
risk management, one example being that politicians, due to the problem of time inconsistency in public finances,
attach greater importance to policies that will bolster short-term electoral support. Politicians consequently fail
to enact sufficient regulations and make the necessary investments with regard to natural disaster prevention if
the safeguard’s benefits manifest in the long term while placing burdens on constituents in the short. As such,
they prefer distributing disaster aid as doing so garners election support. Solving the problems stemming from
political motivations is only possible by establishing institutional mechanisms that increase democratic
accountability and raise public awareness of the risks of natural disasters.

Keywords: Natural disaster risks, Asymmetric information, Myopia, Collective inertia, Market failures, Public
failures

JEL Code: H53, H84, D78

1. Introduction

Dealing with natural disasters is one of the responsibilities of the public sector. In the event of
a natural disaster, while the state works to fulfill its explicit responsibilities like rebuilding
damaged and destroyed infrastructure, pressure exerted by the public forces it to fulfill more
implicit responsibilities like compensating for economic losses resulting from the natural
disaster. The responsibilities necessarily undertaken by the public sector cause added stress
to the budget, sometimes to the point of causing the state to succumb to economic crisis.
Even if there no change is made to the public budget, resources are forced to be redistributed,
which, in the long term, causes policies to deviate from their ultimate objects like providing
economic development and fair income distribution, on the one hand, and declines in social
welfare, on the other.

Several factors, including the frequency and severity of natural disasters as well as the
population density, degree of economic development, and income distributions in the areas
where they occur all affect the total loss in life and property caused by disasters, which, in
turn, significantly impacts the state’s financial obligations. Additionally, in societies whose
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adaptive capacity to natural disasters is high, disasters do not always result in a social or
economic calamity. The loss of life and property is less in societies that take actions to transfer
risk and to prevent and/or mitigate the damage caused by natural disasters. However, a large
number of theoretic/empirical studies following different approaches indicate the existence
of market failures in this vein. Public actions are required in order to alleviate market failures.
The public sector can intervene in problems leading to market failures (e.g.
imperfect/asymmetric information, myopia, and collective inertia) and through public actions
and by encouraging individual actions, can ensure that sufficient safeguards against natural
disasters are put into place. Just as effective public interventions can minimize the financial
burden incurred on the state by natural disasters, so too can they lead to an increase in
welfare by enabling a more effective distribution of communal resources. This said, however,
the public sector, despite its being responsible to intervene in market failures, also suffers
from its own failures in this vein. Problems like limited financial resources, inadequate
technological and institutional infrastructure, and corruption all constitute serious obstacles
to effective safeguards’ being implemented. There are, moreover policy motivations that
deter the public sector from devising effective regulations for the implementation of
safeguards against natural disasters. By examining the empirical and theoretical literature, the
current study seeks to identify those market failures and public sector failures that lead to
insufficient safeguards from being implemented in regard to the prevention, mitigation, and
transfer of natural disaster risks. In the following (i.e., second) section, examples of the short,
middle, and long-term economic and financial costs caused by natural disasters are given. In
the third section, market failures leading to deficient safeguards’ being implemented are
discussed. In the fourth section, appropriate public sector interventions and obstacles
impeding these safeguards from being implemented will be assessed. Finally, the fifth section
concludes this study and offers a general assessment of the current status quo.

2. Economic and Financial Cost of Natural Disasters

Not only are natural disasters detrimental to human and physical capital, they have the
potential to severally disturb social welfare in the short, middle, and long term. While the
immediate consequences of natural disasters include mortality, morbidity, and the
destruction of physical infrastructure, repercussions to the economy (e.g., income recipients,
employment, sectoral production composition, inflation) will emerge in the long run. In 1991,
The Economic Commission for Latin American and the Caribbean (ECLAC) developed a
methodology distinguishing between the direct losses, indirect losses, and secondary effects
of catastrophes. Direct losses are defined as all capital and stock losses on fixed assets, finished
and semi-finished goods, raw materials, and spare parts incurred during or as a direct
consequence of natural disasters. Indirect losses are Assoc.d with the effects of lost
production and the inability to provide services as a result of disruptions occurring in the flow
of goods following a catastrophe. Secondary effects, however, refer to disasters’ effects on
general economic performance (Marti, 1997).

There are several studies indicating that natural disasters do not significantly impact macro-
economic dynamics and that they may even have positive effects on them. Albala-Bertrand
(1993), for example, found that catastrophes may stimulate the construction sector. Using
their creative destruction hypothesis as a springboard, Jha et. al. (2018) assert that from a
development standpoint, disasters generate positive outcomes. That said, a large number of
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empirical studies also support theoretic predictions that natural disasters do indeed have
negative impacts on the economy in the short, middle, and long term as a result of their direct,
indirect, and secondary effects. For example, Murlidharan & Shah (2001), Hochrainer-Stigler
(2009), and Raddatz (2007) reached findings on how economic growth was negatively
affected; Otero and Marti (1995) and Benson & Clay (2004) on how economic development
was negatively affected; and Heger et. al. (2008) on how trade gaps were negatively affected.

Natural disasters also negatively affect public finance in the short, middle, and long term.
When a natural disaster occurs, additional expenses to cover emergency needs emerge.
Undoubtedly, one of the state’s explicit responsibilities is to reconstruct damaged
infrastructure. Yet, through political pressure, constituents and interest groups remind the
state of its implicit responsibilities. While the public sector works to fulfill the demands of
society, it incurs added expenses coupled with reduced income. Short-term fiscal deficits
eventually lead to permanent fiscal imbalances in the long term. By affecting the
government’s ability to maintain and/or improve specific public activities, disruptions to fiscal
stability only serve to harm the overall quality of public services (Noy & Nualsri, 2011; Benali,
et. al., 2018; Akar, 2013; Hochrainer-Stigler, Keating et. al., 2018).

3. Reasons for Insufficient Natural Disaster Prevention and Mitigation: Market
Failures

By making buildings resilient to disasters, developing early warning systems, using long-term
weather prediction reports and crop modeling studies, and the public sector’s making other
similar investments to engineering solutions, potential damage caused by disasters may be
significantly reduced. Risk may be transferred by using financing tools like different types of
insurances. In addition to lack of income and inequality in income distribution, both market
and behavioral failures cause the private sector to implement insufficient safeguards to
disasters. There are a variety of approaches explaining why individuals make irrational
investments against disaster risks. Several problems like imperfect and asymmetric
information, myopia, collective action problems, and an understanding that such events are
acts of God cause market and behavioral failures. Assuming that a rational decision has been
made, the moral hazard problem may still cause insufficient safeguards from being
implemented.

4. Reasons for Insufficient Natural Disaster Prevention and Mitigation: Public
Sector Failures

Solutions for market failures require public actions. As a solution to the problem of collective
action and information asymmetry, the state can devise and enforce stronger building
standards, requiring them to be more resilient to natural disasters. The state can also take
actions to deter or legally prohibit production activities and myopic residential development
in high risk areas. The construction of dams, flood warning systems, fire extinguishment
equipment, and other similar administrative actions can be instituted with public funds. Public
awareness of dangers, risks, and prevention strategies can be increased. Where the
construction of housing and industrial areas in regions at risk of natural disasters cannot be
prevented, buildings and residential zones can be strengthened through the use of
subventions and other types of incentives (Kenny, 2009; Carsell et. al., 2004; Neumayer et. al.,
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2014; Pelling et. al., 2002; Dayton-Johnson, 2004: 31). Risk may be transferred by allocating
funds for disasters, supporting private insurance markets, and developing public-private
insurance. Likewise, lack of income, insufficient technical and institutional infrastructure, and
certain policy factors may also cause similar public sector failures. For example, devising and
enforcing regulations, like zoning and building codes, cannot be effectively implemented
when income, technology, and infrastructure are inadequate or when corruption prevails.
There may not be room in the budget for necessary public investments or natural disaster
funds. In addition to these structural hurdles, there are also political incentives hindering
politicians from devising, from a social cost-benefit standpoint, more effective policies against
natural disasters. Because of the problem of time inconsistency in public finance, politicians
attach more importance to policies that will aid them in being elected in the short term. Voters
may not be able to bring themselves to support policy decisions that will cause them short-
term difficulties despite their eventual long-term benefits. Not wanting to lose the support of
constituents and interest groups, politicians may embrace post-disaster aid policies instead of
policies seeking to prevent and/or mitigate the risk of natural disasters or to transfer risk. The
empirical literature indicates that when it comes to making investments toward minimizing
risks and preventing damage caused by disasters, politicians prefer engaging in disaster aid to
implementing deterrent incentives (Gasper & Reeves, 2011; Healy & Malhotra, 2008; 2009;
Garrett & Sobel, 2003).

5. Conclusion

Public resources spent following natural disasters may cause deviations in future actions made
for prioritized goals like countries’ economic growth, development, and income distribution,
and in the event of insufficient funds, create financial risks. In order, therefore, to increase the
public sector’s social welfare and to avoid financial crises, interventions that prevent/mitigate
and transfer risk need to be made. Investments seeking to change structural conditions can
be made and disaster policies can be integrated into development policies as long-term
solutions. In the short term, however, market failures can be solved through regulations and
incentives. Although the state theoretically has several tools at its disposal, positive political-
economic conditions cause policies in this vein from being developed. Solving problems
stemming from political motivations is dependent on devising institutional mechanisms that
increase democratic accountability increasing society’s awareness of the risks of natural
disasters. Considering how competition affects elections and policy decisions, constituents
knowledgeable of the potential dangers of natural disasters and what preventive measures
may be taken against them may motivate politicians to develop the most advantageous
policies.
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INSTITUTIONAL STRUCTURE IN TAX AUDIT: A CASE STUDY OF
TURKEY

Mustafa Erkan UYUMEZ! Sema UNLUER 2 Ali Osman YILMAZ3

Abstract

Tax audits are carried out within the structure of Tax Audit Board since 2011 as a result of the merging of the
former audit units under a single umbrella. Tax audits can directly or indirectly be affected by various factors. It
is necessary to identify problems related to the corporate structure in tax audits and to develop the
recommendations for solution. Therefore, the main purpose of the research is to identify the issues related to
the institutional structure of the tax audits system in Turkey and to propose recommentations to eliminate these
problems. In order to obtain in-depth information in this context, the research was carried out by qualitative
research method. Qualitative research was designed as a case study. The data were collected through semi-
structured interviews with 15 taxpayers, 11 accounting professionals and 17 tax inspectors. The analysis of the
research data was carried out with the help of NVivo 11 Pro which is one of the computer aided qualitative data
analysis program by induction analysis. The findings of the research were presented based on the research
question and these findings were evaluated in the context of institutional structure in tax audit.

Keywords: Tax Audit, Qualitative Research, Interview
JEL Code: H20, M42

1. Introduction

It is highly essential that taxes, which are the most fundamental source of income for the
states, be collected full and correctly. Tax audit is one of the basic instruments that will ensure
that this is carried out peoperly. States need an effective, efficient and dissuasive tax audit
system in order to control the underground economy, ensure authenticity of the declarations,
increase tax compliance of taxpayers and collect more tax revenues.

Although some improvements have been made in the Turkish tax audit structure as a result
of the reorganization activities carried out in 2011, the problems in tax audits have continued
multiply instead of decreasing. Therefore, there is a need to obtain in-depth knowledge in
order to develop the problems and root causes of the tax audits and the suggestions for the
solution of these problems.

In this context, the main purpose of the study is to identify the problems related to the
institutional structure of the tax audits system and offer solutions to solve these problems.
This study was carried out by qualitative research method. As part of the study, qualitative
research was conducted for tax inspectors, accounting professionals (sworn financial advisors
and public accountants) and taxpayers.
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In the literature, quantitative research methods are used mainly in tax topics. There are many
qualitative research studies in the fields of education, sociology, psychology, politics and
public administration. In-depth information obtained as a result of the use of qualitative
research methods on tax topic will be presented to the tax administration, tax payers,
accounting professionals and scientists.

2. Methodology
This section provides information about the research method.

2.1. Research Model

Qualitative research is a research study in which a process for realizing events and situations
in a realistic and holistic manner is used by using various qualitative data collection tools
(Yildirnm & Simsek, 2008: 39).

The qualitative research design guides the researcher through the entire research process. In
the case study, the researcher focuses on a situation or situations to thoroughly understand
and investigate the phenomenon (Stake 2008: 121). This research is designed as case study.

2.2. Research Environment and Participants

In qualitative research, purposive sampling methods are mainly used (Sonmez & Alacapinar,
2018:174-177).

In this study, snowball (chained) sampling method was applied. The validity and reliability
committee decided that the satisfaction level of the study was reached.

Participants consisted of 17 tax inspectors working in different supervisory groups in Ankara,
11 accounting professionals (6 public accountants and 5 certified public accountants) and 8
taxpayers in different sectors.

2.3. Data Collection Tools

In the case studies, the interview is a very powerful technique used to reveal participants'
experiences, perceptions and perspectives in depth (Denzin & Lincoln, 2005: 10). Interviews
may be unstructured and semi-structured (Creswell, 2009: 179, 182).

In the study, semi-structured interview data collection tools, mainly non-participatory
observation, archive records and document review were utilized. During the data collection
process, face-to-face and e-mail interviews were conducted with the participants. Information
obtained before and after the interviews were transferred to the diaries.

2.4. Data Analysis

Content analysis was used in analyzing of the data. The content analysis process of the
qualitative data is inductive in terms of shape. In content analysis, data is explored in depth
and concepts and themes are explored. In this process, certain concepts and themes are
brought together and interpreted in a way that readers can understand. Themes can be
composed of several sub-levels according to the data analyzed. The themes and sub-themes
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refer to a general phenomenon (Marshall & Rossman, 2006: 156-165; Gibbs, 2008: 38, 78;
Glesne, 2015: 256-268-270; Mason, 1998: 111; Yin, 2009: 126).

Content analysis was performed using the Nvivo 11 pro qualitative data analysis computer
program.

2.5. Validity and Reliability of Data

The credibility of the research results is one of the most important criteria of scientific
research. Therefore, validity and reliability are the two most commonly used criteria in
research. In qualitative research, triangulation is used in realization of validity and reliability
(Unlier, 2010: 77; Gibbs, 2008: 94). In this context, the credibility (internal validity),
generalizability (external validity), consistency (internal reliability) and verifiable (external
reliability) of the research is attempted to be carried out (Marshall & Rossman, 2006: 201-203;
Yildirnm & Simsek, 2008: 255, 259, 274; Yildirnm, 2010: 84).

Within the scope of the research, data diversification was performed by using different data
collection tools from various data sources. Various measures have been taken to ensure the
validity and reliability of the data. Qualitative research was conducted at all stages of the study
with the approval of the validity and reliability committee, thesis monitoring committee and
BAP evaluation commission.

3. Findings

One of the main findings within the scope of this research, is the theme named “Institutional
Structure in Tax Audit”. The findings in this theme will be shared.

3.1. Monopoly and Merger in Tax Investigations

In 2011, all the audit units were united under a single mechanism called “Tax Inspection Board
(VDK)”. Neverthless, a complete integration amongst tax inspection staffs has not yet been
achieved. Currently, there is stilla distinction between former central and provincial
inspection staffs.

In response to the single mechanism and a single title within the VDK, a number of
experienced central control staff has left the board. Effective inspection power was negatively
affected. Former central control staff has lost their motivation within the VDK.

In this set up, tax inspection experience, institutional accumulation and effective investigation
methodology could not be fully transferred to the VDK. In addition, the audit power of the
provincial organization of the Revenue Administration (GIB) has been eliminated. There is
currently a gap in the provincial tax audit.

After the establishment of VDK, qualified and effective tax inspections decreased and tax
inspections were transformed into fabricated audits. Thus, the efficiency and deterrence of
tax reviews are questioned.

Most tax inspectors do not have the sense of “professional belonging”. There are also some
problems in the supervision of tax inspectors regarding their moral and professional
capabilities. Thus, the VDK has become a huge institution that is difficult to manage.
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3.2. Tax Inspectors Selection, Growth Process and Trainings

As a result of the recruitment of a large number of tax inspectors in a short time period, the
quality of the inspectors could not be maintained. This has led to a weakening of the
perception of “career profession”.

Due to the fact that the “fellowship system” cannot be maintained, the inspection culture,
professional and ethical values cannot be fully transferred to the new inspectors. Tax
inspectors who fail to have adequate profession may struggle with some problems in tax
inspections.

While the “sense of professional belonging” of the former central auditors transforms the
challenging qualification process into a struggle to achieve an award/goal, the “fear of being
eliminated” can transform the qualification process into a “life and death war”.

After the establishment of VDK, the pressure to achieve performance and fear of elimination
during the qualification process can cause the psychological problems. These situations affect
the inspector's self-confidence, communication and social life negatively.

3.3. Evaluation of Performance of Tax Inspectors

The different application of the scoring criteria used in performance measurement according
to the supervisory group presidencies disrupts the work ethics among the tax inspectors.
Human factor can affect the the objectivity of performance appraisal and relative equality
between tax inspectors.

Performance evaluation may be insufficient to measure the quality of tax inspections and
sometimes it can cause pressure on inspectors to achieve their targets.

The performance measurement does not have any criteria for tax inspectors in the group
presidencies except (A) Audit Group presidency. In the current performance practice, there is
no award system that promotes the quality of tax inspectors .

3.4. Audit of Tax Inspectors

There are two aspects of auditing tax inspectors. these are the inspection of illegal activities
and audited reports.

In VDK, the control and supervision of tax inspectors cannot be handled sufficiently. In fact
this is not possible to accomplish in the present chaotic environment of the VDK. As long as
the professional and ethical values cannot be given to the tax inspectors sufficiently and the
inspectors cannot be followed, there is no mechanism to prevent any illegal acts.

Concerning the tax examination reports, which are deemed sufficient by the report evaluation
committees, decisions in the judicial process may be opposite of evaluation committes. There
is no questioning process related to the tax examination reports which have been decide in
an opposite way by the court. .Furthermore, tax technique reports, which adversely affect the
image of the tax administration, are not sufficiently controlled by RDKs.
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4. Conclusion

The effectiveness and deterrence of tax audits have critical importance for those who may
behave against legislation. In 2011, some improvements have been made as a result of the
merger of tax audit units under the VDK. However, a complete integration between inspectors
within the VDK has not been achieved.

After the establishment of VDK, tax audits have become “fabricated inspections”. Many tax
inspectors have no sense of “professional belonging”. Due to the lack of functioning of the
fellowship system, auditing culture, professional and ethical values cannot be transferred
adequately to new inspectors.

Performance practice can cause pressure on inspectors to reach their targets. There is no
award system that improves the quality of tax inspectors and reviews in performance.

Inspection and supervision of inspectors cannot be made sufficiently within the VDK. There is
no evaluation mechanism for the audit reports within the scope of the files decided by the
courts.

The quality of the inspections should be improved by eliminating the caveats in the selection
and training processes of inspectors (especially in the fellowship system). In addition, effective
and efficient tax audits should be started from the fabricated investigations. The sense of
professional belonging of tax inspectors should be strengthened. In order to ensure
integration among tax inspectors, the implementation of performance that disrupts work
ethics should be revised. Feedback should be provided for the realization of the improvements
in tax audit reports that have been transferred to the judicial process.
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THE RIGHT TO GOOD ADMINISTRATION IN TAX INSPECTION
PROCESS

Nuray ASCI AKINCI

Abstract

The right to good administration, which is one of the significant features in the scope of administration field of a
contemporary rule of law, particularly requires certain qualities such as impartiality, transparency,
proportionality, prohibition of discrimination, right to access information, right to be heard, right of defense,
right to a fair trial within reasonable time and justification of decisions. The right to good administration
constitutes the legal assurance of individuals who are relatively weak against the state which is equipped with
the privileges of the public power. These assurances are also applied to tax law practices. The specific principles
and requirements of the right to good administration should also be considered during the tax inspection
process. This study herein assesses "tax inspection”, which is a technical tax law institution, under the light of
requirements of the right to good administration.

This study further includes the normative foundations of the right to good administration under international
and national law and explains the assurance mechanism in the scope of this right along with the functions of
such mechanisms. Subsequently, it discusses the process and institutional structure of the tax inspection which
is one of the audit mechanisms for the taxpayer under Turkish tax law. Then, the legal and administrative
regulations made in the relevant tax legislation with regards to the right to good administration are briefly
examined. In this context, the individual application decision by the Constitutional Court which was published in
March, 2018 (Application No: 2015/6728) was evaluated here as a remarkable example of how the existing
regulations can be applied differently in similar concrete cases and how they can give rise to different results in
terms of obligations during the tax audit processes.

Keywords: Tax inspection, right to good administration, taxpayer rights, rule of law.

JEL Code: H20, K34.

1. Introduction

The purpose of the tax inspection is to investigate, determine, and ensure the accuracy of the
taxes to be paid. Since the Tax Procedure Law is an administrative procedure code in the field
of taxation, it is obligatory for those who are authorized to conduct an inspection to do it
within the framework of these rules (Saban, 2015: 454). The tax administration using the
public power privilege should do the inspection in a way that is lawful and does not eliminate
the rights of the taxpayer. Nowadays, it is accepted that if the principles of the right to good
administration are taken into account, it is another indicator that the tax inspection, whose
technical details are specified in the legislation, is conducted lawfully.

1 Asst. Prof., Kocaeli University, Faculty of Law, nuray.akinci@kocaeli.edu.tr
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During the 2015 Congress of the International Fiscal Association (IFA) on “The Practical
Protection of Taxpayer’s Rights”, rights of taxpayers subject to tax inspections, which is one of
the processes of the tax audit, has been discussed (Baker/Pistone, 2015:43). The fact that the
tax administration, which has the superior public power, obtains ‘legal evidence' on the
taxpayer who is subject to the tax inspection will have a direct effect on the lawfulness of the
process. Especially the member states of the European Union and the governments, which
take into account the requirements of contemporary rule of law, accept that rights and
interests of the taxpayer must be protected by law and should not be overlooked while the
factual and legal basis research on tax is being carried out.

2. Conceptual Determination: Right to Good Administration

Good administration refers to acting in accordance with the rules and procedures provided
for a certain activity. Even though it varies depending on the field of activity, there are good
administration principles such as impartiality, accuracy, and promptness that apply
horizontally to all administrative activities (Karakul, 2015: 62).

The report of the Venice Commission on 9 March 2011on concepts "good governance" and
"good administration" concludes that the concept of good governance is not included in the
constitution of any state in Europe. The inclusion of "good governance" in judicial decisions is
limited to a few exceptional examples whereas the "good administration" concept is more
widely used on a national scale (Karakul, 2015: 82).

3. Normative Foundations

The regulations which embody the normative foundations of the right to good administration
have been examined by a dual distinction. Firstly, the sources of good administration in
international law, and then the regulations in our domestic legal system are discussed.

3.1. International Law

The first time when the right to good administration has been regulated on the international
level is in the Charter of Fundamental Rights of the European Union. In the same vein, the
Council which prepares the Charter has accepted the right to good administration as a general
principle of the law when it is included in the Charter and it is based on the Community case
law (Simsek, 2007: 91). The Code of Good Administrative Behaviour and the Committee of
Ministers of the Council of Europe Recommendation No. CM/Rec (2007/7) to the Member
States contain several provisions on the right to good administration (Statskontoret, 2005/4:
13,14). Although the right to good administration in the European Convention on Human
Rights is not clearly regulated, the rights and freedoms defined in the Convention appear as
assurances of the understanding of the rule of law which is shaped by European legal culture
(Kaboglu, 2018: 289). Resolution (77) 31 on the Protection of the Individual in Relation to Acts
of Administrative Authorities, embodies the need for “assistance and representation” along
with certain requirements for an administrative act such as the right to be heard, access to
information, justification of decisions and right to legal remedies. It has been pointed out the
need to grant the individual, whose rights and freedoms have been affected adversely by an
administrative act, the right to be assisted legally and the right to defend oneself through legal
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representative Moreover, the regulations deemed as consequences of legal culture of the
Council of Europe such as the European Social Charter, Convention for the Protection of
Individuals with regard to Automatic Processing of Personal Data, European Charter of Local
Self-Government and recommendations are among the legal regulations aimed to fulfill the
requirements of the right to good administration.

3.2. National Law

Although there is no legal norm in which the right to good administration is clearly stated in
our national law, there are various provisions of the Constitution, which guarantee the
requirements in respect thereof. The principle of the rule of law in Article 2 of the Constitution,
the principle of equality (art. 10), the nature of fundamental rights (art. 12), the protection of
fundamental rights and freedoms (art. 40), the right of petition, the right to information and
appeal to the Ombudsman (art. 74), judicial review (art. 125) include a couple of basic
regulations concerning the right to good administration.

It must be noted that there is no General Administrative Procedure Act in Turkish law. The
ongoing efforts on this issue since 1998 have not yielded any results. Instead, however,
different laws have been adopted concerning the administrative procedure. For instance, Law
No. 4982 on the Right to Information, which regulates the procedure and the basis of the
exercise of this right in accordance with the principles of equality, impartiality, and openness
which are considered as requirements for a democratic and transparent government. Law
No. 6698 On the Protection of Personal Data and Law No. 6328 on the Ombudsman contains
regulations on this issue in question. Articles 1 and 5 of the Law on the Ombudsman mention
basic principles of good administration. Article 6 of the Regulation on Application of the Law
on the Ombudsman titled “good administration principles” defines clearly the principles of
good administration envisaged as the supervisory criteria of the institution

4. Requirements for the Right to Good Administration

As a reflection of the rule of law principle, right to good administration includes a series of
material and procedural requirements such as impartiality, proportionality, transparency,
non-discrimination, right to be heard, decision making within in a reasonable time and
justification of decisions, and legal remedies (Simsek, 2007: 99). In this study, the
requirements of the right to good administration such as impartiality, proportionality,
transparency, justification of decisions, non-discrimination, right to access to information,
right to be heard, right of defense, which are the most related ones to the taxpayers' rights in
tax inspection processes, were addressed.

Impartiality requires to act in accordance with objective and legal rules, regardless of personal
interest and to avoid arbitrary acts and privileged practices. Proportionality is a principle that
emerged in relation to the protection of the rights of people against public regulations.
Discrimination is the unequal treatment to those who are in a similar or identical situation and
unequal treatment without any justified reasons (Raad, 1986: 11). This principle protects
individuals in similar situations from discrimination (Yalti, 2006: 185).

Transparency requires the administration to be open and transparent in accessing and sharing
information in the process of decision-making and decision-implementing. The right to be
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heard implies an opportunity of self-disclosure to persons on the subject matter of the
administrative act, prior to the administration’s decision limiting persons’ legal status or
affecting their rights. The individual's right of self-defense depends on his/her knowledge on
the subject. It is not possible for the person who does not know that there will be any act
about him/her, the person who is not warned that his/her behavior is wrong, and who does
not have any information about the content of the files and documents kept by the
administration, to participate in the process and explain their opinions (Akilhoglu, 1983: 101).

5. Evaluation of good administration in tax inspection process: theory and
practice

5.1. Tax Inspection in Theoretical Dimension: Concept, Institution, Process

A tax inspection is an in-depth investigation of the taxpayer's book accounts, documents, and
inventory in order to ensure the accuracy of the taxes to be paid (Oncel et al. 2015: 100). Tax
inspection means confirmation of events and facts in terms of both the taxes and tax penalties
by binding them to evidence (Yalti, 2016: 54). All taxpayers are not subject to tax inspection,
as well as the inspection does not cover only taxpayers (Oktar, 2018: 231). One of the
conditions for a sound functioning tax system based on declaration is that tax inspections are
widespread and effective (Karakog, 2014: 322). Since it is not possible for each taxpayer to go
through tax inspection, the system requires the conduct of tax inspections to be on the basis
of efficiency and performance (Soydan, 2015: 452).

During the tax inspection process, some rights of the taxpayer should especially be protected.
This is not only the obligation of the tax administration towards the taxpayer but also a
requirement for the right to good administration. Fundamental amendments with respect to
the tax inspection process were imposed by Law No. 6009. Subsequently, important
innovations protecting the rights of the taxpayer in the audit process were made by
regulations. Article 5 of the Regulation on the Tax Audit Procedure states that the tax
inspectors should act according to principles of impartiality, fairness, transparency, integrity,
and rule of law during a tax audit. It must be noted that tax inspections may still be initiated
even if no risk has been identified with regard to the taxpayer and no one has denounced or
made a complaint against the taxpayer (Arik, 2017: 399). In other words, the inspection
process is not foreseeable, is rather vague. It there is no specific mechanism to control the
impartiality of the administration and the fact that the inspector is granted the authority of
seizure without the decision of the judge in the event that the concerned persons refrain from
signing the minutes, (Uzun Cam, 2017: 198) seriously damages the rights of the taxpayer.

5.2. Judicial Approach: Constitutional Court Decision

In an individual application decision® of the Constitutional Court, the Court shows a concrete
example which proves that the tax legislation and its implementation do not work in parallel.
According to said individual application decision, the tax administration conducts proceedings

! Constitutional Court, Reis Otomotiv Ticaret ve Sanayi A.S., Application No: 2015/6728, T: 01.02.2018, (Official
Gazette: 07.03.2018, 30353).
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that give different tax consequences to taxpayers who are in a similar situation in the tax
inspection process causes discrimination in relation to the right to property.

It is important to underline that the comparability, justification and proportionality tests are
gradually applied to the facts of the case when the Court deliberated whether prohibition of
discrimination is violated. Accordingly, it was concluded that since the consequences of the
discriminatory interference without an objective and reasonable justification with the right to
property were not rectified, the extent of the interference and the severity of the
consequences as well as the administrative acts which led to these consequences caused an
excessive burden on the applicant. Thus, in the above-mentioned case, the Constitutional
Court found a violation of the prohibition of discrimination in the context of the right to
property and emphasized good governance principles.

6. Conclusion

Since 2010, a number of regulations have been made in favor of the taxpayer in our legislation.
When these regulations are examined, it has been seen that the principles and rules that meet
the requirements of the right to good administration are mostly included in the regulations
with respect to tax inspection. By limiting the subject, period and the information and
documents to be requested during the tax inspections, a possible abuse of the power of
discretion of the tax administration is prevented. Moreover, certain important steps have
been taken to ensure that taxpayers' objections and disclosures are recorded in the minutes,
and to protect the right of defense and the right to be heard of the taxpayers.

In the event that individuals subject to tax inspection hesitate to sign the minutes, Article
141/2 of the Tax Procedure Law authorizes the tax inspector to seize their documents and
books, which contains facts and accounts mentioned in the minutes, regardless of their
consent and not to return these documents and books until the taxes and fines incurred as a
result of the inspection are finalized. This provision grants the inspector the authority of
seizure without the decision of the judge. This measure, which is intended to ensure the
signature of the minutes, results in a disproportional interference. In the same vein, the fact
that the tax technique reports, which are the basis of the tax inspection reports, are not given
to the taxpayer due to tax privacy, restricts the right to access to information, the right of
effective defense and hence the right to a fair trial. In order to remove the regulations that
restrict or eliminate the above-stated rights of the taxpayer, legislation and its
implementation should be consistent. In this way, the assurances and the effective protection
of taxpayers' rights in the inspection process can be ensured.
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A SUGGESTION ON COOPERATION BETWEEN TAX REVIEW AND
INDEPENDENT AUDIT: RISK ANALYSIS MODELS

Emre AKIN?

Abstract

The subject of the audit, financial reporting of Turkey Accounting Standards (IAS), according to the audit whether
conforms to the principles of financial statements is directed to the presence of significant inaccuracies risk
(errors, true contradiction reasons such as cheating). And this audit is done based on International Audit
Standards. In this case, the independent auditing of the financial statements, which are evaluated in terms of the
principles taken apart from the tax legislation, is not completely excluded from the taxation and tax reviews.

Structural and control risk, which is defined as the material misstatement risk in the International Audit Standards
(fraud in the financial statements, carrying risk elements, improper transfer of resources to the partners, transfer
pricing, irregular stock count, undocumented or irrelevant expense / cost, real the fact that the assets are in a
position to be reflected, such as the existence of the assets and different from the intended use), will be used as
an instrument to prevent the tax loss and to be used in the tax inspection of the audit and the taxation. Therefore,
the results and process of audits should be used by tax review organizations in risk analyis models.

At the same time, the fact that the taxpayers who are subject to tax reviews is required by the independent
auditors to have access to this information objectively and the transfer of information will contribute to the
coordination between tax reviews and audits. Thus, auditors can widen their plan by benefing from tax reviews.

Keywords: tax review, tax investigations, audit, international audit standards, risk analysis model

JEL Code: H20, H26, H29

1. Introduction

With the Resolution of the Council of Ministers published in the Official Gazette dated 19
March 2016, these criteria were determined as 40 million TL and above, net sales revenue was
over 80 million TL and the number of employees was 200 persons and above. Therefore, in
2016 and 2017, companies which provide either of the three criteria will be subject to
independent audit in 2018.

According to the Procedures and Principles to be followed in the Tax Investigations(Review)
and our other regulations, the arithmetical average of the asset size in the large-scale taxpayer
class with net sales is determined to be over 50 million TL. Therefore, independent audit will
be possible in terms of all groups (large, small and medium scale) and will constitute a high
capacity (in taxation).

! Tax Inspector, The Republic of Turkey, the Ministry of Treasury and Finance, Tax Inspection Board
emreakinv@gmail.com
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Independent Audit, Turkey Auditing Standards (BDS)! is performed according to standards
Public Oversight, Accounting and Auditing Standards Agency (KGK) by formed in accordance
with international standards and has been adopted in the Official Gazette published.

2. Linkage of Independent Audit and Tax Review

2.1. Scope of Independent Audit Report and Audit Opinion

An independent audit, in addition to whether the entity's financial report complies with the
relevant standards; whether it is true, whether it is actually declared (whether the receivables
really exist, if there is any, as much as it is declared, whether the inventory is counted, whether
the sales are the same or not, if the discounts are declared correctly, examines the bank's
reconciliations. Therefore, it is not only the provisions of the TAS / TFRS for valuation
purposes; the nature and reality of the event are also audited. As a result of this audit, certain
opinions arise and are publicly disclosed in the independent audit report.

As a result of the Independent Audit, four types of opinions can be given about the entity's
financial statements: Positive, negative, limited positive opinions and avoidance of providing
opinions.

In our article, it will be examined mainly under two headings and classified as a positive
opinion and a view other than a positive opinion.

Positive Opinion: It is given when sufficient evidence has been gathered and the financial
statements are taken as a result of the collective valuation of these evidence and reflected in
the fact that the financial statements are accurate.

Audit opinions other than positive opinions are specified in the Independent Audit Standard
(BDS-705). These are limited positive opinion (conditional opinion), negative opinion and
avoidance of opinion. It is explained that these opinions are given due to the failure to collect
errors, fraud or sufficient evidence in the financial statements.

2.2. The Relationship of the Independent Audit Report with the Tax Reviews

Giving an opinion other than positive opinion within the scope of auditing standards means
that the financial statements that reflect the results of the operations of the business are
inaccurate and do not reflect the truth. A mistake in the financial statements may be due to
both error and fraud. In both cases, a tax is a risk factor in terms of tax revune of Treasury.

Within the scope of the ir inaccuracy yerinde stated in the Independent Auditing Standards,
independent audit reports, tir there is transfer pricing, the stocks are not counted correctly or
their counts are not reliable, the discounts do not reflect the reality, the bank reconciliations
cannot be made, property rights are not appropriate if such as taxation will affect the process.
In fact, the valuation provisions in terms of some issues overlap with accounting standards
(TMS) and tax legislation.

In this case, it will be understood that there is an important risk factor for the determination
of the direct tax base. Therefore, the content, scope and reason of the opinions, except the

! These standards are translated from IAS and IFRS by international standards.
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positive opinion given in the independent audit report, should be analyzed and analyzed as to
what kind of risk it carries in terms of taxation and it can be determined by examination.

On the other hand, independent audit reports which have positive opinions can be examined
in the examinations. Because, as stated, although the audits are performed in terms of the
valuation and principles in accordance with the provisions of TAS / TFRS, the fact that the
statements in the financial statements are determined in terms of existence, completeness
and classification, can be used as data in the investigations. In the independent audit reports,
reasonable assurance is provided, however, the evidence obtained and the result of the audit
are clearly stated.

In addition, the examination of the subject matter directly in the audit report or the relevant
evidence may be reached. In this case, it will be possible to conduct the examination more
quickly. For example, information on investment bonds or the review of evidence and
research collected in the audit report on the ownership of depreciable economic assets and
use by tax authorities for reviewing the tax shall provide speed in terms of shaping or
comparing the data to be collected in the review.

2.3. Statistics on Independent Audit Reports

In the study conducted on KAP (Public Disclosure Platform) website, it has been determined
that the opinions given about the independent audit reports submitted to the Public
Disclosure Platform in the last years are as follows.

Opinions in Independent Audit Reports
Type of opinion 2016 2017 2018
Positive 2.000 992 1.044
Limited Positive 468 148 190*
Avoidance Of Providing Opinions 27 12 14
Negative 3 0 0
Toplam 2.498 1.152 1.248

Therefore, by analyzing the risk of taxation by examining the companies that do not have a
positive opinion, the risk of tax loss is high and whether the examination will be effective and
whether the taxpayers can take the opinion of the taxpayers in favor of an opinion other than
the positive opinion. The decision to discontinue is required. Because this error in the financial
statement may also have caused a tax loss.

! For example, one of them is owned by A Bank and it is stated that there is not sufficient evidence that TL
1,475,000.00 of expenditure is fair.
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3. Benefiting from Independent Audit Reports in Tax Review

3.1. Knowledge and Contribution to Tax Analysis

For the reasons explained above, it is possible and necessary to benefit and use the
independent audit activities in tax reviews.

For example, in an audit report with conditional opinion, "there is not enough evidence about
the existence and existence of companies related to the tangible fixed asset balances included
in the financial statements of sahip a subsidiary of the Group mevcudiyet A.S. dated
31.12.2015.” This statement indicates that there is no evidence that the fixed assets are the
property of the entity and that the amount stated is fixed; that is, there is no proof that the
entity is not a property owner; if this situation is evaluated in terms of ownership in terms of
taxation, it can be deduced that depreciation allocation is not possible if it is determined that
the entity does not have ownership. It will therefore need to be analyzed as a risk factor and
referred to this aspect of the review.

In another audit opinion, "in Holding's financial statements dated 31.12.2014, the Holding has
a total receivable of TL 11.727.794.00 from the group companies, affiliates and related
companies, and accrues any interest at the end of the year by the Holding regarding these
receivables. It was avoided. No payment plan has been provided from the Holding regarding
the collection of these receivables.”" This situation constitutes the risk of tax loss through
transfer pricing as a whole.

3.2. The Decision on Dispatching to Tax Review by Audtt Reports

In accordance with the aforementioned findings, it can be decided by the Tax Inspection Board
(related unit) whether the tax evasion stated in the report as a result of the fact that the
deficiencies mentioned in the report contain irregularities in terms of tax legislation.

As a result of the independent audit reports of the companies which are subject to
independent audit by the Tax Inspection Board (VDK) by the Public Oversight, Accounting and
Auditing Standards Authority (KGK) and Public Disclosure Platform (KAP), data should be
provided within the scope of continuous information in the form of classification of opinions
given out of positive opinion and positive opinion. In this context, it is possible to collect the
data to be requested in the form of baslik positive opinion and opinions other than positive
opinion under two headings.

1- Positive Opinions: In the Tax Inspection Board (VDK) Information System, in the Tax
Inspection Board Analysis (Risk Analysis), which is a taxpayer basis, there is an independent
audit report and the website (which will publish on the website of each company) a sample of
the report should be given. Thus, the inspection staff will be able to see which tax payer is an
independent audit report, and will be able to obtain the available data in its own review by
examining the relevant report.

2- Opinions Other Than Positive Opinion: Independent audit reports (conditional, negative and
avoidance of opinion) should be directly classified and classified by the PDP and the POA.

Within the VDK, it should be determined that a unit to be formed within the risk analysis unit
or as a separate unit and the independent audit reports to be analyzed should be analyzed
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(those considered to be disruptive in terms of tax legislation). In this way, the issues identified
and which constitute a risk in terms of tax legislation should be referred for examination in
terms of issues that lead to opinion other than positive opinion. Here, it is natural to consider
the effectiveness of the assessment as the amount. Thus, with the assignments to be
established, the matter which is directly seen as a risk factor is determined and the
investigator will be concentrated on this point and an efficient tax examination will be carried
out.

Thanks to this method, independent audit reports will be utilized and a new criterion will be
introduced to the risk analysis system and the scope of high-risk tax loss, as in the above
example, will be quickly, effectively and efficiently replaced by tax inspection.

3.3. Particular Situation Disclosures

Companies that are obliged to notify the Public Disclosure Platform have obligations to make
material event disclosures when they encounter certain situations, other than independent
audit reports.

Material Disclosures: All information required to be disclosed in accordance with the In
Communiqué on the Principles Regarding Public Disclosure of Special Cases lar which may
affect the value of the capital market instrument and investment decisions of investors.

These special circumstance announcements should be continuously monitored by the
relevant department of the SCM and used in the risk analysis model and the determination of
possible tax risks should be ensured. Thus, it will be ensured to detect important tax losses
such as a media tracking system or notice.

4. Benefiting from Tax Reviews in Independent Audit Reports

Comprehensive and supportive of the independent audit in transparent and investable
markets will increase the quality and confidence of the audit.

4.1. Notification of Tax Reviews/Investigations to the Public Oversight Authority(KGK)

In the case of the protocol, as mentioned in Chapter 3, transfer of information from KGK and
KAP to VDK should be accompanied by transfer of information from VDK to KGK. The subject
of this information is that the companies subject to independent audit are subject to tax
inspection at the moment. In this way, independent auditors will be provided with sufficient
information to ensure they have detailed information about the tax review and the scope of
tax review.

In the protocol between the KGK and the VDK, if this point is addressed and requested by the
KGK, the scope of this information should be given by the VDK to the KGK. This will be possible
by informing the KGK of the tracking number given in the minutes of review for companies
subject to independent audit.

This issue does not constitute a drawback in terms of the tax privacy stipulated in Article 5 of
the Tax Procedure Law. Because it is necessary for the statutory auditors to reach this
information within the scope of the Turkish Commercial Code and it will be considered as
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internal information and not the disclosure of the secret. Also, Tax Procdure Law in Turkey,
Article 5 It is stated that with the new provision set forth in 5, the information requested by
public institutions will not be covered by tax privacy.

4.2. Disclosure to Possible Risks in Tax Review Reports

In the reviews/investigations, even if there is no tax loss or risk for the period examined, the
risk factors will be included in the tax review report even though it is not subject to review in
the following periods. Because, independent auditors should take this into account in the
independent audits and prevent the risk of material misstatement. In this respect, the issues
identified by the investigator will be taken into consideration by the independent auditors.

For example, in the case of an exemplary Tax Technique Report, "If the expenses for the new
product obtained as a result of R & D expenses are in accordance with the tax legislation, it is
possible to take into account the tables classified in the annex to the 12th Report in the
evaluation stage according to the accounting standards." It will be efficient to use the tables
which are already ready in the auditing of the audits by the independent auditors according
to the standards.

Although it is not an obligation in terms of the tax review purpose, it will be beneficial to show
the necessary sensitivity by the inspectors.

5. Conclusion

Contributing to the Tax Reviews and Independent Auditing processes by making use of each
other; In particular, the negativities identified in the independent audit reports should be
subject to a tax assessment in order to assess whether tax loss is caused or not.

For this purpose, with the protocol to be made between the Tax Inspection Board (VDK) and
Public Oversight, Accounting and Auditing Standards Authority (KGK) and the Public Disclosure
Platform (KAP), the companies subject to independent audit from these institutions and the
following independent audit report information will be provided:

A sample of the report should be provided on the website (on every website of the company)
where the independent auditor report is an independent audit report and the independent
audit report can be accessed. Independent audit reports containing opinions other than
positive opinion, within the risk analysis unit within the VDK, or a unit to be formed as a
separate unit, the analysis of the said independent audit reports is required to undergo a tax
investigation (the opinion is considered to be a defect in terms of tax legislation) should be
determined and sent to the tax inspection.

It is useful to inform the Public Oversight Authority of the companies subject to independent
auditing in case they are shared with the public institutions in order to be able to benefit from
the tax inspection process by the independent audit parties in order to be able to benefit from
independent audit parties and to ensure that they have access to transparent information
about the scope of the review. On the other hand, in cases where it is deemed necessary by
the inspection staff in the Tax Inspection Reports, a separate chapter should indicate the
situations that may cause events that would not reflect the reality in the future or that would
constitute compliance risk.
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FINAL ACCOUNT BUDGET IN ESTABLISHING BUDGET RIGHT,
ASSESSMENT AND RECOMMENDATIONS: THE CASE OF TURKEY

Serdar DUMLUPINAR!

Abstract

States need income to provide for some of their needs and, based on sovereignty, direct their economic decisions
on the individuals who make up the society. The budget right has developed as measures to prevent the
inflexibility of these economic decisions. From this point, the right to budget implies limiting the incomes and
expenditures of the states by members of the society and the approval and control of these limitations every
year. There are many tools to implement the budget right. The final account budget is one of these tools. The
final account budget aims to determine whether the competence given in the previous year budget is used within
the limits set by the legislative body. The aim of this study is to determine the location and impoprtance of the
final account budget in establishing the budget right and in particular Turkey's application is to identify aspects
that hinder the right budget and to propose solutions to these difficulties. In the study, the final account budget;
aspects that hinder budget right, have been detected in particular Turkey and have been mentioned in solutions
for them. The aspects created the fault, mainly; commission structure, meeting schedule, creating awareness
process and political applications. The solutions of these problems, which create problems, were examined and
expressed in the study. ccordingly, for the solution; the establishment of a new final account commission,
changing the timetable for the final account budget, the development of information tools for raising public
awareness, and the suggestions for change in the electoral system and amendments to the control at a
constitutional level were discussed in the study.

Keywords: Budget Right, Final Account Budget, Democracy
JEL Code: H60, H61, H83

1. Introduction

The budget right can be used through many tools. Control of the final account budget is one
of these tools. The final account budget refers to the legislative control of governments over
the past year's budgets. The final account budget, how the competence of the legislature to
authorize to exucutive body, helps to examine the data obtained through realizations.The fact
that the final account budget contains final results regarding the realization of the applications
is of great importance in the use of the budget right, as well as the right to approve the
budgets, as well as the control of how this authority is used.The purpose of this study is to
express the role of the final account budget in establishing the budget right and to examine
the current structure in our country and to identify the aspects that disrupt the budget right
and to offer solution suggestions for this.

The limitation of the study is to limit the establishment of the budget right with the final
account budget.Apart from the problems and solutions mentioned in this study, there are

1 Res. Asst., Siirt University Public Finance Department, serdardumlupinar@hotmail.com
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many problems and solutions to improve the budget right.However, they are outside the
subject. The study also was limited to our country due to contains in special fields application
of Turkey.

The study consists of 2 sections except the introduction and conclusion sections. In the first
chapter, the concept of budget right will be examined by explaining the relation between
budget right and democracy. In the second part, the final account budget and budget right
relationship will be expressed and the final account budget implementation in our country will
be examined.In addition, the aspects of the application which disrupt the budget right and
suggestions for solutions will be discussed in this section.

2. The Concept of Budget Right and Content

2.1. The Relationship Between Budget Right and Democracy

Historically, policy and economy studies have been very closely related. Economy influenced
to policy decisions at the same time policy decisions influenced to economy decisions
(Holcombe, 1996: 18). Accordingly, it should be stated that financial institutions and systems
are born and developed in parallel with political organizations and systems. Historical
experience means that the centralization of the entire financial system in its country, in order
for a state to have full sovereignty and authority, The fact that all of his incomes were to enter
his own treasury and all his expenses were to be paid by him again (Feyzioglu, 1984: 14). The
budget right has political characteristics because of the fact that the budgets to be
implemented include characteristics that affect the social life and force the society on some
issues. Therefore, the use of the budget right has become an unseperable part of the
sovereignty right in every period of history (Ozbilen, 2013: 16).

2.2. The Concept of Budget Right

The society that accommodates many different individual requests reaches a consensus on
the public space to be governed by elections (Hirsch, 1970: 18). The budgets brought by the
consensus resulting from the elections have a quality that reflects the needs of the society in
this respect (Lynch, 1985: 6).

Sayar (1964), has defined the budget right as budget, the amount of the expenses to be made
with the revenues obtained from tax and other sources as the right of determination and
approval.According to Batirel (1990: 5) budget right is the right to determine the amount and
composition of public expenditure and revenues.Girsoy (1980: 56) expressed the budget
right, where and to what extent the state should spend money, and what kind of obligations
will be put as a result of these expenditures, to decide on behalf of the nation or the nation,
and the status of authorized representative assemblies.

The budget right consists of 3 elements in the light of these definitions. These are the problem
of determining the general needs in the society and making them subject to public services,
the kind of income to be used in making social expenditures and their collection and decision
power, how and how to use them (Ozbilen, 2013: 16).
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3. Final Account Budget

3.1. Final Account Budget as a Function of Budget Right

In terms of the exercise of the right to budget, legisture authorizes to executive body to obtain
public revenues and make public expenditures, naturally requires the auditingof the exercise
of these powers (Bagli, 2014: 51). In terms of the use of the right to budget, not examining
how the authority given by the budget law is used by the legislative body will cause a
contradiction with the logic of law.For this reason, the legislature, which approves the budget,
also makes use of the budget right by checking the results. (Ayanoglu, 2016: 146). A right only
carry value when it used. The final account budget also represents the use of budget right
through the control of the authority granted to the executive body by the legislature (Girsoy,
1980: 444).

3.2. Structure and Functioning of the Final Account Budget in Turkey

3.2.1. Sides to Final Account Budget

The structures that are effective in the process of preparing and enacting the final account
budget are the President, the Ministry of Treasury and Finance, the Court of Accounts, the
Planning and Budget Commission and the Assembly General Assembly.

3.2.2. Legal Basis of Final Account Budget, Preparation and Discussion

The final account budget is applied together with mainly Constitution and the Law No.
5018.Arrangements, tables specified in Law No. 5018 and regulations about other tables
prepared by Ministry of Finance, has been determined with ‘““Regulation on Principles and
Procedures Regarding the Regulation of Final Accounts of Public Administrations”, published
in the Official Gazette dated 26.04.2006 and numbered 26150 published by the Ministry of
Finance.

3.2.3. Acceptance and Denial of Final Account Budget

The budget process includes a two-way legislative activity. The next year's budget is discussed
and approved, and the final account budget is discussed and resolved.It is known that both
budgets are limited by the same date range in terms of the length of consultation and approval
in the parliament.Each legislative process includes the option of rejection as well as approval.

3.3. Major Aspects and Solution Suggestions Hindering Budget Right Sources From Final
Account Budget in Turkey

In the light of the information related to the application, if the issue is needed, the weakening
of the legislative control over the final account budget within the existing system;

e Inadequacy of the existing commission structure,
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e Interview schedule is inappropriate for auditing

e Inability to obtain information channels,

* Challenges brought by the electoral systemcan be expressed as.
On the other hand, if needs recommendations gathered;

e A new final account commission should be established. A commission structure in
which the chairman is elected from the opposition and the interviews open to the
media is important in terms of final auditing.

e The meeting schedule is very important for the subject. A more appropriate timetable
should be determined and final account budget negotiations should be separated from
next year's budget negotiations and should be taken forward.Thus, in the next year's
budget negotiations, it will be possible for legislative members to benefit from past
year practices.Also the tight schedule, therefore, remains in the background of the
final account will be eliminated and also will increase awareness of the members of
the legisture, the government and the society. Thus, the issue of accountability will be
ensured by controlling the final account budget.

e Awareness should be increased in the context of the right to budget by operating
information retrieval channels. In order to ensure that the commission meetings on
this subject reach the public; open meetings, the existence of a report containing the
problems identified in the final audits, and the traceability of such reports, where the
commission deems necessary, it should be ensured that the top executives of the
expenses can be called to the meetings.The implementation of the follow-up reports
and the practices of the executive branch on the results contained in these reports,
before the new year budget process, and to the public through the media, will make a
significant contribution to the functioning of the budget right.

e Narrowed selection system method; will lead to the elimination of the
parlieamentarians from the party pressures, the legitimacy of the policies they
implement, and the freedom of movement. In addition, the method of interpillation
andsubjecting the appointment of ministers to the parliamentary approval will also
serve as an important auditing function.

4, Conclusion

The final account budget is a structure that expresses the implementation of the governments'
past year budgets. While the next year's budget expresses forecasts, the final account budget
represents the realizations. For this reason, the legislature's control of the executive body
through the final account budget and the approval of the final account budget as a result of
these audits means that in a sense the government approved its past practices.In this respect,
audits on the final account budget are an important tool for auditing the implemented
applications.

Final accounts are submitted to the General Assembly after being discussed together with the
next year's budget in the plan and budget committee and are approved and discussed
together in the General Assembly.The problems we face here are that the final accounts do
not have a separate final account commission to allow for an adequate review, and they are
less important than the next year's budgets in terms of the negotiating schedule.In this
respect, a discussion schedule should be organized and a separate final commission
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commission should be established. Together with the legislative and executive members, it is
seen that the people lack the necessary sources of information on the final account.Interviews
should be provided to the public through open meetings through media, and the follow-up of
the applications in the following years should be ensured on the problems mentioned in the
reports created as a result of the final audits.Thus, awareness of all stakeholders will be
increased. Party pressure and the dominance of party policies on legislators are an obstacle
to their ease of movement. This situation in the process of final auditing, causes the legislators
who are restricted to freedom of movement to remain inadequate in defending the budget
right.The narrowed zone selection system for this case would be a good practice. Thus, the
pressure on the legislators will be alleviated, and the real owner of the budget right will not
feel responsible for the people, not the party administration.Finally, the interpillation method
and the approval of the appointments of ministers by the parliament will also increase the
operability of the audit and, hence, the budget right.
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THE AUDITION OF FINAL ACCOUNTS LAW:
A CRITICAL APPROACH ON THE INEFFICIENCY OF EXISTING
AUDITION AND SOLUTION OFFERS IN ORDER TO PROMOTE
EFFICIENCY

Zeynep MUFTUOGLU?

Abstract

The detection of flaws in the audit of the final accounts law, which is an indicator of the compatibility of the
revenues collected and spending in a given financial year made by the executive body to the budget law, and
efforts to address these flaws is a major requirement for fulfilling the principle of the rule of law and ensuring
the budget right. In the study, regarding the importance of final accounts law in the realization of rule of law
principle and budget right, the characteristics of the final accounts law and the auditing mechanisms on it are
being examined. Such examination is held through a critical approach and ineffective and problematic sides of
the auditing are tried to be sorted out. In the light of that research, solutions are tried to be developed. Regarding
that aim, in the conclusion section, the mechanisms required to address the flaws caused by the shortcomings
of the conducted audits will be discussed and suggestions that would remove these shortcomings will tired to be
suggested. As it can be seen in the discussions, the most possible and effective way to remove the flaws in the
auditing of the final accounts law can be appointed and zoomed on the legislative branch. On the basis of the
characteristics of the auditions, solutions will be more focused on legislative level as well.

Keywords: Fiscal accounts law, legislative audition, court of accounts, constitutional court, public budget

JEL Code: HOO, H61, H83

1. Introduction

The legislative body authorizes the executive body to collect revenues listed in the budget estimates
and make spending by approving the budget law. The executive body is expected to use this permission
and approval in the same budget year in accordance with the constitution, budget law and other
existing regulations and it use must be reviewable (Erginay, 2010: 206). The budget control can be
conducted in two main stages; during and after the execution. And the clearest indications concerning
the corruption and irregularities can be detected in budget controls conducted after the
implementation (Uluatam, 1978: 84). Therefore final accounts law serves as the main audit tool in
determining whether the executive body exercised the authority granted to collect revenues and make
spending in accordance with the law. Regarding the mentioned importance of the final accounts law,
fixing the flaws within the audition of such law is a major necessity. Therefore, this study will examine
the existing auditing methods on the final accounts law in our country from a critical point of view.
Afterwards attention will tried to be dawn on the aspects that are not covered by these auditing
methods. The study will examine the audits conducted on the proposal by the court of accounts and
later by the Turkish Grand National Assembly (TGNA) and finally will deal with the nature and the scope
of the examination of compatibility to the constitution which might emerge after the proposed law
had been legislated.

1 Dr. Res. Asst., Atilim University Faculty of Law, zeynep.muftuoglu@atilim..edu.tr
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2. Final Accounts Law

The final accounts law serves as an instrument to demonstrate whether or not the revenues collected
and spending made in a given financial year by the executive body are undertaken in accordance with
the budget estimates and existing regulations (Mutluer, 2006: 315, 316). Thus, in a sense, the
mentioned law would mean the discharge of the budget execution and is an indication and result of
the fact that the sovereignty remain at the hands of the nation (Bulutoglu, 2004: 167). Due to this
function and its importance, the law has been safeguarded at the constitutional level as well. Article
161 of the constitution states “Central government final accounts bills shall be submitted to the TGNA
by the President of the Republic within six months of the end of the relevant fiscal year... The final
accounts bill shall be debated and adopted together with the budget bill of the new fiscal year.” While
the constitution designates the status of the final accounts law as mentioned above, article 42 of Public
Financial Management and Control Law No: 5018 (Law No 5018) notes that TGNA “exercises its power
of approving the implementation results of the budget law through the final accounts law”.

3. The Auditing of Final Accounts Law

On the basis of the article 161 of the constitution and article 42 of Law No: 5018, the audit on the final
accounts law can be classified as Audit by Court of Accounts and Audit by TGNA. As in all other laws,
the final audit that would be carried out on the law in question is the compatibility by the
Constitutional Court.

3.1. Court of Accounts

Court of Accounts is designated in the article 160 of the constitution and on the basis of this
designation the court describes its duties as “auditing, trial, and reporting®.” The Court of Accounts
carries out an auditing and reporting on the proposal of the Final Accounts Law and its operations in
this process bears the character of an advice for the TGNA. Article 161 of the Constitution obliges the
Court of Accounts to submit its statement of general conformity to the Grand National Assembly of
Turkey within seventy-five days of the submission of the final accounts bill. Even though, it is stated in
the Constitution that submission of the reports from the court of Accounts to the TGNA does not end
the unfinished audition of the court on accounts, such audition does not give rise to any political
consequences on the politically liable ones. The Court of Accounts can only opt for not including the
data that it does not have in the statement of general conformity, and not issuing a statement of
general conformity if it does not view the Final Accounts Bill as appropriate or listing the unlawful
deeds in the statement of general conformity report. Even in such a case, there are no designated
enforcements regarding the contradictions of the Final Accounts Bill.

3.2. Turkish Great National Assembly

As designated in article 161 of the constitution, the Final Accounts Bill has to be submitted to
the parliament within six months from the end of the relevant financial year. The Final
Accounts Bill is initially submitted to the Planning and Budget Commission of the parliament.
Prior to the constitutional changes of 20173, the composition of the Planning and Budget
Commission was specifically designed in the constitution, in the new situation there is no

15018 sayil Kamu Mali Yénetimi ve Kontrol Kanunu, R.G. 24. 12. 2003, S. 25326.

2 7.C. Sayistay Baskanhgi. (2018). Sayistay’in Gérevleri, https://www.sayistay.gov.tr/tr/?p=2& Categoryld=73,
(28.12.2018).

3 6771 sayil Tirkiye Cumhuriyeti Anayasasinda Degisiklik Yapilmasina Dair Kanun, R. G. 11.02.2017, S. 29976.

April 24-27, 2019, Antalya - TURKEY



34.International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 653

mention of the commission in the constitution. The commission serves as the only platform
where the opposition can discuss in detail the revenues collected by the executive body, and
detect and discuss in real sense the unlawful deeds such as overspending the unlawful use or
transfer of funds or acquiring insufficient or excessive public revenues. This is because after
the bill has been sent by the commission to the parliament, it will no longer be possible to
examine, detect and discuss its entries one by one due to the busy schedule of the parliament
and lack of technical expertise among the members of the parliament. As regulated in the last
entry of the article 161 of the constitution, the Final Accounts Bill will be discussed and
legislated along with budget proposal for the new year. As a negative result of the political
mechanism’s nature to focus on the future rather than the past, in practice the Final Accounts
Bill almost automatically is approved in the parliamentary counsel. Moreover, no special
enforcements are stipulated either in the constitution or the relevant regulations concerning
the contradictions in the Final Accounts Bill, even in case such contradictions are detected at
the Commission or parliamentary counsel stages.

3.3. The Constitutional Court

The power and the duties of the constitutional court are regulated in article 148 of the Constitution.
Even though it has characteristics peculiar to itself, the Final Accounts Law is still a law and since in the
constitution it is not left outside the scope of the constructional court, it is subject to the audition of
the court. The constitutional court’s examination of the laws’ compatibility with the constitution takes
place in two different types, namely annulment or plea. The only form of auditing for the constitutional
court on the compatibility of the final accounts law is procedural auditing. As regulated in article 148
of the constitution, this control is limited with verifying whether or not the latest vote has been
conducted with the required majority. On the basis of these discussions, it is possible to argue that an
effective auditing could not be implemented on the final accounts law concerning its compatibility with
the constitution.

4. Solution Offers in Order to Promote the Efficiency in Auditing System

In order to realize the requirements of the rule of law principle and the budget right, it is necessary to
establishment enforcement mechanisms within the chain of authority-responsibility in case the Final
Accounts Law includes unlawful elements. Taking into consideration the advisory nature of the
auditing by the Court of Accounts and the inefficiency of the Constitutional Court due to the contents
and nature of the Final Accounts Law, it seems appropriate to suggest that the enforcement
mechanisms should be strengthened by the legislative auditing.

In order to render the legislative auditing more effective and up to the task, it is necessary to focus on
the commission auditing. In order to achieve that it is possible to consider examining the bill in a
separate and specialized commission prior to its submission to the Planning and Budget Commission
and submitting it to the Planning and Budget Commission to be discussed together with the budget
proposal only after it had been examined by this specialized commission. After these, it is necessary to
take the required steps to ensure that the Commission’s and the Court of Accounts’ reports would
reach the parliamentary counsel on time and in full. Finally it is urgently necessary to abandon the
habit of automatically approving the Financial Accounts Bill in the parliamentary counsel and to discuss
the bill in greater detail at the parliamentary counsel. In the present system, in case the bill is rejected
in the parliamentary counsel, the only auditing mechanisms available are those traditional auditing
methods, designated in article 98 of the Constitution. Yet to the date, these were never implemented
against the Final Accounts Law. Under these circumstances, it is not possible to argue that an effective
TGNA auditing over the Final Accounts Law is being implemented. Moreover, even if such an auditing
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is to be implemented, there are no effective enforcements to follow up. Thus, in case an unlawful
revenue or expense is detected in the final accounts law, mechanisms to be implemented on the
politically liable persons are needed. The improvements in question can placed under constitutional
guarantee by including additional entries to the article 161 of the constitution, which regulates the
budget law and the final accounts law and this would proportional to the importance the Final
Accounts Law carries.

5. Conclusion

The Final Accounts Law is an indispensable condition in order for a country to talk of budget
right. The failure to conduct an effective auditing over this law can lead to very damaging
results in terms of democracy, the rule of law principle, legal certainty and security and budget
right.

As discussed in the second part of this study, although there are three types of auditing on the
Final Accounts Law are implemented by the Court of Accounts, TGNA, and the Constitutional
Court, in reality none of these amount to a real auditing and the auditing’s findings lack any
enforcement ensuring that the unlawful acts in the budget execution are prevented and that
those responsible for these unlawful acts are punished. As discussed in the last section of this
study, in order to eliminate these shortcomings, the most appropriate auditing would be the
auditing carried out by the legislative body.
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THE ANALYSIS OF THE FINDINGS REPORTED IN THE PERFORMANCE
AUDIT OF STATE UNIVERSITIES

Durdane KUCUKAYCAN? Safak AGDENiz2

Abstract

With the Public Financial Management and Control Law, the public financial management and control system
has been changed within the framework of a new understanding. This new systemis built on the concepts of
efficiency, effectiveness, economy, transparency and accountability. One of the innovation that this new public
financial management systems is the Performance Based Budgeting system. The basic tools of this system are
the annual report, strategic plan and performance report. Performance audit is both an integral part of the
performance-based budgeting system and an important tool to guide this system.

Performance audits of state agencies under the general management in Turkey is carried out by the Turkish Court
of Accounts(TCA). The TCA fulfills the performance audit task by evaluating the quality of performance
information in the basic tools of the performance-based monitoring process of public administrations. Public
universities with special budgets, which are one of the public administrations within the scope of general
government, are also subject to the performance audit of the TCA. The public is assured about the accuracy and
reliability of non-financial performance information, which is based on the service delivery of the universities by
the performance audit conducted by the TCA. The performance audit of the TCA is an integral part of both the
guiding and budgeting process in terms of showing the improper practices of universities in the performance-
based budgeting process and providing suggestions for correcting them.

This study aims to research the results of a performance audit of the state universities conducted by TCA For this
purpose, the results of the performance audits of 38 universities, which were conducted in 2017, were examined
using content analysis. As a result of the analysis, it has been determined that there are universities that do not
meet both the reporting requirements and the criteria for the content of performance information.

Keywords:.Audit, Performance Audit, Court of Accounts, Universities.

JEL Code: H83, H89.

1. Introduction

Performance audit is an effective tool for controlling the effective, efficient and economical
availability of public resources. Published performance audit reports play an important role in
recognizing the existing shortcomings, making decisions for the future and informing the
taxpayers. Therefore, analyzing the findings in the performance audit reports is an important
issue in terms of public financial management.

Performance audits of public institutions in Turkey are carried out by the TCA and internal
audit units. In this study, the performance audit results performed by the TCA were analyzed.

1 Dr., Eskisehir Osmangazi University, Faculty of Economics and Administrative Sciences, Department of Public
Finance, Budget and Fiscal Planning, durdane@ogu.edu.tr

2 Dr., Eskisehir Osmangazi University, Faculty of Economics and Administrative Sciences,Department of
Management, Accounting and Finance, agdenizsafak@gmail.com
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A reason for analyzing the TCA audit reports is that these reports are open to the public and
another reason is that, as stated by Akyel (2016: 120), the findings and determinations,
evaluations and suggestions included in these reports are closely monitored by related
institutions and stakeholders, as well as by the community regarding the academic and
auditing profession.

In the light of this information, the scope of the study was determined as an analysis of the
findings reported in the performance audits conducted by TCA of 102 universities in the
ranking of URAP (University Ranking by Academic Performance) in 2018. The main purpose of
the study is to examine the performance audit reports of the universities which have
performance audits in terms of performance audit criteria. In this study, performance audit
reports will be analyzed by using content analysis and the findings of the audit reports will be
discussed.

2. Audit and Audit Types

The concept of audit is based on the verb “audire” which means is hearing or listening” in Latin
(Bozkurt, 2015:23). The audit phenomenon, which is an indispensable element of
management, is also an important tool for the modern organization understanding (Cevik,
2002:105).0ne of the definition in the literature related to the audit is given below:

The audit is an activity carried out in order to ensure compliance with the standards, pre-
determined objectives and aims, rules and regulations related to the subject, to determine
the contradictions and to make suggestions regarding the necessary actions(Candan, 2007:7).

Ensuring efficiency in resource allocation and improving the performance of management are
two main functions of the audit. Several types of audits are used to achieve these two
objectives. There are various types of audits classified in various aspects.

2.1. Performance Audit

Over time the growth and complexity of the state activities caused the control of the public to
change and develop,thus the area of audit evolved from financial audit or conformity audit,
also known as traditional auditing that was reigned for many years to performance audit
(Demirbas & Engin, 2016: 29). Performance audit emerged in the 1940s with the importance
of process control to measure the productivity of firms according to industry standards
(Kubali, 1998: 12).

The most accepted definition in the literature on performance audit was made by the
International Organization of Supreme Audit Institutions (INTOSAI). INTOSAI defines the
performance audit as follows (INTOSAI, 2016: 7):

“It relates to the audit of economy, efficiency and effectiveness and includes the
following:

e Auditing of the economy of administrative activities according to the principles and
practices and management policies,

e Auditing of efficiency in the use of human, financial and other resources, including
information systems, performance measures and surveillance regulations, and review
of methods to address deficiencies identified by the audited bodies;

April 24-27, 2019, Antalya - TURKEY



34.International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 657

e Auditing the effectiveness of the performance of the audited organizations in
achieving their objectives and comparing the actual impact created by the corporate
activities with the intended effect.

In the definition of performance audit given above, efficiency, effectiveness and economy are
defined as performance evaluation components. These performance evaluationcomponents
are shown in Figure 1.

€ Achieving the most output with minimum

Efficiency input.
A y,
(o Degree of achievement to determined )
Effectiveness objectives.
A J
V- — ~
¢ Not spend more than achievinh the
Economy determined objectives.

)\ /

Figure 1. Components of Performance Audit

These three criteria given in Figure 1 are internationally accepted and most widely used
performance audit components.

r/

PERFORMANCE AUDIT
/ A
Audit Principles Audit Scope
Independence Operation
Objectivity Process
Continuous Improvement Programme/project

—

Audit Components
Efficiency
Effectiveness

Economy

Figure 2. Performance Audit

The general features of the performance audit schematized in Figure 2 can be listed as follows
(Demirbas, 2001: 64-66):

e An organization, program, activity or service can be audited partially or fully through
performance audit.
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e Performance audits do not result in a judicial decision.

e Performance audit using financial and non-financial data requires interdisciplinary
work.

e The scope of the performance audit is wide.

e Performance audit is a type of audit that is complex, time-consuming, requires
intensive operations and beneficial compared to cost.

The main function of performance audit is to lead and guide the institutions and managers
for the future (Akyel & Kdse, 2010: 20).

2.2. Perfomance Audit Practices in Turkey

The introduction of performance audit to Turkish Public Administration literature was in 1996
with international initiatives. However, the performance audit was put into legal
infrastructure and the resulting gaps were filled with Law No. 6085 prepared in line with Law
No. 5018 (Onder & Tiirkoglu, 2012: 201).

According to Edizdogan and Cetinkaya (2016: 361) 5018 numbered Public Finace Management
and Control Law (PFMC) and 6085 numbered Law on the Court of Accounts, the financial
control and supervision in our country is given below.

Financial
Control and

Audit
|

1 |

Internal Control External Audit
System
| |
| ) | ) | ) |
Turkish Grand
Pre Financial e A National Court of
Control Assembly Accounts Audit
Audit

Figure 3. Financial Control and Audit in Turkey

These two Laws, where the foundations of performance audit were laid, were assigned with
two bodies to carry out the audit. These:

e Internal audit units in the context of the internal control system of public institutions,
e The Court of Auditors for the external audit of public institutions.

As performance audit reports were analyzed in the study, the performance audit performed
by TCA was discussed in the following section.
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2.3. The Court of Accounts and Performance Audit

TCA, which has institutional and functional independence, plays an important role in the
development of public administration in accordance with the principles of accountability and
transparency and in the use of public resources in accordance with the law, objectives and
principles of good governance(Akyel, 2016: 120). Article 36 of the Law on the Court of
Accounts No. 6085 entered into force in 2010 and the task of evaluating the plans and
programs prepared by the administrations (in the context of objectives and objectives,
activities and performance targets) was given to TCA with the power of performance auditing.
The audit tasks to be carried out by TCA pursuant to the Law article shall include:

e Regularity audit,

e Financial audit

e Compliance audit
e Performance audit.

In the “Performance Audit Guide” published by TCA in order to guide the practitioners, the
Court of Accounts has three main objectives in performing the performance audit (Sayistay,
2014: 6):

e In order to ensure accountability and transparency in public financial management,
public administrations should provide performance information in accordance with
Law No. 5018,

e Contribute to the usefulness and quality of the reported information,

e To inform the Turkish Grand National Assembly and the public about the accuracy of
the information contained in the activity reports prepared by the public
administrations to monitor and report the progress they have made in terms of
performance targets and indicators.

Again, in this guidance, the criteria to be used to perform the performance audit of TCA and
the definitions of these criteria (what they mean) are given in Table 1.

Table 1. Performance Audit Criterias

Performance Audit Criterias

Audit Criteria Definition

Existence The supervised administration shall prepare relevant documents according to
the legal regulations.

Timeliness Reporting of performance information within the legal period

Presentation Reporting performance information in accordance with the regulatory
principles

Relevance Logical link between goal, objective, indicator and activities

Measurability Measurable targets or indicators

Well defined Have a clear definition of targets and indicators
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Consistency Consistent use of targets (including indicators) in the planning and reporting
documents of the supervised administration

Verifiability Repored performance information can be traced to the source

Validity Any deviation between planned and reported performance is addressed by
the audited entity and the reasons for the deviation are convincing and
convincing.

Reliability To be able to provide reliable data in the annual report by accurately and

accurately measuring the realizations of data recording systems.

Source: Sayistay Baskanhgi, 2014: 7

The performance reports discussed in this study were evaluated according to the criteria
given in Table 1.

3. Research Approach

3.1. Sample Selection

The performance audit carried out by TCA includes all public universities. However,
performance audits are not performed in all universities.Therefore, universities not
performing performance audits by TCA were excluded from the study.lt was determined that
TCA carried out performance audit of 38 universities.The audit reports of all universities that
were audited were examined and no sampling was performed.

3.2. Methodology

Content analysis is used as a qualitative method in the study. It is considered that content
analysis is the most appropriate method for evaluating the results of the performance audit
report.In this study, meeting/not meeting criteria that are included in the performance audit
reports of the universities (criteria given in Table 1) were analyzed. Summary, general
evaluation and findings section of the performance audit reports were evaluated. The
information in the reports was examined and evaluated by content analysis in which
performance audit criteria were fulfilled.

3.3. Findings

According to the results of 2017 performance audit, 7 university strategic plans, 1 university
performance program and 6 university annual reports were not published on time in
accordance with the legislation.

23 findings related to the presentation criteria of all three documents belong to the strategic
plan, 17 findings belong to performance programs and 17 findings belong to annual report.
The most common error forthe strategic plan are over goal setting and partial/completely
includes of basic tables (T1-T5) for performance programme. While the most coomon error
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for the annual report is not including the reasons for the deviations from the performance
targets.

There are 21 findings about the content of the performance information criterias (relevance,
measurability and well defined) of all three documents.There is a link between the strategic
plan, the performance report and the annual report in the evaluation of the criterias in
performance audit.For example, when the strategic plan is audited, the audit team cannot
make any evaluation regarding the performance target and indicator of this target in the
performance program if it is determined that the objectives in the plan are irrelevant to the
objectives. For the unrelated objectives in the strategic plan, the performance program does
not assess the criteria for relevance, measurability and well defined. Also, there is no
evaluation for the content of performance information for universities that do not meet the
timeliness criteria. Therefore, there is little evidence for the content of performance
information.

When the results of the audit regarding the measurement and evaluation of the operating
results are examined, it is seen that the data recording system of 11 universities has not been
established regarding the existence of data recording system.Also, while out of the scope of
this study, nonstandard performance audit report were seen.

4, Conclusion

In this study, the results of the performance audits of 38 of the 102 universities in the URAP
ranking in 2018, which were conducted in 2017, were examined using content analysis.TCA
evaluated the quality of performance information in the performance-based budgeting
process of universities by performance audit. Therefore, the poor orquality of information in
the documents of the universities are explained to the public through performance audit
reports. The findings whetherthe universities are fulfilled the performance audit criteria is
determined. As a result of the analysis, it has been determined that there are universities that
do not meet both the reporting requirements and the criteria for the content of performance
information.

Performance audit criteria provide guidance on how to make an accurate reporting of
universities. It was observed that the performance audit of the TCA is guiding for performance-
based budgeting process of universities.Therefore, it is important to increase the number of
universities with performance audits. Performance audit does not cause financial and legal
responsibility for university administrators. It is not mean that university administrators not
be free of accountability.The increase in the number of public universities in our country
increased the share of public resources. Therefore, it has necessitated for university
administratorspublic resources use withefficiency, effectiveness, economy.
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MILITARY EXPENDITURE IN TURKEY: A COINTEGRATION ANALYSIS

Emre OZYERDEN? Cevat TOSUN?

Abstract

Military expenditures can be affected by countries’ present and potential threats as well as several other
economic factors. This situation requires analysis of the reasons for changes in military expenditures in the
country. In this study, militaryexpenditures of Turkey between 1970-2017 period are analyzed within the scope
of its allies, external threats and internal threats as well as other explanatory variables. For external threat data
Greece’s militaryexpenditure, for allies data North Atlantic Treaty Organization countries’militaryexpenditures,
for internal threat data terror incidents index and Turkey's per capita gross domestic product are used as an
explanatory variable. Cointegration test was performed using ARDL method with the data collected from various
internationally accessible and open sources. Greece’s militaryexpenditures and terror index have been found in
a positive long term relationship with Turkey’s militaryexpenditures.

Keywords: Military expenditure, terror incidents, ARDL cointegration analysis

JEL Code: H56, C22, N40

1. Introduction

The allocation of adequate resources to militaryexpenditures is a feature that always
conserves priority and importance in every state's budget. This is because militaryspending is
used not only in the formation of states but also in the borders of the country and against
external threats. In public economy literature, national militaryexpenditures have the
characteristics of pure public goods (Rosen & Gayer, 2008: 52). If it is produced, the fact that
the benefit is not divisible personally and that no one can be deprived of the use of the service
transforms militaryexpenditures into a social qualified commodity. Military expenses in this
axis have an increasing trend for different countries in some periods but they are an
indispensable expenditure item.Due to its geographical location, Turkey has been no
exception to this generalization. Turkey is located between Europe and the Middle East which
is described as an unstable region.In this state, Turkey has the potential to be affected by
external threats and internal dynamics that have both have the potential to trigger
militaryspending.

This study analysis Turkey militaryexpenditures for 1970-2017 period with ARDL cointegration
method.In the literature, besides the threat of the neighboring country, which is frequently
applied in the country examples, the analysis of the North Atlantic Treaty Organization’s
(NATO) militaryexpenditures and the index of terrorist incidents were analyzed.

1 Res. Asst., Hitit University, emreozyreden@hitit.edu.tr (corresponding author)
2 Asst. Prof. Dr., Hitit University, cevattosun@hitit.edu.tr
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2. The Scope of Military Expenditures

At the level of the North Atlantic Treaty Organization (NATO), the International Monetary
Fund (IMF) and the United Nations (UN), different definitions of militaryspending are
made.The fact that these definitions are different from each other cause this concept not to
be accepted by everyone. Brzoska (1995: 46-49) points out the content of the definitions and
the areas where expenditure details are partially or completely hidden / kept due to
militaryexpenditures due to the strategic goal and structure adopted by the countries. The
definition of the Stockholm International Peace Research Institute (SIPRI), which includes all
current expenditures and capital expenditures, is frequently used in the literature.According
to this definition, militaryspending includes military forces, including peacekeeping forces,
militaryministries and other state institutions in militaryprojects, spending on education and
equipment of paramilitary forces and military space activities (SIPRI,1973).

What service elements should be included in the scope of militaryexpenditures is shaped by
internal and foreign policy elements beyond the definition of this concept.These elements
complement each other and take into account the foreign policy which may be a threat to the
security of the country and they are shaped according to the economic policy for the country
(Sumer, 2005: 84).Dehong (2009: 82) argues that the purpose of the military is to defend, that
militaryis an objective of foreign policy for almost all countries, and that militaryspending has
a burden on the economy, and expresses this relationship as synergy between economy and
military.

The military potential and military power of the countries are analyzed in the literature on the
military capacity of a state or the ability to maintain a war. (Biddle, 2004: 2).Barnett (1992)
points to the basic inputs of militaryand military spending, stating that military power is
related not only to people but also to the ability to mobilize material resources for external
security.From a macro perspective, military capacity is expressed as the gross numerical
values of the material resources of the state and the military units of the countries play a role
not only in the threat of war but also in the “arms race, alliance formation, conflict process
and deterrence” (Biddle, 2004: 2-4).In this context, the reduction of militaryspending means
that the national military potential will decrease. As such, militaryspending in each state
budget is as important as education and health expenditures (Saunders, 1993: 26).

The following table shows the shares of the militaryexpenditures of the Organisation for
Economic Co-operation and Development (OECD) countries and Brazil, Russian Federation,
Indonesia, India, China, South Africa(BRIICS countries) in gross domestic product (GDP).

April 24-27, 2019, Antalya - TURKEY



34.International Public Finance Conference / Turkey
April 24-27, 2019, Antalya — Turkey 665

Figure 1. Military Expenditures according to Shares in GDP at OECD and BRIICS Countries
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Although the financial constraints are the main reasons of the change in the public
expenditure distribution from the 1980s to the 2000s (Looney, 1994: 17), there is an increase
in one-fourth of the 40 countries in contrast to the general decline trend. This trend has an
important role in the perception of threat as well as internal and external dynamics. This
situation necessitates the analysis of the change in militaryexpenditures. In the following
section, the literature on the dynamics behind this change is given.

3. Literature on the Change in Military Expenditures

In the literature, there are empirical studies for country groups in addition to country-based
studies to explain the change in militaryspending. The first empirical studies were based on
Richarson's (1960) model of armament racing, which included countries that were potentially
susceptible to active conflict (Smith, 1989).The studies carried out in the following years are
composed of studies that include a relatively more comprehensive empirical tests that focuses
on economic and political factors as well as military expenditures.Hartley and Sandler (1990)
describe variables that are the key determinants of militaryspending, including gross domestic
product, threats, the situation with allies, strategic changes and government priorities. This
relationship is frequently found in empirical tests in the literature, and studies on the axis of
country examples will be included below.

Looney and Mehay (1990) tested the militaryexpenditures of the United States of America
(1965-1985) for the period of 1965-1985, using the predicted and unforeseen Soviet
militaryexpenditures, inflation, federal incomes, federal deficits, NATO spending and dummy
variables for Vietnam. As a result, the coefficient of the delayed value of militaryexpenditures
was found to be close to 1.
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Smith (1990) analyzed the changes in the UK's militaryspending for the period 1949-1987 and
tested the US militaryspending and the Soviet militaryexpenditures and the Korean War as a
dummy variable.

Schmidt, Pilandon and Aben (1990) addressed the criteria for militaryspending based on
France and the differences in the definition of SIPRI. Then, they analyzed French
militaryexpenditures for the period of 1965-1978 in the frame of SIPRI's definition.In the study
using GDP as the income variable, they analyzed NATO spending as well as spending on Allied
Africa and Soviet spending.

Fritz-Abmus and Zimmermann (1990) analyzed German militaryspending for the period 1961-
1965. In the study which uses the GDP, French militaryexpenditures and NATO
militaryexpenditures as an independent variable, the composition of the expenditures made
by the government is used as a dummy variable.

Murdoch and Sandler (1990) examined Swedish military spending for the period 1958-1985.
Population, GDP, Norway's militaryexpenditures, and Soviet militaryexpenditures were used
as independent variables.

Deger and Sen (1990) examined the militaryspending of Pakistan and India. In the analysis, in
addition to the GDP variable, they used arms exports, weapons production and the proportion
of public expenditures.

Kollias and Paleologou (2003) analyzed Grecee and they found significant impact with income,
political factor and strategic variables.

Sezgin and Yildirim (2002) investigated Turkey’s militaryspending between 1951-1998 period.
According to the results of this study with some safety factors, Greece and NATO's
militaryspending has been found to affect Turkey's militaryspending.In the case of country-
specific studies, it is seen that the threat perception from neighboring countries and the
expenditures arising from allies are evaluated together. In a wider perspective, it is seen that
NATO spending is used as an independent variable in explaining militaryexpenditures. In the
following section, militaryexpenditure for Turkey will be analyzed. In this context,
militaryexpenditure data were collected from SIPRI, the terror index! was derived from the
Global Terorism Database (GTD), while the GDP and population were compiled from the World
Bank's database.

4. Methodology and Estimation

In this study, military spending of Turkeybetween 1970-2017 (Intrmilpc), is analyzed within
the scope of external threats, internal threats, allies’military spending and other explanatory
variables.For external threat data Greece's military spending (Ingrmilpc), for the Allies data
NATO's military spending (Innatomilpc), for internal threat data domestic terror index (ter)
and Turkey's people the gross domestic product (Ingdppc) were used asexplanatory variables.
Military expenditures and gross domestic product were usedin natural logarithmic termsand
per capita values, while the terror index, which contains 0 values, was formed by the inverse
hyperbolic sinus transformation which is close to the logarithmic scale.

The index of terror was formed by the index = number of events + (number of deaths * 3) + (number of injured
* 0.5) instead of the GTD index.
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The following table shows the Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) unit
root test results of the variables.Accordingly, while some of the data are stationary at the level
(1 (0)), some become stationary when the first differences are taken (I (1)). Therefore, ARDL
bounds test method, which allows analysis with both | (0) and | (1) data, is adopted.

Table 1. Unit Root Tests Results

Unit Root Tests for Variables
ADF PP
Variable Level 1st Difference Level 1st Difference
Trend Trend Trend Trend

Constant and Constant and Constant and Constant and
Constant Constant Constant Constant
Intrmilpc -3.30%* -3.30%** -5.09%** -5.20%** -2.96%* -2.78 -5.30%** -5.28%**
Ingrmilpc -2.86* -3.02 -4 57%** -4 71%** -2.51 -2.50 -4 57%** -4.74%**
Innatomilpc -1.80 -5.95%** -4, 23%** -4,19%** -1.84 -1.98 -4, 25%** -4.21%**
ter -5.05%** -6.14%** -9.43%** -9.33%*x* -5.15%** -6.15%** -10.30*** -10.72%**
Ingdppc 0.20 -2.40 -6.55%** -6.51%** 0.22 -2.55 -6.55%** -6.50%**

Note: Significant at * = %10, ** = %5, *** = %1 level

In this study, the ARDL prediction module of the Eviews 10 econometric software was used
and the selection was made according to the following model with a maximum of 6 lags
constraints:

Intrmilpc = B, + Zﬁllntrmllpct ; Z,Bllngmllpct i Zﬁllnnatomllpct ;

Z iter, . Z Bilngdp.,

ARDL (4, 0, 4, 6, 5) with the Schwarz Criterion value (-2.341619) was chosen among 14406
models. According to the Breusch-Godfrey serial correlation test, there were no serial
correlations up to 4 lags in the selected model.

The bounds test statistics 5.501472 is above the significance level of I(1) bound(5.06), so there
is a cointegration relationship between the variables.The cointegration coefficient of the
model is -0.231445 and is between 0 and -1.

Long-term relationship coefficients between variables are shown in the table below:
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Table 2. Long Term Coefficients

Variable Coefficient Std. Error t
Ingrmilpc 1.579854 0.849751 1.859197*
Innatomilpc 1.440226 1.228621 1.172229
ter 0.198514 0.085023 2.334835**
Ingdp 0.476351 0.372536 1.278672
Constant -20.126733 17.071266 -1.178983

Note: Significant at * = %10, ** = %5, *** = %1 level

Results show that Turkey's military spending is in a long-term positive relationship with the
military spending of Greece (at 10% significance level) and domestic terror events (at 5%
significance level).

5. Conclusion

This study evaluates Turkey’s military spending with economic and non-economic variables.
ARDL bounds test results show that Turkey’s military spending is in a long-term positive
relationship with the military spending of Greece and domestic terror events. That is, an
increase in the above variables results in an increase in Turkey’s military spending in the long
term.
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