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The Distribution of Income and the Short-run
Burden of Taxes in Turkey, 1968 *
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Marian Krzyzaniak and Siileyman Ozmucur

1. Earlier Studies in Inecome Distribution in
Turkey and Our Own Objectives

Evonomic development reveals itself in many ways. Some changes during
the process of development are clearly visible. Consider, for example, changes
in the national produst, in efficiency of the economy, and in the political,
social and economic structure of a developing country, Other changes are not
so visible. A substantial effort is often required to establish their existence.
Nevertheless they may be more important than those which are more visible.
Consider, for example, changes in the income distribution. Is it becoming
more equal or unequal and at what rate of change? It is important to know
this because in turn the country’s aceumulation of capital, elployment levels
and, what is perhaps most important, the country’s political stability may be
affected. We wanted to study this problem in the case of modern Turkey.

Change implies a comparison of sitnations at at least two points of time,
but we are able to provide evidence as to the “proper’” income distribution of
Turkey at only one. Only further research could give information for another
point in time.

Since the 1950s several studies of income distribution have been made for
Turkey (see references). They relate incomes to income group sizes, oceupa-
tions, houscholds, persons in general or ceonomically active persons only,
None of these studies considers fuctor income distribution. Tn fact, even the
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[18]), Dr. Betty Yager and Mrs. Nimld Heplevent, both of the Economic Analysis
Department of tiie ALD Mission in Ankara, for arranging contacts and being helpful
even in our private matters, the Department of Economics at the Bogazi¢i Univer-
sitesi, Bebek/Istanbui, for harboring us a month, giving us computer and sceretarinl
service and its chairman, Professor Demir Demirgil, for help and friendly advice.



70 Marian Krzyzaniak and Sileyman O=mucur

national income accounts published by the State Institute of Statistics (later
called S18) have shown no interest in it.

Most of these studies were partial, They covered either one or a few sec-
tors and occupations (mainly agriculture) only. Two of these studies, how-
ever, are truly comprehensive; namely, both those in 1963 (see [21]) and in
1968 (sce {18]). Consequently, we give them our attention here, Were they
using about the same approach and about the same quality data, their results
would liave been comparable, hence both usable in our approach. As their
approaches differ greatly, any comparison of their results is meaningless.

Both these studies aim at meesuring income distribulion by income size
groups in current prices. Tnsofar as these prices were disterted by government
tax and expenditure policies, the estimates, to be useful, should be changed
to those at factor cost. We do make the neeessary adaptations and transfor-
mations, but only for the 1968 study data.

We have several reasons for disregarding the 1963 study: a) That study
is already nine years old. h) The study is very eelectic, For major non-rural
sectors it is bused on income tax declarations statistics (see [48], [19 Jand [50]).
Other sources were used for agriculture and some minor non-rural sectors
that are largely exempted from income tax provisions. Because of substantial
quality differences in the data from the various sources, any formal analysis
of distributional inequality for the whole country, its sectors and occupations,
as stated in Lorenz curves, and Gind coefficients is liable to be more mislead-
ing than revealing. ¢) Even the quality of income tax declarations as a data
source on the income distributions of the population subjeet to inenine tax,
their best souree, is questionable. Turkish income tax declarations are prob-
ably unrepresentative of the “true” distribution on account of widespread
tax evasion.t

The 1968 study was attractive to us for the following reasons: a) With
some qualifications (about which we speak later) the 1963 study 1s a com-
prelensive one, using the same technique and producing datu of about the
same quality for all regions. b) 1t wili be followed by a similav effort by the
same team of researchers in the year 1973, which may provide us in the future
with income distribution data at a .other point of time. As these data will be
comparable with the 1968 study, one will he able to make a comparative ana-
lysis as to the direction of changes in income distribution in Turkey, an ob-
jective we had to give up reluctantly in this study.

v Aygun and Dislioglu [1, p. 250] elnim that climination of it would increase
the income tax revenue by 75 percent. Other evidence points also in this direction.
Krzyzaniak [10] found that on the average, the Turkish tax system was only pro-
portional despite highly progressive income Lax rates. *Bulletin of Ministry of Ifi-
nance” ([47], p. 159) shows that over the 1950-1969 period, yields of direct taxes
were a nearly constant fraction of the total tax revenue, and not n steeply rising one
as suggested by progressive income tax rates, a high rate of growth and a steady rate
of infintion.

Yiiriikogle [35] by consideration of legal income tax provisinns alone finds the
tax progressivo exeept at the top bracket, but the latter feature alone would not
expliin the above-noted behavior of aggregate tax yields.
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The 1968 study, however, is not without problems of its own:

a) It was conceived first as a family planning survey. Income distribution
questions were added later, when the research plan was already frozen. As
households made of one person, and households in which the wife vins 45 yveara
or older were of no interest to family planning researchers theyv were not
included in the sample.

b} The survey technique, if used for economic studies, shows unavoidable
built-in biases. If too specific questions as to the personal incomes are asked,
people may fear unauthorized use of their answers by tax eollectors. Then, of
course, false reporting may occur and invalidate the findings. On the other
side, if to placate these fears, the questions about the income position of the
household are more vague and interspersed in the questionnaire (this was the
teclmique they, in fact, used) the interviewees mayv easilv omit less regular
income sources, without intending to tell « fie. This, we feel, may have hap-
pened, for exainple, with regard to incomes from dividends,

In general, such weaknesses would bias the estimates of absolute incomes
downward. and that was observed,? but such a bias need not have aflecied
strongly the relative distribution of it.

¢) The researchers recognized that peasants are very suspicious if asked
directly about their incomes. So the questions were put rather indirectly by
asking the size of the farm, the quality of the Jand and the size of livestock
herds owned. The interviewers, with cooperation of leeal authorities, then de-
termined the net physical product and using local prices, estimated the net
incomes of households. It is possible, however, that previous vear instead of
current year prices were sometimes nsed. Beeause of the continuing inflation
in Turkey a downward bias in estimates from this source alone eould he up to
10 pereent.

d) Finally, we have already noticed that the 19658 study offers estimates
in current prices, which may be distorted hy gavernment tax and expenditure
policies. Specifically, if a good or resouree is taxed, the price of it (including
the tax) may rise, with the owner of the resource or good trving to shift the
burden of this tax towards consnmers of the resonrce or good. Tull forward
shifting occurs if the resource or good price wtter the tax is restored to its pre-
tax price. Insofar as this occurs the burden of the tax is still distorting the
income position of a person measured in current prives and has to be exeluded
before the “true’ income distribution is reveated.

! The authors of the 1968 study [18, p. 3] tricd to reconcile their estimates of
personal disnosable income in Turkey with that one would get using SIS figures.
A large downward bias became notable, The 1968 study figures add up to 56 Lillion
TL for the whole of Turkey. If the missing omitted 17 pereent of households had the
game average income as the rest of the country, 68 billion T'L would have been ac-
counted for, but the SIS figure would be 88 billion TL, the diserepaney being 22,82
pereent.

A posuible upward bias in SIS figures eannot be exeluded (see footnote 2, p. 77).
(A study of computing techniques, statistical procedures and publication habits of
Turkish institutions publishing statistical data is badly needed to help to evaluate
the wide discrepar ies between various sources). Nevertheless, we are sure, some
downward bias of tie 1968 study data will stand.
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Our purpose was to take the 1968 study data, correct them for some
biases, and then to remove the tax-induced distortion in the price system. In
terms of national income acounting this is equivalent to a change from current
pricing to factor cost pricing. Insofar as such a transformation aimed also at
finding the short-run burden of taxes that were shifted forward and at relat-
ing that to income size groups, we decided to enlarge our study by taking up
a second objective, namely finding the distribution of the fotal short-run tax
burden by income size groups.

2. Earlier Estimates of the Short-IRRun Tax Burden
in Turkey and Our Approach

Several studies of the tax burden in Turkey were published since 1949,
Thai year under the auspices of the Ministry of Finance a pioneering pamphlet
was published giving the estimates of the Turkish tax burden for the year
1948 (sce [30]). This work has been periodically updated, the latest version of
it being published in 1972, In a way 1& gave a pattern of analysis to most of
the studies that followed. The pamphlet defined the tax burden as the ratio
of the total tax revenue for all levels of government to either GNP or NI, and
then proceeded to show what this division by GNP or NI yielded.

Turkey after discussion in economic publications (see for example Neu-
mark [13] and [14]) introduced an incomc tax (see [10]) in 1950, and the
resulting increased flow of economic data awoke more interest in the question
what was the tax burden in Turkey and how it was distributed among the
vo=ious sectors and groups. The tax was not a general one. Some sectors, of
wiich the most important one was agriculture,! were nearly completely ex-
empted. Nevertheless, this tax has had 2 rather modern look, compared with
the remainder of the Turkish tax s stem.

The tax burden analysis soon developed in two directions. One was to
study the burden of the income tax, the other to study the burden of other
taxes, especially taxes on agriculture. (For the relevant literature see our
references.)

The inconie tax burden studics had a clear genealogy in economic thought.
The tax, being direct, was supposed to fall on taxed factor incomes with no
possibility of shifting its burden away. Also only the short-run was coasidered.
On the basis of income tax declarations the tax hurden may be assigned to
different income groups. Asalready mentioned before (see footnotel, p.70) these
data need not be representative of the population obligated under the Turkish
income tax laws because of a widespread tax evasion.

Studies of burdens of other taxes had a less distinguished genealogy.
These taxes, whetlier on agriculture or not, were mainly indirect. For indirect
taxes one has to consider first problems of excess burdens before the size of
the global burden itself is established, then of possible shifting of it away

1 In 1965, 71 percent of economically active persons in Turkey were occupied in
agriculture (sce [49], T. 147, p. 167).
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from the taxed group or product and finally the problem of timing of the
burden (short- or long-run) which may aflect both the size and the amount
of shift. These crucial problems were either not considered or skipped. The
burden of these taxes by definition was equated with the revenue they pro-
duced and it was assumed not shifted, falling on the groups obligated to pay
the tax. As for timing of the burden, only the short-run must have heen con-
sidered, although most of the taxes in Turkey are permanent and have been
iutroduced many years ago.

Such legalistic rather than economic analysis led to far-fetched inferences
and claims. Agriculture supposedly was taxed at half, or even less than Lalf
the rate of the non-agricultural sectors. Calls were made to redress this ine-
quality, as if the Turkish peasant, already very poor, neither consumed city
goods nor preduced for sale to the cities.!

Mucl depends on what the taxes, especially indirect ones, did 1o the
economy, its markets and especially its prices.2 For this, extensive empirical
works on th2 incidence and on the effects of taxes were needed. But this ., a
thorny pateh. In the U.S.A.. for example, empirical efforts at measuring ju-
cidence are few and controversial (see the Krzyzanialk and Musgrave findings
[11], and the discussion they stirred). Turkey so far has had no such empirical
studies.

How then should one resolve the problen of excess burdens and of pos-
sible shifting? Teave it to the “legal incidence™ concept as the Turks have
done in the past? We do not have a 100 percent correct answer, but believe
that ours approximates the truth better than the one obtained with the help
of the legal incidence concept. Our results might be perkaps crude and wrong
in some places, but on the average thev should be closer to the “true” dis-
tribution of the burden of taxes in Turkey. We settled not for perfection but
for such an improvement.

Inour approach we leaned on two weil established economic ideas. First,
we followed the idea of short-run shifting and incidence 1s adopted in “West-
ern’’ national inconie accounts, which assume that “trus" direct tuaxes fall
completely on fuctors taxed and indirect ones are all shiited forward in full
(passed to consumer in higher prices). Insofar us that happened, measuring
incomes al current prices distorted their absolute and relative values and need

! One cannot conclude without doubt, however, that Turkish agriculture was
not undertaxed. This may have heen true, but in such a case the past studies offered
an incorreet proof. The dispute is peripheral to our main thesis and we do not enter
it, On the other hand, our approach, it applied to this problem, offeis the proper tools
of analysis.

* Subsidier are negative taxes. In Turkey a substantial a.aount «* subsidization
is hidilen in form of artificially low pricing policies of some state enterprises. As
these enterprises in some industries represent a large component these hidden sub-
sidies may have been a significant factor in estimation of regressivity or progressivity
of the Turkish tax system. Unfortunately, there are no studies showing the amount
and the distribution of gains from such subsidies, and deficits of publie enterprises
are not a good measure of tuem. They may have been due to & combination of causes
among which the well known inefticiency of pullic enterprises is one. We disregard
these hidden subsidies. and our omission may have resulted in some underestimation
of progressivity er overestimation of regressivity of the Turkish tax system,
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be corrected. The national accounts do this by substracting the revenue of
indirect taxes first before making a more appropriate measurz of incomes, the
one at factor cost.

The second line of our ideas is also well established in economic thought.
Ifindirect taxes were passed on in higher prices to the consumer, their burden
was borne by the latter only to the extent he consumed the taxed goods (the
prices of which have increased). Thus, the burden of such taxes should be
apportioned according to the percentage a given income size group consumes
of a particular taxed good or service. This we adopted in our approach, follow-
ing in spirit at least, if not literally, Bishop’s studies for the U.S.A. (see [2]
and [3)).

The national income accounts convention as to the treatment of tle
burden of taxes may, however, be wrong. First, some of the direct taxes may
be shifted.! The part of it shifted forward should then be treated asan indirect
tax. Second, not all indireet taxes must be shifted forward in full, some of
their burden may remain on the producer of the good or be shifted backwards
to various factors of production. Then the national income accounts subtract
too much from measured income to get the income at factor cost. Third, most
of the taxes, especially indirect ones, are non-neutral, hence have also excess
burdens, possibly already even in the short-run. Here, subtracting the tax
revenue ouly may not be enough, the global tax hurden boing larger than the
direct one (i.c. the tax revenue). Fourth, most of the taxes are maore or less
permanent, being introduced several years ago and still in foree. Because of
this their burdens shoulid not be evaluated as being short-run but as dynamic
or already beiag in the longer run,® and these may differ very much from their
short-1un value, Fifth, one should not really speak of tax burdens amd gains
from covernment expenditures as if these were separable, identifiable con-
cepts. Only their combined effects can be observed and measured.? Ohviously,
in the above discussed national income accounts approach, all government
expenditures associated with tax revenues are either thought to be complete
waste ov are used to produce or buy pure public goods which do not have any
effect on the operations of the economic system.

1 Phis claim has been made by Krzyzaniak and Jusgrave [11] regarding the
eorporation income tax. In Variant BB we assumed this to iold for Turkey as one of
the possible alternatives,

2 Krzyzaniak (see [3], [6], {7], {8], and [9]) and Harberger (sce [4]) have theo-
rived about the long-zun consequences of a tax and government expenditures pol-
jey. Too little is known about dynamic and long-run tax burdens and what is known
is too complex to be incorporated casily in national income accounting procedures.

3 \We were tempted to show here also the distribution of benefits of government
expenditures, by allocating them to various income brackets. To o so and to stay
within the limits of a publishable paper we vould have to ageregate the government
expenditures by type highly: the resulting « nalysis would then be very erude and
perhaps misleading. We found that the usual aggregation of government expenditures
type combines subtypes with divergent distributional efleets. By leaving the distri-
butional effects of government expenditures aside we ofler an analysis that i3 com-
patible with the assumption that all government expenditures were pure waste, or
that their benefits acerued in proportion to personal incomes.
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In a small way we considered some of these objections in the present
work by estimating two variants, In Variant A we assumed in the niore stan-
dard way that tle income tax, the corporate tax and the gifts and inheritance
tax were not shifted. In Variant B we assume the income tax falls proportion-
ally on all incomes above the basic personal exenmption (hecause of suspected
heavy income tax evasion in higher income hrackets), and that the corporate
tax and gifts and inheritance tax like a sules tax are shifted forward. The pes-
sibility of sneh shifting in U.S. manufacturing industries wa. consilered con-
troversial (see [11]), but should be less so for Turkey, where the modern
industrial sector consists of state enterprises (with presumed non-competitive
price behavior) and a few private firms.

With these two variants, we helieve that we estimated the distribution
of the burden of taxes closer to the “true,” than do the earlier stwdies of the
tax burden in Turkey. Though a preference among these variants perhaps is
a matter of taste, Vaviant I§ results sre more eredible to us.

3. Data and Their Uses

Essentially we rely on three sources of data, which we adapted first to the
needs of our study and then suitably transformed to get answers we seek.
These main sources are:

a) The 1968 study of distribution of households and personal disposable
ineomes by income size groups for eight regions: three big cities and five more
rural ones.!

b) Eleven consumer expenditnres survevs?® by SIS during the period
1964-70,

¢) Tax revenne data for 1968.%

In o minor capacity we also used Yiriikoghd's (35], p. 27) income tax
burden study.!

Let ns start with the first souree. The 1968 study estimated personal dis-
posable incomes by regions made of Tarkish provinees. ‘The regions are shown
in Tabie 1. Regious differ in climate, geography, =oil conditions, and also in

¥ The 1968 study ofters also distributions we do not consider here (for example
by persons, by economically active persons, and by oceupations), We were tempted
to use them but the consumer surveys supplying information oin quantities consum-
ed are relating only to houscholds. Any transformation of this information into one
related to persons, ceonomically active persons, or oecupations would involve us in
making risky assumptions and the result would he less eredible,

# See references, The main deficiency of survevs is their narrowness, Ounly eitics
(towns) were sampled.

? Ministry of Finance data were preferred. SIS data whenever differing from
them were judged less reliable or needing reconciliation which they often failed to
offer. Iiven so data for local governments reguired some making up.

4 Yiirikogle offers effective tax rates for selected yvears, the last being 1966,
As these iates change little over time we use 1966 cffective tax rates for the 1968
incomes. IF'or various reasons we get a large overestimate (see also footnote 2, p.77).
Consequently the tax liabilitiea for various income and region cells had to he resealed
so that their sum adds up to 1968 income tax receipts.
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social, economic and cultural background, but are presumed to be homo-
geneous internally.

We already noted the downward bias of estimates of the 1968 study. One
of the reasons was omission of 17 percent of the households. The authors of
the 1968 study considered the problem and did nothing.! 1t is because they
assumed that the inissing houscholds represented the same percentage of
houscholds in each region and the same percentage of incomes of the region.
Any correction for the missing numbers increased absolute numbers but did
not change distributions either in the regions or in Turkey as a whole.

Table 1: Regions

No. Name Provinces

1

1¢ Anadolu
(Central Anatolia)

Afyon, Canlari, Corum, Eskischir, Kayseri,
Kirsehir, Konya, Nevsehir, Nifde, Sivas, Tokat,
Yozgat, altogether 12 provinces.

2 Karadeniz Amasya, Artvin, Bolu, Giresun, Giimiishane,
(Northern Seaboard) Kastamonu, Ordu, Rize, Sakarya, Samsun, Sinop,
Trabzon, Zonguldak, altogether 13 provinces.
3  Ege ve Marmara Aydin, Bahkesir, Bilecik, Bursa, (‘anakkale,
(Acgean and Marmara) Edirne, Kirklareli, Kocaeli, Kiitahya, Manisa,
Tekirdag, Usak, altogether 12 provinees.
4  Akdeniz Adana, Antalya, Burdur, Denizli, G. Antep,
(Southern Seaboard) Hatay, Isparta, 1cel, Marag, Mugla, altogether
10 provinees.
5 Dofm Anadolu Adiyaman, Agn, Bingol, Bitlis, Diyarbalar, Elazig,
(Eastern Anatolia) Erzincan, Erzurum, Hakkiri, Kars, Malatya,
Mardin, Mus, Siirt, Tunceli, Urfa, Van, altogether
17 provinces.
6  Ankara Ankara
7 lstanbul Istanbul
8 lumir 1zmir

We were lucky to be beneficiaries of additional information. Dr. Serim
Timur, one of the authors of the 1968 study, advised us that households made
up of single persons were percentagewise twice as numerous in the bigger
¢ities than in the more rural regions. She had, however, no information as to
the distribution of missing households between cities and rural regions where
the wife was 45 years or older. These were obviously made of older people,
relatives, etc. We decided to assume that these honseholds werz also twice as
numerous in the three big cities than in the more rural regions.? As to the
incomes of missing households, we assumed them to be equal to averages for
the two groupings.

1 Only when trying to reconcile their “otal personal disposable incomes with
that of SIS did they make the correction (see [18], p. 3 and our footnote 1, p.71). 1t
turned out to be inadequate to close the large gap between the two estimates.

¢ Tt may be argued that: a) people in big citics live longer than in rural arcas
beeause of availability of modern medical services in the cities and b) the army of
civil servants in Turkey, having tasted Western eity life, retire more often than not
to live in cities.
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This resulted in a non-proportional increase in numbers between regions,
Increasing appropriately the absolute numbers for regions and summing them
up for Turkey as a whole did not affect the regional distributions, but the
distribution of personal disposable income for Turkey as a whole was affected.
In t! e process we also siightly lowered the gap between the 1968 stuily and
SIS estimates of the total personal disposable income in Turkey.!

The second and a major source of a downward bias in the 1968 stuldy
estimates remains intractable as ever. In our view, people simply did not
report their full incomes and we do not know how much that is. We had no
choice but to expand the required totals proportionally to a benchmark of an
outside datum, which is more trnstworthy. We decided to equate this bench-
mark with SIS figures.? Even if such figures err upward we are better off for
two reasons: a) we believe that if SIS figures have an upward bius, it is smal-
ler in absolute terms than the downward bias of the 1968 study estimates,

1 The assumption that the riissing 17 percent of houscholds are twice ag numer-
ous in the three big cities calls for increasing numbers of the actual accounted house-
holds and incomes in the theee big cities by a factor 1.372 and in five more rural
regions by a factor 1.186, As the average city income was higher than in the rural
arcas this procedure increased the estimate of the total personal disposable income
according to the 1668 study base to 69 billion TL, 1 billion over the figure given by
the authors of the 1968 study (see also footnote 1, p. 71).

2 The SIS figure is most likely an overestimate. In the process of computing the
tax burdens we stumbled on an indirect ““proof.” Yiriloglu computed eflective
{legal) income tax rates for several years, the latest being 1966, We applied the latter
to the 1968 study personal incomes expanded to be equal to the SIS figures. An
overestimate of the income tax liability resulted, but unexpeetedly it was very high,
by a factor I == 4,04, We started scarching for explanation. A simple once, that 1966
effective rates must yield an error if applied to 1968 incomes, explains nothing.
Yiiriikoglw's effective income tax rates ditfer little from year to year. Whatever error
is duc to this change over time is small and cqually probably may be an underesti-
mate. For lack of information we assumed this error to be negligible, i.e. that the
factor due to use of 1966 effective tax rates, fy = 1.

It matters, however, that the Turkish income tax is non-general. Nearly all
incomes from agriculture and from small business are tux-exempt. Thus one expeets
& correetive factor defined, f2 == PIJJPL — PI (agriculture - small business)]. The
question is ‘.. rind reliable data for income from agriculture and from small husiness.
We used t -+ 19068 5t idy data on icomes by occupations and expanded the figures
to the SIS 1 uchmark tigure tor peisonal incomes. We also assumed that incomes
from small busivess represent 20 ju-cent of incomes from commercial and profes-
sional activities. On these bases we got another corrective factor fa = 1.67.

Then, there is the matter o1 wax evasion. Yiriikoglu's effective rates are estab-
lished on the basis of legal provisions. Following Aygyun and Dosliioglu (see foot-
note 1, p. 70) we claim the tax evasion factor to befy -= 1.73. Unfortunately fi X
fa X fa = 2,92 < I == 4,04,

There is still something to explain, Let us call it factor £y == F/f; X fa X f3
= 4.04/2.92 == 138,

This remaining factor fy is probably o composite one, due to many causes, Er-
rors, especinlly underestimation of fy, f2 and fa may explain it a little, but not the
whole thing. Here the idea that SIS estimates of personal incomes are too high be-
comes very credible, We warn, however, readers that one should not jump to the
conclusion that SIS cstimates of PI was too high by 38 pereent. The precision of this
figure is rather low to draw an exaet numerically point inference.
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and b) for the same absolute bias, the one downward distoits the relative
distribution more.!

Correcting for the two sources of bias in 1968 study data required in-
creasing incoines in the three big cities by a factor e = 1.7351, and in the five
rural regions by a factor w = 1.4995, with corresponding increases in house-
holds by factor h = 1.372 and g = 1.186.

Leb us now turn to consumer reports. SIS made eleven of them during
the period lasting from July 1964 to May 1970. For information on surveys
see Table 2. For each region of the 1968 study at least one, sometimes two
cities were surveyed.

Although only cities were surveyed, we assumed their information to
have broader applicability.? In the case of the three big cities, they are the
main source of data for the provinces named after them (regions 6, 7 and 8).
In the renv.ining more rural regions some of the people involved in agriculture
do reside in cities, especially smaller ones. True, our objective could have been
served better if the SIS consumer surveys had a broader coverage than cities
alone, but only their surveys are available. We had to assume their represen-
tativeness of more rural regions as well.

Having made this assumption we still faced problems. First, surveys
recognized only five income groups and these lumped higher income brackets
together.d On the other side the 1968 study recognized 35 income group sizes.
The problem was of mapping consumption by five income group sizes into 35
income group sizes. Consequently, whenever smaller income group size was
completely contained by the larger, we gave it the consumption pattern of the

1 Let “truc” incomes be noted Iy, Io, indireet tax burdens on person 1 and per-
son 2, Ty, T2, and the absolute biases aj, ag, then the relative distributions are:

with a downward bias when correct with an upward bias
=11 — =) Mty G (1 + )
(Ta— Ts) (1 — -L—E'T‘;) (2 =14 (Io— T2) kl + —I-;—f—a_'l‘;)
Note that in case lzf'l'z - 1, the downward biased estimate distorts the distribution

tremendously, but the upward estimate is affected much less,
32 Alternative procedure will be offered in T'uncay Sunman’s (unfinished at the
moment) Ph.D. dissertation at Rice University entitled **The Short-Run Effcets of
Ineome Distribution on Some Macro-cconomice Variables: The Case of Turkey.”
Sunman restricts the use of SIS consumer surveys to city incomes. For the rura]
arcas he uses Boralar's [16] estimates of income distribution by income brackets and
applies ¢, ukurova **Corsumer Budget Survey, Antalyn Lake Region” (unpublish-
ed) and other spot studics, especially those done by the State Planning Organization,
Sunman finds that the consumption pattern in rural areas shows a higher per-
centage of expenditure on food. Low income levels explain this to a degree. The
relevance of this finding may be further diminished by the fact that Turkish peasants
grow their own food, thus escaping from various taxes on proeessing and distribution
of such goods. We feel that wo ofler here a reasonable alternative estimate to Sun-
man's, our cstimates probably differing little from his.
3 Only the lutanbul survey was more specific but for consistency with the other
regions we had to collapse its income group sizes once more to five only.
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larger. Whenever the smaller income group size (as it rarely happened) over-
lapped two adjacent larger group sizes we made a linear interpolation weigh-
ing the larger groups percentage consumption patterns in proportion to th.se
overlaps.

Table 2: Cities and Dates of Consumer Surveys*

No. City Dates

1-2  Adana July 1964 ~ June 1965
1-2  lzmir July 1964 - June 1965
3 Ankara Sept 1964 - May 1965
4 1stanbul June 1965 - May 1966
b Samsun Jan 1966 - Dee 1966
6 Antalya Mareh 1966 — I'eh 1967
7 Diyarbakir May 1966 — April 1967
8-9 Bursa June 1966 - Moy 1967
8-9 Ordu June 1966 - May 1967
10 Erzurum June 1967 — May 1068
11 Eskigchir June 1969 - May 1970

Source: Consumer Surreys [36] to [46].

* These surveys group consumer goods as follows: a) food, b) housing, ¢) fur-
niture, d) clothing, ¢) health, and personal care expenditures, f) transportation,
g) culture and entertainment and h) others. Adding to this i) savings, one gets per-
sonal disposable incomes in current prices. To us, savings represent also the cost of
purchase of investment goods.

The second problem was inflavion. Our research aimed to find the income
distribution at factor cost in the year 1968, ut survevs were taken for periords
starting from July 1964 and ending in May 1970, The purchasing power of the
Turkish lira in 1964 was not that of the lira of 1968. One way to deal with the
subject could have been to increase (decrease) the income group sizes to
account for inflation between the meanpoint of time the survev was made and
July I, 1968. This would make, however, the income group sizes of the survey
a numerical curiosity, very hard to deal with consistently. Moreover, such a
correction might also be wrong. Inflation may have had its own ratchet effect,
with prople trying to preserve their older higher pattern of consumption, if
needed, and sacrificing savings. Fearing this, we left the income size brackets
in the surveys unchanged.

Third, there was “embarras de richesse.”” Tor region 2, we had two sur-
veys, for Ordu and for Samsun, for region 4 we had survevs for Adana and for
Antalya, and for region 5 we had surveys for Divarbakie and for Erzuram,
The problem was which of the two irveys to use, and if both are to be used,
how to make up the average consumption data. If only one is to be used, the
criterion should be either closeness to the 1968 vear or smallness of the city
surveyed (so that it is more representative of the rural areas proper). We de-
cided to use both available surveys. Existence of larger cities in the region
required recognition in our procedure. The question was of weighting. Should
the absolute firures be added, we would have given more weight to the larger
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city and that we did not want. Instead we used the percentage consumption
patterns for cach city and averaged them. This procedure gave equal weight
to percentage consumption pattern of the smaller and of the larger city.

Finally let us turn to the problem of tuxes in 1968. Turks have conven-
tions regarding what is and what is not a tax, and what is a direct or an indi-
rect tax. In distinetion to the American convention, contribution of workers
to the several pension plans are not consilered a tax! but only an insurance
preminn on par with voluntary life insurance payments to purchase anuuities.
Also there are no data covering the whole set of returns to social insurance
institutions. Short of doing research on the subject on our own, we had no
option but to follow the Turkish convention and not treat such contributions
as a tax. Insofar as these contributions were a legitimate tax, our estimate of
the tax burden for 1968 was understated, the distribution of it showing less
inequality than in fact there was. The ramemay be said about the personal
disposable income at factor cost for 1963. The absolute incone would be over-
stated, and the distribntion measures underestimated its inequality.*

Another “non-tax” hy Tarkish standards was the compulsory savings
plan introduced in 1962 as a companion to the already existing personal
income tax. Inconie taxpayers were obligated, when paying income tax, to
buy 6 percent state savings bonds in the amount of 3 percent of their taxable
income (ininus some exemptions). This was a proper tax on inconies, a trans-
fer of command of resources from the private to the public sphere, and not a
voluntary investment scheme. The plan was compulsory. Bonds could not be
traded for the first five ycars. The first owner, when selling bonds, had to suf-
fer o substantial Joss of prineipal because the nominal interest rate was lower
than the inflation rate in Turkey. The only question is hew to evaluate the
direct burden of this tax. One would be to consider as a loss the purchase
price of the bond in the year of purchase, und as a gain the repayment when-
ever that occurred. Another would be to consider the resale value of the bond
immediately ofter its purchase. Such resales, though illegal, seem to have been
eustomary, and i our estimate were hringing no more than 30-10 percent of
par. Although public officials might deny it, the tax nature of this plan was
openly recognized in 1972, The government proposed abandoning this scheme
(probably payments of bonds started already to pinch the budget) and sub-
stitute for it another tax on incomes at the rate ol 3 percent.3

' The public nature of all social insurance institutions is revealed by their com-
pulsory coverage, and anonly loose conneetion hetween a propecly accounted reserve
fund built out of premiums and the actuarial value of annuities to be paid a given
insured,

¢ Phese contributions are a sort of tax on labor incomes, and labor (including
civil servants) is coneentrated in lower to middle income brackets.

Lately (see James Land |52]) we found that the three major social security
institutions colleeted in 1968 2,888 million TL in contributions and disbursed to
pensioners Lo30 million T'L. The remaining institutions are small, henee these num-
bers are rather representative of the numerieal stength of our omission,

3 As if recognizing the substitution of one tax by another the new tax is ealled
“appropriately™ a “balance tae.”

Lately we found (sce James Land [52}) that in 1968 the Turkish state sold 626
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Because of the non-recognition of this savings plan as a tax, we were un-
able to find the data showing the revenue from it in the vear 1968, Once more
we had no choice but to follow the Turkish convention and omit it from our
aceounting of the tax burden in 1968, As the burden of this tax has the same
distribution as that of a personal income tax we can claim that because of
this omission the total tax hurden is understated, The personal disposable
incemes at factor cost in absolute figures ix probably ! correct, the distribution
of the tax burden and personal disposable income in Variant A is less unequal
than stated by ws and in Variant B the relative distributions are barely affect-
ed by our omission.

Another Turkish peculiarity is to elaim that the income tax, corporation
tax, inheritance and gifts tax, defense tax on huildings and the motor vehicles
tax to be all direct taxes. To us the phrase “divect tax”” means that these
taxes are on factor incomes, which the oblizated factors are wnable to shift.
We therefore moved the defense tax on buildings and the motor vehicles tix®
to the category of indirect taxes,

The next question was the tax revenue data. There was no problem with
such data for 1968 as far as central covernment revenie was concerned,® Un-
fortunately. data for tax revenues of the loeal governnents were badly miss-
ing after 1964, Thereave three forms of local governmont: “ils™ (provinees, vi-
layets), “belediyeler™ (municipalities) and kiiys (villages). Kivs have a mini-
mal taxing power and may be omitted. “Beledivelers” depend heavily on
shares (percentages) in taxes collected by the central government but the
shares are neither a con-fant over time nor are they related to the tax collee-
tions figurex by the central government ina simple way, Finally, “ils™ havea
taxing power of their own. We already said that efticial data for the receipts
of local taxes end up with the year 1964, There seems to be nobody in the
central government svstematicaliy collecting these data. We were lueky to be
given an unofficial estimate for the tax revenue of ils in 1968, For the shares
of “helediyveler” we found the budgeted data for 1968 hut not receipts.? These
we had to use. Fortunately, Turkisl civil servants are good at predictions of
receipts, So they sav.?

millions TL in bonds, out of which 2ii million was purchased by Turkish social secur-
ity institutions. Out of the remaining 600 million T, one must presmme most was
bought under provision of compulsory purchase by income tax payers,

!Inour view the interviewees when reporting their personal dispusable income
already deducted these bonds,

2 Certain amount of this tax is colleeted from commereial vehicles. Morcover,
owners when buying an automobile substitute soe transportation expenditures by
other means. On the other hand their enjoyment of the ear increases their spending
in travelling, Consequently we split the hase of this tax into two, Fifty percent of the
tax linbility was assigned by us to " transportation”™ and the remaining ity is a new
consumption better enjoyed by the richer people according to their incomes.

3 8ee Deviet Gelirleri Biiltend,”™ 1969 ([47], pp. 18-19),

3 Nee [Hl).

8 Devlet Gelirleri Biilteni,” 1969 ((47], p. 8) claims that in 1969 the hudgeted
direet tax revenue was fulfiled in 97.8 pereent, and with indireet taxes 100 percent,
One wishes such perfeet predictions could be made for the U.S.A. as well.

6 Finanzarchiv N, F, 32 Heft 1
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Finally we had to assign a commodity base or any othier base to these
taxes. This has been made in Tables 3A and 3B. Various taxes with the same
base were lumped together. We realize that we assigned taxes to groups of
consunier goods only crudely. More time could have been spent on these assign-
ments, but with eight consumption groups in surveys, the final assignment
could be only very crude anyway. In general, the first five consumer good
groups were obviously necessities. Their percentage consumption in budgets
of the poor people was higler than in budgecs of the rich, Three groups, health
and personal care, cultural and entertainment and others, and in addition to
them savings (for us standing also for investment aouds) were luxuries bought
in higher percentages by the rich and lesser by thie poor. Thus, assignmert of
a tax to a good in the former or the latter set of goods decided whether the tax
is regressive or progressive. Any error in assignient within each category
would have small distributional ¢ nsequences.

Summing over regions we got the totals for Turkey as « wholde, for the
following series:

a) the absolute burden of indireet taxes on households in income brackets,
TyG=12..30);

b) the absolute burden of direct taxes, Dy;

¢) the absolute total burden of all tuxes, Ry, defined as (Ty 4- Dy} = Ry;

d) the absolute personal disposable incomes at current prices, Ty (correct-
ed by us for size changes as stated here earlier);

e) the absolute personal disposable incomes at factor price, Y), defined
Yy = (I —Tp;

f) the absolute numbers of households by income brackets and regions,
1; (corrected by us to account for houscholds made of singles and those in
which the wife was 45 years or older).

e then related:

a) tax burdens to gross incomes, i.e. computed ratios of Ty, Dy and Ry
to (Yy - Rk
b) personal disposable incomes at factor cost to louseholds, i.e. Yy to TIj.

In all distributions we also measure inequality by computing Gini coef-
ficients. As we hive 30 income size groups we assume that joining points of
observation by straight lines approximate well the Lorenz curve. 1f the areas
of trapezoids measured from these broken straight lines to the horizontal axis
are noted g, then the Gini cocfficient is defined as

30

G=1—22 q
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Table 3A : Indirect Taxes and Their Buses
Turkey, 1968, Variant A*

83

No. Percent and deseription Millions TL
of taxes Base Itemized Total  Remarks
1  import petroleum trans- unofficial data
production tax portation 992.0
domestie petroleum
production tax 637.0
duties on fuel oil 162.0
local fuel tax 59.0
subtotal 1850.0
less 25 pereent applied
to heating oil 462.5
13870
trangportation tax 82.0
50 percent of motor
vehieles tax 48.0
5 percent of fees
(drivers licenses, cte.) 1.7 1529.2
2 supgar tax food 484.0
25 percent of land tax 31,0 515.0 unofficial data
3 local tax on huildings housing 3211 unofficial data
local depression tax 83.3 unofticial data
75 pereent of land tax 93.0 unofticial data
25 pereent applied as tax
on hea* ug oil 462.5
defense tax on buildings 188.0 1147.9
4  forcign travel exp. tax others 200.0
50 pereent Py tax
(telegrams, telephs.) 25,0 2250
5 50 pereent banking and  savings (in- 2.5 3425
insurance tax vestment goods)
¢ defense tax and net food, housing,
revenue of monopolies clothing, fur-
niture, health
& pers. care,
transport., 1265.0  1265.0
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7 95 pereent of fecs incomo 222.3

50 pereent of PTT tax 25.0

50 percent of banking

& insuranco tax 342.5

gtamip tax on imports 953.0

stamp tax 660.0

import prod. tax 1198.0

domestic prod. tax 1614.0

custom duties 1169.0

wharf duty 30.0

real estate purchasing tax 286.0

municipal expend. taxes 238.0 budget

other municipal taxes 388.8 T7126.6 Dbudget
8 50 percent of motor on incomes

vehicles tax =~ 50,000 TL 48.0 48,0

TOTAL 12199.2

# In Variant B, the corporate and inheritance and gift taxes in the amount of
1038.1 million TL are added to the indirect taxcs and allocated in proportion to
incomes, i.e. the same way as group 7 above,

Sonrces: Tax receipts from ** Jevlet Golirleri Biilteni” ([47], pp. 24-25); budget
from *“Tiirkiye Istatistik Yilhin,” 1968 (Ek Yaym [51], T. 332, p. 96).

Table 3B : Direct Taxes and Their Bases
1968, Varianls L and B

No. Tax Dase Million
Variant A Variant B TL
1  income tax; (central asin Yiiritkoflu proportional to in-
govt. & share of ([33), T. 18, p. 27) comes from 2000 TL
municipalities) up 4668.4
2  corporation tax, on incomes from indircet tax on all
inheritance & gifts 100,000 TL up incomes
tax (central govts, &
share of municipulitics) 1038.1
TOTAL 5706.5

Sources: Central government reccipts from “Devlet Gelirleri Biilteni” ([47],
p. 24-25), Shares of municipalitics - budget, from “Pirkiye Istatistik Yillip,"”
1968 (Ek Yaywn [51], T. 332, p. 96).
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4, Results and Evaluation

Our results are given in Tables 4, 5 and 6A and Graphis 1A, 1B, 24, 3A
and 4A. Table 4 shows distributions of households, incomes and indirect tax
burdens by income breckets, for Variants A and B. The data are in ahsolute
numbers, and in that raw form they are difficult to analyze. To remedy this
Table 5 shows distributions of tax burdens by income hrackets as a percent-
age of gross incomes (the latter defined as the personal disposable income at
factor cost plus the total short-iin tax burden). Table 6.\ shows the indirect
tax burden disagaregated by taxes grouped according to common bases. Also
we offer graphs of respective Lorenz curves. Graphs 1A und 1B relate the
cumulative percentages of the direct tax burden to gross incomes. Graph 24
relates similarly the indirect tax burden for Variunt A, Graph 3A relates the
total tax burdein. Graph 1A relates the cumulative percentuites of personal
disposable incomes at factor cost to households, If offered, Giraphs 213, 3B
and 4B (i.c., for Variant 13) would differ very little from the same for Vaviant
A; henee we omitted them here.

Let us start with the findings regarding the distribution of the short-run
burden of direct taxes. In Variant A these taxes show a marked degree of pro-
gressivity. The tax burden rate for lowest income brackets is nil (see Table 5)
due to personal exemptions, and then it increases f=~m 1 to about 22 percent,
The increase is rather steep for the three highest income hrackets. This is
mainly due to our assumption that corporate, gift and inhevitance taxes and
50 percent of the motor vehicles tax fall on the rich. The progressivity of these
taxes is also reflected in convexity of the Lorenz curve?® (see Graph 1A) and
the value of the Gini coeflicient, Gia == 4750,

This picture of the inetdence of diraet taxes in the Vaviant .\ ix, however,
misleading on several counts. First, and mainly, the burden of the income
tax, wherever it fulls, has higher rates than showi in Table 5 because of non-
generality of this tax. Within the same bracket, even in the highest oue, there
will he households that pay no tax at all because the major portion of incomes
from agriculture and some other sectors of the economy is exempt and the
remaining households in such a bracket pay correspondingly higher tax.?

! Eeonomists who are not familiar with analysis of tax burden distributions by
the Lorenz curve approach may note that on Graph 1A the cumalative pereentage of
tax burdens are shown on the vertical and of gross incomes brackets on the horizon-
tal axes, If the tax burdens were distributed exactly proportionally to incomes, the
observed points would lie on the 459 ray from the origin (0,0) to the unity (1.1) points,

This may be translated into values of Gini coefticieuts. Proportionally distrib-
uted burden would yield Gini coefficient, (¢ == 0. For a tax burden that is consistently
progressive the ohserved points would curve below the (0,0), (1,1) line, and the Giné
coefficient would be a positive fraction. For a consistently regressive tax burden,
fallin_ percentagewise heavier on the poorer people, the oherserved points would
like above the 450 ray; morcover, the Gind coeflicients would become a negative frace-
tion. Where the taxes vield separate regimes of regressivity and progressivi.v, the
observed line may eross or even recross the 45, ray. The Gini coeflicient would then
take its sign according to the greater importance of the progressive or the regressive
regime,

2 When dealing with such averages one should remember the story of a man
who drowned in « river on the average one foot deep.



Table 4: Distribution of Households, of Personal Disposable Incomes at Current Price and at Factor Cost,
and of the Indirect and Direct Tax Burdens by Income Brackets, Turkey, 1968
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Income Income bracket Number of Personal Indirect tax burden*  Personal disposable Direct tax burden*
bracket houscholds  disposable income at factor cost*
number income at  Variant A Variant B Variant A Variant B Variant A Variant B

current prices

1 0- 249 10847. 2.6 3 4 2.2 2.2 0 0.
2 250- 487 46092. 2.4 3.1 3.4 20.9 20.7 0. 0.
3 500- 999 167418 161.5 21.2 23.1 140.3 138.4 0. G.
4 1000- 1499 271579. 432.4 57.0 62.1 375.5 370.4 S. 0.
5 1500- 1999 302224. 677.7 88.4 96.4 589.2 581.3 0. 0.
6 2000- 2499 373281. 1053.2 138.3 150.7 914.9 902.5 6.4 59.1
7 2500- 2999 277963. 964.7 127 4 138.8 837.3 826.0 12.6 54.1
8 3000- 3499 287335. 1183.5 155.7 169.7 1027.7 1013.8 15.4 66.4
9 3500- 3999 308096. 145C.5 192.6 209.7 1257.9 1240.8 18.9 81.5
10 $000- 4499 233046. 1250.5 165.9 180.6 1084.6 1069.8 16.3 70.0
11 4500- 4999 276891. 1662.0 223.4 243.0 1438.6 1419.0 217 91.9
12 5000- 5999 398126. 2771.6 369.2 401.8 2402.4 2369.8 36.1 153.6
13 6000- 6999 427592, 3529.8 476.6 518.2 3053.2 3011.6 46.0 196.8
14 7000- 7999 326764, 3077.9 417.9 434.2 2660.0 2623.7 44.4 170.0
15 8000- 8999 284 507. 3079.3 419.7 456.0 2659.5 2623.3 88.6 168.8
16 9000- 9999 238593. 2860.9 387.5 421.2 2473.4 2439.7 82.3 158.4
17 10000- 10999 200763. 2655.9 360.7 392.0 22953 2264.0 76.4 144.7

18 11000- 11999 239760 3528.5 483.7 525.3 3044.8 3003.2 101.5 189.4

anonwiz() uvwhang puv yoruvzhizi)] uvlDI



19 12000- 12699 93499, 1499.1 199.3 217.0 1296.7 1282.0 43.1 81.0

20 13000- 13999 150088, 2565.2 347.4 377.6 2217.8 2817.6 73.8 140.5
21 14000- 14999 82005. 1511.4 208.0 225.8 1303.4 1285.6 43.5 80.4
22 15000~ 15999 79726. 1557.3 208.7 227.1 1348.6 1330.2 44.8 85.5
23 16000- 16999 104165. 21724 298.2 323.8 1874.1 1848.5 62.5 116.6
24 17000- 17999 99231. 2217 303.8 329.9 1913.2 1887.0 80.6 119.6
25 18000~ 18999 36842, 859.8 118.9 129.0 740.9 730.8 37.0 46.7
26 19000- 19999 83313. 204.8 286.3 310.5 1761.8 1737.6 87.2 108.6
27 20000~ 24999 154372, $346.3 6035.2 65454 37411 3689.9 187.1 234.5
28 253000- 29999 1863146. 6497.9 G02.8 979.4 35951 5518.5 279.7 7.4
29 30000- 39999 156311. 6772.7 964.9 1044.7 5807.8 5718.0 317.3 354.0
30 40000~ 49999 75528, 4323.7 591.8 642.8 373L.9 3680.9 254.6 234.0
31 50000- 74999 71168. 5435.4 771.6 835.7 4663.8 4599.8 377.6 289.1
32 75000~ 99999 21428, 2280.7 323.1 350.0 1957.6 1930.8 200.6 119.5
33 100000-149 999 50050. 7627.8 1114.1 12¢4.0 6513.7 6423.8 1386.4 388.3
34 150000-199999 5950. 1432.6 194.3 211.1 1238.3 122214 346.6 80.4
35 200000+ 12734, 4585.6 671.9 725.9 3913.7 3859.6 1316.7 234,6

TOTAL 6133917. 88099.5 12199.1 13237.2 75900.3  74862.2 5706.5 4668.4

* In millions of Turkish lira (TL).
Houschold data expanded to cover houscholds made of single persons and those in which the wife is 43 years or older. Income data
expanded to equate the total with the SIS estimate.
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Table 5: Patios of the Direct, Indircct, and Total Tax Burden to Gross Incomes

(T'ax Burden Added back to Incomes at Factor Cost), Turkey, 1968

Income Size

Variant A

Variant B

Group
Numbers  Direet Indircct Total Dirccet, Indircet  Total
1 0. 1318 1318 0. 1435 1435
2 0. 1302 1302 0. 1420 1420
3 0. 1311 1311 0. 1429 1429
4 0. 1317 1317 0. 1435 1435
5 0. 1305 1305 0. 1423 J423
6 .0060 1305 1366 .05631 1355 1887
i L0129 1304 1432 .0531 1362 1803
8 L0129 1299 1428 L0531 1258 .1889
9 L0129 1311 14390 L0531 1369 1900
10 L0129 1310 1438 L0530 1368 1898
11 L0129 1327 1456 L0524 1385 1909
12 L0129 U315 J444 L0525 1374 L1899
13 L0129 1333 462 L0528 L1391 1919
14 L0142 1339 1481 L0523 1398 L1922
14 L0280 d325 1604 L0520 1401 1924
16 L0280 U317 1596 L0525 L1305 1920
17 (280 1320 1600 L0517 1400 1916
18 L0280 1333 1612 L0009 J413 1922
19 L0280 1293 1572 L0531 NEYN .1901
20 L0280 A316 1596 L0519 1396 1915
21 L0280 1338 1617 L0505 A418 1924
22 L0280 1303 1682 L0520 1382 1902
23 L0280 J334 J614 L0509 J415 J924
24 L0351 1322 1673 L0512 J412 1024
25 0413 1323 1738 L0515 1423 1938
26 L0413 1340 J753 L0504 1440 943
27 LA U335 1748 L0512 L1433 945
28 LO0l3 1332 745 L0507 1431 1438
29 L0447 1361 1803 AH97 L1466 1963
30 L0556 1293 1819 0514 1410 1024
31 0630 1327 977 L0505 1460 1965
32 L0808 L1302 2111 L0408 1458 056
33 1638 1236 2774 L0484 1502 1986
34 J048 1092 .3040 0532 1395 1927
356 L2231 138 369 L0487 156006 1993
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Table 64 : Grouped Indirect Tax Burdens, as a Fraction of Gross Incomes, by Income
Braclets, Variant A, Turkey, 1968*

Income  Indirect Taxes Grouped by Base** (sce Table 33)

Bracket
Number 1 2 3 4 5 6 7 8

1 L0121 0097 L0111 L0010 00l 0173 0808 -

2 0105 L0105 L0094 L0000 L0000 0171 L0809 -

3 0117 L0102 ,0005 0010 0007 0171 L0809 -

4 L0124 0100 L0097 L0010 L0006 L0172 L0809 -

5 L0107 0 L0104 L0006 ooy 0008 L0172 L0809 -

6 0116 L0100 L0000 L0010 L0006 M71 L0804 -

7 L0121 L0097 L0103 L0010 L0005 0170 L0799 -

8 0115 L0098 L0103 L0010 L0005 L0170 709 -

9 0131 0004 L0104 L0010 L0003 L0164 790 -
10 L0128 000G 0104 L0014 004 L0169 0799 -

11 O3 0003 0110 0010 0001 17000799 -

12 0130 0097 L0106 L0010 L0004 0170 0799 -
13 L0143 0075 0127 0017 014 L0159 0709 -
14 0146 076 0130 L0017 01 159 0797 -
15 01406 0074 018t 0016 014 157 L0786 -
16 0142 0075 .27 0016 0013 0157 L0786 -

17 L0143 0075 L0129 L0015 ULt L0157 0786 -
18 A0 0075 37 L0014 011 KOt L0786 -
19 L0132 0060 L0122 0021 L0024 LS L0786 -
20 0151 L0060 132 L0020 L0018 L0150 0786 -
21 0166 L0062 0137 0019 015 0152 L0786 -
23 KU BA L0061 L0130 L0019 017 L0151 L0736 -
23 L0169 L0061 012000200 0018 0150 0786 -
24 L0157 L0061 L0137 L0019 L0018 L0100 L0781 -
25 KO bt L0051 L0149 L0021 L0030 A2 Kinnh -
206 0177 L0050 LG L0022 L0029 0140 0776 -
27 L0174 L0049 L0140 0026 031 KUBN 0776 -
28 L0186 L0037 0115 0036 LG0GT Kt 0776 -
29 L0206 L0036 L0122 L0036 0075 O Ririrn -
30 L0164 035 L0122 0034 L0069 0113 07635 -
31 0181 L1055 0116 L0036 L0070 0112 0706 0021
32 O073 0033 LOELS L0033 L0075 011 078 002]
33 L0185 033 L0126 026 L0039 0113 068D 0019
34 079 L0029 160 L0025 L0005 A102 0651 A0S
35 L0180 L0031 1S L0029 U033 L0099 L0628 L0020

* Tn Variant B, the fractions are changed onfy a little, but L0112 is then added
in all income brackets to aceaunt for the assumed forward shitting of the corporation
tax and inheritance and gift tax,

*2 e to rounding, the figures add up with a slight error to the iudireet tax
burden shown in Table 5.
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Graph 44 : The Personal Disposable Income al Factor Cost (vertical axis) in Relation
to the Nwinber of Houscholds (horizontal axis), Variant A, Turkey, 1968
(Gini coefticient G = .5659)

Sccond, our accounting misses the social security contributions. These are a
kind of income tax on wages and the missed part would fall near proportion-
ately, but only on the lower and middle income brackets. Adding them would
increase the burden of direct taxes at the lower end of income hrackets sub-
stantially, reduce the progressivity of the direct taxes, aud lewer the respee-
tive Cini coefficient.! Third, we omitted consideration of subsidies hidden in
low prices of goods and services produced by the state enterprise systen: (see
also footnote 2, p. 5). This must have resulted in some welerestimation of
progressivity or overertimation of regressivity of the Turkish tax system, off-
setting to a degree the error resulting from omission of taxes on labor income
just mentioned. Fourth, the suspected high rate of evasion of income tax
provisions (see footnote 1, p. 73) isnotreflected in the computation of the tax
burden in Vaviant A. 1t is reaconable to assume that this evasion will be con-
centrated in higher income tax brackets. This would make once more these
taxes nearer to proportional, if not outright regressive. To get such a result
from the relationships accounted in this paper? we introduced Variant B.

1 Yiiriikoght |35] thinks that adding contributions to pension plans could make
even these taxes regressive, but we doubt whether the Variant A would have shown
this,

2 "o obtain this result we assumed that the income tax after the lowest income
exemption is proportional to incomes and that the corporation tax and gifts and
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The burden of direct taxes in Variant B is shown in Graph 113, Observa-
tion points lie nearly on the 45° ray and the Gini coefficient, Gyp = 0009, i.c.
for practical purposes is nil. Table 5 shows the direct tax burden in Variant B
to be nil for the lowest income tax brackets, then rising to about 5 percent
and varying only slightly around this level,

Usually one helieves that indirect taxes are regressive, hut mueh depends
on which goods ave taxed. Iere the Turkish tax svstem corrects the overly
proportional thrust of direct taxes to a degree by making indirect taxes near
proportional, Table 5 shows this burden is about 13 per cent of gross income
for all brackets in Variant A and 14 per cent in Variant BB. Unlike the case of
direct taxes in Variant A, the averages per income bracket are meaningful,
everybody paying these taxes through his consumption. The Loyenz curve for
the indirect tax burden is shown in Graph 2A. The points are nearly on the
45° ray and the Gini coefficient is virtually zero, namely Gay == — 0153,
For Variant I3, Gop == 0144,

Table 6A ofters disaggaregated indirect tax burdens for Variant A, gronped
acccording to common bases. First we note minor fluctuations in each series,
which have to be smoothed over before we can pass judgment whether this
group of taxes is progressive ov regressive. The fluctuations are due to com-
position. Our basic cell is income or tax burden in anincome bracket of a griven
region, and incomes or tax burdens for the sume income bracket differ be-
tween regions. The latter also difier in the respect to taste for different con-
sumption goords. Aggregation of populations of regional cells for Turkey as
whole yiclds then locally irregular but clearly visible trends over all income
brackets. Second, we find some grouped tuxes falling progressively. Specific-
ally this is observed with respect to taxes on transportation (group 1), on
“other’”” consumption goods (group 4), on savings-investment gonds (group H)
and with respect to 50 per cent of taxes on motor velicles (group 8). Regres-
sivity is shown by taxes on food (group 2), on housing (group 3), on food, hous-
ing, clothing, furniture, health and personal care, and transportation (group 6)
and on personal disposable income (group 7). The last result is not a compnta-
tional error. The burden of this tux was allocated in proportion to personal
disposable income in each cell, but the pereentage (fraction) was then comput-
ed by dividing the burden allocated to the cell by gross income of the cell
made of personal disposable income plus the direct tax burden on such in-
comes. 1t is this fraction that, as expected, shows regressivity, In Variant BB
we found slightly differing numbers with the same trends. Ba addition to the
burden of grouped taxes (1 to ) we had to add also the burden of the corporate
tax and of gifts and inheritance tax assumed shifted forward to consumers,

Combining the direct and indireet tax hurdens together we get the dis-
tribution of the total tax burden. Its distribution becanse of the greater weight

sheritance tax are shifted forward in full, hence are part and parcel of indireet taxes.
These assumptions may sound “radical” to some of our readers, but considering our
objections to the results in Variant A, the Variant 13 results become plausible, In
other words, even if the two assumptions underlying our Variant I3 are not aceept-
nble to some economists, their applicution yiclds results that are probably close to
the truth.
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(ubout 65 per cent) of indivect taxes is near proportional in Variant A and
completely proportional in Variant B. In general, we find the poor in Turkey
pay 13 to 14 per cent of their incomes in taxes and the rich, depending on the
rariant, 20 to 34 per cent. Uraph 3A shows the near nroportionality of the
total tax burden. In terms of Gini coetficient, Gy = 1410 and Gy = .0109.
Despite narrowing of the gap between the two variants our preference for
Variant B still stands, though it no longer matters much. 1t is also obvious
that the rather lightly tapped incomes of the rich and of the middle classes
in Turkey provide Turkey with a large tax revenue potential,

These results, surprising as they may be, were not surprising to us. Krzy-
zaniak [10], studying Turkish expenditures over the period 1950-69, found
that the Turkish tax structure on the average was proportional. e, however,
qualified his findmgs, stating, “that, of course, does not mean that Turkish
taxes and government expenditures had no redistiibntive effects on the aver-
age. Also, in the mix of tax and mix of expenditures some of these policies
may have had strong redistributive effects, as long as other policies had com-
pensating effects in the other direction.” We are now in position te remove
some of these qualifications. The Turkish government elected a tax policy
(expenditure policy requires its own st udies) that made iv neutral as a redis-
tributional foree, This holds for its direet and especiany for its indirect tax-
ation.!

Let ns now consider what changes in the distribution of personal dispos-
able income resulted from this policy. Onee the proportionality of indirect
taxation, and near proportionality, or more likely proportionality of the total
taxation, in Turkey is estal.lished, it is not surprising to find that the distribu-
tion of incomes at factor cost differs little from that in current prices. There
is even less difference between the distribution of personal disposable incoine
at factor cost between the two variants.2 Graph 4A shows the Lorenz enrve
for Variant A, In terms of Gind coefticients, we find that in current prices,
relating incomes to number of households, G == 5677, end at factor cost for

Tavtant A, Ga o .64, and for Variant B also Gy =+ 5609,

Al this points out that af presed, there exists a strong Tnequality of income
distribution in Twrkey (public goods contribution to individual's welfare dis-
regarding). The Turkish government in the past did not interfere in it, at least
through its tax policies. Also, the oveall burden of twses i rather low. Thus,
there exists a substantial tae rerenue potential botlein the form of possibilities
of higher tax rates on all income groups and in pussible progressive taxation
of middle and upper income clisses.®

1 One should not read this as @ condemnation of the Turkish government for
pursuing socially and/or morally “wrong” objectives, As long as no internal disorder
and weakening of state’s cohiesion resulted (and none seems to have ocearred), this
poliey may have contributed toa faster rate of growth and economie development.

: Phiee factors are here at work, First, the personal disposable income was
computed net of direet taxes. Second, the distribution of the indireet tax hurden is
proportional hoth in the Variant A and B, Third, indireet taxes in Turkey represent
Jess than 10 per cent of GNP (sce also [ 10]),

o If the agrivultural sector is undertaxed, a higher taxation rate on this scctor
is another possible aspeet of this tax revenue potential,
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