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ANALYSIS OF FISCAL PERFORMANCE: TURKRY

INTRODUCTION

The purpose of this paper is to present pertinent data and analysis
regarding the saving and investment patterns of the consolidated central
government and of the public economic enterprises for the recent past and
the near future. Financial and direct revenue sources available to finance
investment are shown in soue detail. Recent Tegal and administrative
changes which have affected revenue sources are discussed. The TFY 1971
and 1972 budgets are examined in detail with some reference to the proposed
budget for TFY 1973. Finally Third Five year plan public sector macro
targets are described. Tables and annexes are found at the end of the
paper.

This examination of the financial situation of the Turkish public
sector points out some problewns which forebode difficulties in the
ability of this sector to generate the necessary Turkish lira savings to
meet investment targets in the following years.

CENTRAL GOVERNMENT ACCOUNTS

The central government revenue and expenditures have become Increasingly
more important in relatfon to GNP fror 1965 to 1972. (See Table 2.)
Domestic current revenue has increased 281 percent, whercas current
expenditures have increased 249 percent. Expenditures on physical capital
formation doubled of which surplus on current account was eble to finance
only some fifty percent. (See Table 7.)

PUBLIC ENTERPRISE ACCOONTS

Consistent operating surplus data for public enterprises are not avail-
able. However, Table 3 is a consolidation of data aimed at consistent con-
cepts of plysical investment expenditures and savings. Actual investments
of public enterprises increased five and a half fold between 1965 and 1972
doubling their share of GNP. (Sce T=ble 4.) oOn the other hand, their
operating surpluses were only sufficfent to finance a vary small amount
(3.9 percent) of all investment during this period. Dpissavings were
realized between 1969 and 1972. (See Table 3.) Loans from the State
Investment Bank (itself a financial public enterprise), geueral budget
transfers and foreign project credits provide the major portion of finance
for public enterprise investments.

COMBINED PUBLIC SECTOR INVESTMENTS: FUNCTIONAL BREAKDOWN

Public seotor investments as a whole increased 177 percent over the
period 1966 through 1972, with public enterprises increasing their proportion.
A functional breakdown reveals a shift from investment in agriculture to
manufacturing, while investment in the trangportation and energy sectors
commanded large resources. (See Table 5.)



PERFORMANCE RATIOS

Both public and private sector investments show increasing proportions
of GNP from 1756 to 1770, with corresponding drops in consumption ratios.
(See Table 8.) The public sector increased its proportion of expenditures
(consumption plus investnent) @ver this period relative to that of the
private sector. The increasing tax ratios reflect this fact. l However,
the increase in taxes was used for an increase in public consun:ption iainly
as a result of implementation of the State Personnel Law (which raised the
wage bill) and of increased costs as & post-devaluation phenor.enon.

In 1971, the public sector consumption ratio increased sharply while
the investment ratio dropped significantly. There were drops howeg?r in
both the coneurption and investrent ratios of the private scctor. =’ 1Invest-
ment activities of the private sector were slow in 1971; however GNP growth
was high because of a good agricultural perfornance and factor income from
abroad. This cuubination led to a smaller ratio in 1971.

COMBINED PUBLIC SECTOR SAVINGS

Despite significant data problems, Table 7 provides an indication of
the trends of the savings and investment ratio for the Central Government
and the public enterprises. The public enterprises have only generated
5.5 percent of funds to finance their investment, whereas the central govern-
nent has financed about half of its investrent from current account surplus.

l/ See Annex 1 on Turkey's tax revenue perforrance relative to selected
countries.

3/ The 1971 marginal ratios show that cnly 5.1 percent of the change in
GNP 1is reflected in public investment and 24.3 percent of the change
In GNP is reflected in public consumption.
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THE 1971 CENTRAL GOVERNMENT BUDGET PERFORMANCE

The 1971 fiscal year (March 1, 1971 -~ February 29, 1972) closed with
central government expenditures at TL 47,3 billion, 23 percent above budget
targets, (See Table 9,) Total revenues (including long~term borrowing) were
TL 41,6 billion, 8 percent above comparable budget figure. This resulted in
a TL 5.8 billion shortfall that was met through extra-budgetary sources -
largely through increases in the liability balance of the treasury to the
Central Bank, 1/

The increase in overall expendituras over budget targets was mainly a
function of the unexpected 64 percent increase in transfer expenditures and
the 11 percent above budget increase in current erxpenditures, Since regular
revenues (excluding long-term borrowing) also increascd 10 percent more than
expectued, the unexpected TL 8,9 billion increase in exnenditures was offset to
the extent of TL 3.7 billion in regular revenues, However, a TL 0,6 billion
shortfall in anticipated borrowing contributed to the total TL 5.8 billion
shortfall in the sum of regular and borrowed income minus total expenditures,

L

t
The facts revealed by and underlying thesc data can be summarized as

follows:

1. The expenditure burden of the public sector was not calculated in a
consistent manner; there are indications chat budgeting for the several major
components of expenditures was not coordinated, For example, TFY 1971 budget
transfers to state cconomic enterprises (SEEs) were set at a level below the
TFY 1970 realized figure despite an anticipation of wage increascs through
collective bargaining agreements which by virtue of their legal set up would
have to result in increased budgetary transfers - these enterprises not being
free to raise their own prices, The government raised prices of key SFE
products in July 1971 in recognition of the inability of the budget to carry
this burden, Despite this, budgetary transfers to SEE's reached TL 6,5
billion compared with a budgeted amount of TL 3,1 billion, '

— e ————————

1/ o TFY 1971
(TL 1Mil)
Percent
Central Government Budget Actual (2) / (1
(1) (2)
Regular Revenucs® 35,572 39,237 10.3
Long~term Borrowing 2,900 2,347 -19.1
Total Revenues 38,471 41,584 8.1
Less: Total Expenditures -38,471 =47,345 23.1
Equals: Extra-budgetary
needs - 5,761 -

*includes revenues from savings bonds,
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2, Current expenditures increased 48,8 percent over 1970; 10,7 percent
more than expected, Prices cverall increasel some 20 percent Juring TFY 1971,
with particularly sharp increases in heating, lighting and communication
expenses of government agencies. Thesc factors partially explain the in-
crease in current expenditures, 1/

3. Although total investment expenditures were only slightly below
budgetsd  amounts, it is mislealing to say that investment goals were rcalized,
Price increases of lomestic industrial raw materials, wage increases (included
in cost of investments) and underutilized planned foreign exchange funds for
imports suggest that actual physical investment targets were not met,

4, The great increase in the transfer expenditures of the budget (64
percent above budget) is mainly accounted for by:

a. increased transfers tc SEE's, (TL 6.5 billion)

b. increased debt servicing (approximately TL 3,7 billion agzinst
a budgeted TL 2,3 billion), and

Ce increased expropriations of land,

THE 1972 BUDGET

The first Lrim Government proposed a balanced budget for TFY 1972 in
December 1971, The proposed budget callad for expenditures of TL 51,930
million, 34,9 percent above 1971 bulgeted expenditures an! 9.7 percent above
1971 actual eupenlditures. Revenues were set 26,6 percent above 1971 actual
revenues (including long-term borrowing), HNew taxes and amendments to existing
tax laws were proposed by the fiscal authorities to finance this budget,
Arguments by the Minister of Finance that new taxes and increased rates were
essential to relieve inflationary pressure did not convince the budget's
critics, Scholars and parliamentarians argued that personal disposable income
simply would be transfered to finance larger current government expenditures;
accordingly increased taxes would not be anti-inflationary,

A recent
;J -/ OECD report puts emphasis on an increase in emplcyment as an important
contribution to current expenditure increases, A January 1973 statement
by Finance Minister MlUezzinoglu supports this contention, (Cumhuriyet,
January 19, 1973,)
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By the time a balanced bulzet was passed by the parliement, expenlitures
were set at TL 51,968 wmillion. (Sce Table 1,) The uncertainty of enacting
all the propased revenue bills le! to the insertion of e maniztory ten percent
cut on total expenditures of ench General and Annexcl Budzet Agency (excluding
the 1tems on lcbt servicing), This mandatory expeniiture cut would have
reduced 1972 budget expenditures to TL 47,382 millicn (almost equal to
actual toutal expenditurcs in 1571 but 23,1 percent above the approved budget
total of 1971),

The financial transfers fruw the Central Gevernment te SLE's were divided
into twc compunents in the 1572 budget for the first time: (1) the traditional
direct transfers from the budget - TL 5 billion bulgeted and (2) an invest-
ment fund at the State Investnent Bank (SIB), (Sce Table 3,) The SIB funi,

TL 4 billion to be financed through long=torm borrowing, was plani:cd to be
adminustered by 2 beari of experts. It woul!d eventually becone a revelving

fund which woull constitute the nain outsiie financial source of SEE's thus
reducing their Lurden on the centrzl government budget, Traditionally, all
government financing of SEE's was male throvgh the budget, Therefore, for
proper couparison this TL 4 billion sheoulll be adled to the revenues as borrowing
and to expenditures as transfers te SEE's of the Central Governmi:nt. The purpost
of separating out the fun! appears to have been both a desire to present a
balanced bulyet and to give a different status to this fund. The 1972 budzet
law contains clauses to record TL 3,5 billion of the lenz-teru berrowing in the
final budgetary accounts,

The SIB Investment Funid's sources were planned as follows:

Domestic Lorrowing: TL MZ1llion
Development bon:s 2,500
Government Employees' Rctirement Fuad 500

Fcreiun borrowing:

Program lcans from the U,S. 500
Governnent bonds to be sold to warkers abroad 500
4,000

1972 BUDGET PERFORMANCE AND THE 1973 BUDGET PROPOSAL

Data on the 1972 consolidated budget performance shown in Tgphle 10 are
State Planning Organization estimates, The 1973 budget proposal is that
submitted to Parliament and differs slightly from the 1973 Annual Program
estimate, Presented for compariscn with the TFY 1973 tudget proposal are
regular revenue collectinns ani tctal expenditures (1962-1972) bruken down as
current, investment and transfer expenditures., (See Tables 10 and 11.)
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The years 1970 anl 1971 are not typical; the former being the year of the
devaluation, the latter being influenced by several nublic finonce
changes describad abave. The year 1969 1is ncre typical.

Revenue collections for 1772 were 14 percent lower than anticipated.
This lower c-llectisn is attributable rainly to failure to ennct several
nf the anticipate! arendrents in tax laws. Total "'resular rcvenues”
increase. by 20.0 percent in 197217, Of these, '"tax revenues" showed a
20.3 percent incrense in 1972. fecording to some studics in Turkey direct
tax revenues have 2 1.3 - 1.5 elasticity coefficient to GNP. 1971 was
characterize! by high price increnses. Therefore the 20.3 percent increase
in 1972 lirecct tax revenues arobably reflects in great part collections an
inflation - affecte! incumes »f 1971. g?nethcless, annual ravenues were
about ten percent lower than expectedl, £

The t.utal cxpenliture estirate, on the other hand, is TL 53,855 million,
3.6 percent above the .riginal bulget an:l 13.8 percent above the authorized
anvunt including the ten percent taddatory cut, The fact that total expendi-
tures rose by -nly 13.8 percent in 1972 suggests great efforts on part of
the Govermient tc¢ hold down expenditures, 2/ especially in ccnsideration of
A 14,7 percent increase in the general wholesale »rice index between Noverber
1971 and Noveuber 1972, This atteripted restraint, hcwever, has nat been
sufficient t. produce a halanced! budget - nor one which could be financed
through planned berrowing. (Sce T~ble 10, line l.c.)

£ closer look at the conposition of expenditures is useful. Since 1969,
current expenditures have corprised a rather constant Qroportion (45-48
percent) of budget totals, vhereas the shares of investrents have kept
declining and those of transfer expenditures have increased. 1972 budgeted
investrients iake up 18.0 percent of total expenditures, vhile estimated
actual investrents nake up snly 16.3 percent of the total expenditures, a
ratio lower than in preceding years.

1/ compared with 15.4% in 1969.

2/ A significant portion of the increase of 36.2 percent in "tax revenues"
in 1971 is attributable to the increase in personal income taxes generated

by higher wages and salaries in the public sector, new capital gains taxes on
real estatc, retail sales taxes, taxes on football pools, vehicle and real
estate purchase taxes and the construction tax. The high increase in overall
"regular revenues" (30.6 percent) in 1970 was not so much a result of higher
tax revenues (20.6 percent in 1970 cver 1969) but rather a high jump in other
regular revenues (102.0 percent), The increase in this category cannot be
identified by specific source because of lack of detail in the accounts,

2/ Annual actual expenditures increased 14,3 vercent in 1969, 26.7 percent
in 1970, 44.2 percent in 1971, 13.8 nercent (estimated) in 1972 and are

expected to be 15.1 percent more in 1973 than the estimated actual amount
of 1972,



+ An attenpt to reverse this trern! is apparent in the 1673 Eulget,
Investment oxpenditures in 1273 arc planne! tc increase 63,2 percent to r<ach
23,1 percent of the totel bu'sct, This proportion although  not high in
cunparison with 156S and 1270 purforuances ioplicitly assuzes that the SEE's
will achieve positive savines en current account an! will not have te resort
to further budgetary suppert to finance investments, Durin;; recent years
transfers to SEE's have bLeen the main factor in increasing the sharc of
transfer expenditures ir the budget 1/ rhether or nsot the governnment can kecp the
111 on transfer cxpeniitur:s is a key issue in the 1973 bulcet irrlementaticn,

for 1972

o8 regards the compsnents of the sc—called SIB Investment Tund,/TL 2.5
billion in development Lunls has leen sall to be scld and TL 700 uillicn is
expecte.l {rom pregram loan counterpart, The plan te float TL 506 million in
bonls in Curovpe was not carricl through,2/ The toard t< atzinistcr the Fup!
has nut Leen set up, Lz 2 result the estinmate! realization of TL 3.2 Yillien
in borrowving nm2y show up as a -lirect budpet iten with transfers ma-de to SEE's
on the expenditure sie,

Some cunclusions abaut the 1372 hulret perforaance and its ramifications
on 1973 can be ‘rawvm,

l. & balanced Lulgzet ia 1772 as indicatcd by Tatle 10 was n-ot achicved nor
is one predicted for 1973, Thue revenue estinntes of the 1772 budpet were
based on assunptions of anmenducnrs in cax laws whicin 41! not naterialize,
However the 1973 estimates seen realistic, ccterus paribus, Furthernore, if
the tax amdndments are enacted then the revenues nay be more than cxpected
resulting in a lower deficit for 1973,

1/ Ccnsolidatel transfers concist nainly of various forms of payments
to SEE's, cebt servicing and social welfare payments,

2/ Neither will this scheme be implementec 73 since all TL 4
billion of anticipated Lorrowins is to he/lomestic resources.
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2. Local povernments remain in grave financial difficulty especially
in face of rapid urbsnization, The municipal revenues bill that was to yield
TL 500 million has not been passed, The rates of the real estate tax hill
which was to yicld TL 400 million were reluced in Parliament; estimated
revenue collection is about TL 20C million,
1973 finds local governments ,especially in the metropolitan arcas, feeinm
expensive-tiy~svlve problems of air and water pollution, insufficient water
supplies, deteriorating utilities and services. The Minister of Finance is
urging the Parliament te pass the Municipal Revenues Bill, but there is no
news as to any definite action for 1973,

3. The financial situation of the SEE's is such that there is a
continuing requirement for large scale budgetary support, Unless their current
financial situation improves drastically and quickly, a highly unlikely phenomen-
on, there is little reascn to expect less need for outside resources in 1973.1/

4, The public sector investment performance was above that targetted for
1972 as a result of public economic enterprises surpassing expectations,
Central Government investments whdch include military investments were 96 per—=
cent realizedl, On the other hand the 1973 program public enterprise invest-
ments are about cight percent above 1972 realized estimates, while central
government investments are expected to increase 63 percent. There may be
difficulty in holling to these program targpeta,

THIRD FIVE YEAR PLA!l PUBLIC SECTOR MACRO TARGETS

Public sector income and expenditure, subdivided as central government,
public enterprises and lccal administrations are treated in some detail in
tables 107 thrcugh 117 of the TFYP. 2/

Total public sector income is estimated to increase 10,6 percent per year,
while expenditures will increase 9.2 percent per year, As a result "additional
financing requirements" at TL 5,6 tillion in 1972 will decrease to TL 3.3
billion by 1977. Current public expenditures increasing at 8,0 percent per year

1/ For example, the Ministry of Cormwrce has announced a “price stabilization"
nmeasure to be that SEE's will not raise prices. On the other hand
budgetary support is called for to subsidize lower interest rates to
industries, tc establish the aircraft inlustry, etc.

2/ See Official Gazette No, 14374, November 27, 1972 for Third Five Year
Plan tables referre! to in this section, A translation of these tables
is also found in USAID "Unofficial Translations and Summaries of
Selectud Sections and Tables of the Third Five Year Developmuent Plan
(1973-1377) ~ Turkcy,'Decenmter 1972, Article Code 50,



will allow public savings to increase at 18,9 percent per year, (See

Tables 111-115,) Public sector savings at TL 16,6 billicn in 1972 are
expected to reach TL 39,5 billion in 1677, rising from &,7 percent of GNP to
14,1 percent, respectively, thus reducing the public savings - investment gap
to TL 100 million., (See Table 105.)

Factor income particularly from profits of proZucing public enterprises
will rise from 12,8 percent to 20,1 percent of public sector incone. Social
funds' net contribution eon the other han! are expected tc Le negative by 1977,
Foreign credits will aiso decline significantly, (See Talle 110,)

Public enterprises Jisposalle income (savings) is estimated to increase
15.6 percent per year, but becausc of their high investment level (deapite
a lower annual rate of increase in investment during the TFYP ;| 12,5 percent) a
savings gap will remain, (See Table 116.,) Social security fund rcsources 1/
Jecline during the TPYP so the main savings' burlen falls on procucing enter=-
prises,

Paragraph 2116 of the Reform Scction of the TFYP states that public
administraticn is behind the times and shett of the requirements for develop-
ment via industrialization established in the MNew Strategy anl the require-—
ments of integration with the EEC 2/. On the other hand, paragraph 2113
states that the realization of plan targets, resource allocation and the neces—
sary follow up depends on the cffectiveness and efficiency of public administra-
tion, Principles and measurcs are suggested in paragraphs 2135 through 2141,
Overall reorganization of SEE's is envisaged according to paragraphs 2142
through 2196,

The emphasis of the twenty-two year strategy and the Third Five Year Plan
(TFYP) is cn industrializaticn based on heavy capital investment expenditures.
The TFYP foresses an increase in the marginal savings mate of the public
sector as the provider of the bulk of funds to finance this investment, In
1672 public savings were estimated at TL 16,6 billion, 8,7% of GNP compared with
private savings of TL 20,9 billion, 10,9% of GNP, By 1977 public savings will
reach TL 39,5 billion, 14,1% of GNP, while private savings will be TL 31,5
billion, 11.3% of GNP. (That is out of TL 280.7 billion comestic savings generate
in the TFYP, the public sector will be responsible for 54 percent), 3/ 1t is
difficult to see these goals attained given performance in the recent past, the
state of inflation still existing in Turkey and political realities.,

1/ Social security funds arc already seen to be "shaky". Sce speech of Minister
of Labor Uzunor reported in Milliyet, January 27, 1973,

2/ See Annex 2 for comments by international organizations on Turkey's
budgetary management,

3/ See Table 105 of TFYP,
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REVENUE (DOMESTIC)
a.Direct Teoxes
b.Indire:t Taxes

Total Tax Revenue

c.Non-tax Revenues

Loss:
CURRENT EXPENDITURES

a.
b.
c.
d.
e.

£.
g.

Dzfense
Agriculture
Education

Health
Transportation &
Communication
Interest payments
Other

Equals:
GOVERNMENT SAVING

Less:
CAPITAL EXPENDITURES

a. Physical Investment
(of which purchases of land)

b.

Debt Repayment
1. pomestic
2. Foreign

TABLE 1

CONSOLIDATED CENTRAL GOVERNMENT ACCOUNTS

(Current Prices, TL Million)

Actual

1965

11,667
3,213
7,112

10,324
1,343

10,180
3,421
421
1,906
526

538
450
2,908

1,487

4,833
3,619
r222)
770
(286)
(484)

. Increase in Financial Assets 444

1966

13,665
3,966
8,534

12,500
1,165

11,716
3,864
497
2,256
635
691
568
3,205

1,949

6,019
5,060
(233)
722
(445)
(277)
237

1967

18,208
4,809
10,122
14,931
3,277

13,933
4,300
562
2,519
701

661
664
4,526

4,275

7,084
5,886
(319)
855
(526)
(229)
343

1968

18,841
5,385
10,855
16,240
2,601

14,571
4,771
532
2,800
761

757
788
4,162

4,270

8,104
6,664
(512)
841
(507)
(336)
599

Budget
1969 1970 1971 1972
23,287 26,887 33,807 48,263
6.600 8.350 10,600 14,800
14 649 15.710 19.122 27,260 .
21.249 26,060 29.722 42,0603
2.038 2.827 4.096 6.203
16,965 19,316 25,394 34,7194/
4.878 5,125 7.149 9,024
670 820 1,309 2.045
2,932 3,109 4.83% 7,715
879 881 1,217 2.100
1,168 1,135 1,490 2,124
1,040 981 1,696 1,844
5.398 7,265 7.699 9.867
6,322 7,571 8,413 13,544
9,705 10,580 13,078 17,249%/
7.497 7.500 8.767 10,405
(816) (762) (963) (1,070
1,236 1,926 2,375 3,716
(634) (960) (933)  (1.714)
(602) (966)  (1,442) (2.002)
962 1,154 1,936 3,128



CONCEPTS AND DEFINITIONS FOR TABLE 1

REVENUE

a. Direct Taxes include income and corporation taxes only in line with
~the TATTEd Natior's definition. (The Ministry of Finance includes other items.
b.

Indirect Taxes include all taxes other than income and corporation

plus state rights on minerals and petroleum.

3. Non-tax Revenues include property income, fees and fines and transfers
from individuals. Some debt repayments to government and foreign
transfers are also included because they cannot be separated out,

CURRENT EXPENDITURES

a. Defense includes all expenditures by and for the account of (as far
as identifiable) the Ministry of pefense and the general command of the
gendarmery.

0. Agpriculture includes current transfers, purchases of goods and
services of the Ministry of Agriculture (otker than schools), State
Production Farms and the Forestry Administration. Current purchases
and transfers for irvrigation services (Tooraksu, for example) are
included.

c. Education includes all current purchases and transfers for schools,
museums, qand other cultural services(other than military) regardless of
the ministry under which such line items appear.

d. Health includes current purchases and transfers by the Minlstry of
Health (excluding schools) and the General Directorate of Health on
Coasts and Borders.

e. Transport and Communication includes current expenditures of the
Ministry of Communication and the State Highways Department,

f. Interest paynents are on public debt and may include overdue payments.

8. Qther includes all items not elsewhere classified. Current expendi-
tures of the (DSI) State Hydraulic Worksand the Ministry of Public Works
(despite their investment activities in irrigation and transportation,
respectively) are included because it is impossible to distinguish the

share of current expenditures that should be allocated to irrigation and
transportation,



GOVERNMENT SAVING

Government saving is conceptually equal to surplus on current account.

CAPITAL EXPENDITURES

a. Physical Investment includes annual investment in land, construction,
machinery and equipment and major repairs.

b. Debt Repayment of principal is a decrease in financial liabilities.

c. Increase in Financial Assets, included in capital expenditures in

the AID 10-74 Forms, is separated out. It is composed of long-term loans
to both the private and public sector enterprises (mainly) and capital
participation in public enterprises.

BALANCE
Balance is the deficit of the central government. Tt is financed by:

Domestic Borrowing which ircludes long and short term borrowing.

a., b. Havings and Development Bonds are issued against long-term
borrowing.

c. Extra-budgetary Sources are a result of short-term advances to the
Treasury from the Central Bank, deferred budgetary expenditures and
cash assets of the Treasury. The figure represents an annual flow of
the ccmbined balances.,

Foreign Borrowing is distinguished between general and Annexed Budgets
only. All foreign borrowing is long-term.

a. Local Currency Proceeds of Foreign Loans for General Budget include
U.S. program loans, other consortium loans, ctc.




TABLE 2

CONSOLIDATED CENTRAL GOVERNMENT ACCOUNTS

AS PERCENT OF GNP

Actual
1965 1966 1967 1968

REVENUE (DOMESTIC) - 15.6 15.4 18.5 17.2
a. Direct Taxes 4.3 4.4 4.8 4.9
b. Indirect Taxes 9.5 9.6 10.3 9.9

Trtal Tax Revenue 13.8 14.1 15.1 14.8
c. don-tax Revenues 1.8 1.3 3.3 2.3

Less:

CURRENT EXPENDITURES 13.6 13.2 14.1 13.3
a. Defense 4.5 4.3 4.3 4.3
b. Agriculture 0.5 0.5 0.5 0.4
¢. Education 2.5 2.5 2.5 2.5
d. Health 0.7 0.7 0.7 0.6
e. Transportation and

Communication 0.7 0.7 0.6 0.6
f. Interest payments 0.6 0.6 0.6 0.7
g. Other 3.9 3.6 4.6 3.8

Equals:

GOVERNMENT SAVING 1.9 2.2 4.3 3.9

Less:

CAPITAL EXPENDITURES 6.4 6.8 7.2 7.4
a, Physical Investment 4.8 5.7 5.9 6.1

(of which purchases of
land) (0.2) (0.2) (0.3) (0.4)
b. Debt Repayment 1.0 0.8 0.8 0.7
. 1. Domestic 0.3) (0.5) (0.5) (0.4)
2. Foreign (0.6) (0.3) (0.3) (0.3)
€. Increase in Financial
Assets 0.5 0.2 0.3 0.5

Budget _

1969 1970 1971 1972
19.2 19.1 18.8 22.5
5.4 5.9 5.9 6.9
12.1 11.1 10.6 12.7
17.6 17.1 16.5 19.6
1.6 2.0 2.2 2.9
14.0 13.7 14.1 16.2
4.0 3.6 3.9 4.2
0.5 0.5 0.7 0.9
2.4 2.2 2.6 3.6
0.7 0.6 0.6 0.9
0.9 0.8 0.8 1.0
0.8 0.6 0.9 0.8
4.4 5.1 4.2 4.6
5.2 5.3 4.6 6.3
8.0 7.5 7.2 8.0
6.2 5.3 4.8 4.8
(0.6) (0.5) (0.5) (0.5)
1.0 . .3 1.7
(0.5) (0.6) 0.5) (0.8)
(0.4) (0.6) (0.8) (0.9)
0.7 0.8 1.0 1.4



TABLE 2 (Continued)

BALANCE
Financing of the Balance:
Domestic Borrowing:
a. Savings Bonds
b. Development Bonds
c. Extra-Budgetary Sources

Foreign Bor-owing:

a. Recorced in the General
Budget ’

b. Annexed Budget Project
Loars

Actual

0.0

1966

1967

Source: Tahle 1 data. GNP is new series. See Annex 3.

Budget
1969 1970 1971 1972
2.8 2.1 2.6 1.7
1.6 1.0 1.1 1.4
C.6 0.6 0.6 0.6
0.4 0.4 0.4 -
0.4 0.0 - 0.8
1.1 1.1 1.4 0.3
0.9 0.¢ 1.1 -
0.1 0.2 0.2 0.3



TABLE 3

PUBLIC ECONOMIC ENTERPRISES
INVESTMENT AXD ITS FINANCING
(Current Prices, TL Million)

PROGRAM ACTUuAL
1965 1966 1967 1968 1969 1970 1971 1972 1965 1966 1967 1968 1969 1970 1971 1972
Amt— — —— Sty — —— — — — — — —— . — — e — —
By Sector: l’
Agriculture 30 21 28 46 60 17 1 19 21 15 15 s 51 12 n.s. n.a.
Mining * 563 621 587 393 380 422 665 1,314 534 675 483 385 417 571 n.a. n.a.
Manufacturing 1,028 997 1,423 1,527 1,824 2,528 3,901 6,391 540 907 1,185 1,580 2,199 2,726 n.a. n.a.
Eoergy 565 663 575 658 1,106 1,352 1,376 1,552 408 514 494 721 1,018 1,539 n.a. n.a.
Transportation 542 559 608 671 521 684 765 1,470 359 497 515 716 - 727 981 n.s. n.a.
Other Sarvices 304 264 320 303 307 309 257 313 254 321 364 403 - 399 345 n.a, n.a.
TOTAL INVESTMENT 3,032 3,124 3,541 3,599 4,198 5,314 6,975 11,059 2,115 2,928 3,057 3,839 4,810 6,173 7,363 11,620
TOTAL SAVINGS ¥y 1,948 1,472 1,715 2,227 -858 241 279 -3,343 287 940 75 353 -708 -579 -1,933 ~778
EXTERNAL FINANCE: 1,084 1,652 1,826 1,372 ‘ 5,056 4,973 6,696 14,402 1,828 1,988 2,982 3,486 5,518 6,752 9,296 12,398
General Buigst Transfers 759 1,217 1,316 872 1,536 1,900 3,000 5,306 726 721 613 807 1,635 1,784 4,714 4,144
Yoraign Project Credits 3/ 325 435 510 500 700 e50 2,200 2,652 188 227 147 447 983 2,412 2,314 2,394
Loans of State Investment Bank = - - - - 2,820 2,223 1,496 2,444 858 1,004 2,222 2,23z 2,900 2,556 2,268 2,110 &/
Other Sources - - - - - - - 4,000 55 37 - - - - - 2,750 5/

Details msy not add to totals because of rounding. Pubiic econamic enterprises include i1l producing and financial firms defined by law 440,

y
Py

e iz

By sector of origin of spending firm.

Savings are defined in general as "net surplus™ of enterprises available to finance their investments.
liabilities and current transfers sre included except fuor those listed as “external finance."”
equivalent to the UR definition of “operating surplus”.

from "total investment” to arrive at a consistent series

Until 1968, State Investment Bank losns are in:lud.d-in total savings of prograc data,

Changes in financial assets and
Therefore this concept of "savings" is not
It is estimated by subtracting "total external finance to finance investment"
for this table.

This figure is taken from the 1973 Budget Proposal as SPO again returned to the pre 1969 form of classification (See footnote 3 above).

TL 2,500 million of other sources is 1 long~tern borrowing through the SIB Fund and TL 250 million is net short-
adjustment for comparability is also taken from the 1973 Bud

Transfers.

Source: SPO Aonual Prograws.

tern borrowing.
get Proposal as SPO presentation lu=ps this amount with General Budget

This



4.1

0.4

3.5
0.3

3.1
0.1

3.3
1.1

0.4

TAELE &

(Current Prices)
1972

3.9
0.2

IC ECONOMIC EXTEZRPRISES INVESTMENT
1971

A*D ITS FINANCING AS PERCENT OF GXP

-

FLal
3.8

1970
0.2

1969
3.5

1468
3.3
2.0

1967
3.6

1966

3.5

1965
2.6

3/

2/ 3/

Foreign Project Credits

Other. Services
General Budget Transfers

Manufacturing
Traosportation

Agriculture
Eneryy

Mining

TOTAL INVESTMENT

TOTAL SAVINGS
EXTERNAL FINANCE:

8y Sector: l’

Loans of State lanvestmant Bank

Other Sources

Sse Footnotes on Table 3.






TABLE 6

NP

TOTAL PUBLIC SECTOR INVESTMENT
AS PERCENT OF

ACTUAL

PROGRAM

1972 2/

1™~
2l

71

o
f

1970

1969

n.a.
N.a.
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.
N.a.
n.a.
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By Branch of Public Sector:
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See Annex

GNP is new serles.

See footnotes on Table 5.



TABLE 7

SAVINGS, FOREIGN BORROWING AND INVESTMENT
(Current Prices, TL Million)

ACTUAL

1965 1966 1967 1968 1969 1970 1971

Central Government
Savings 1,487 1,949 4,275 4,270 3,264 4,910 1,613
(Change in Savinss) - 462 2,326 -5 -1,006 1.6106 -3,297
Investment 3,619 5,060 5,886 6,664 6,806 7,269 7,894
{Change in Investment) - 1,441 826 778 142 463 625
Foreign Borrowing 1,410 1,908 1,492 1,440 1,245 2,846 1,547
(Change in Foreign Borrowing) - 498 =416 =52 -195 1,601 -1,299

Public Enteegrises
Savings 1 287 940 75 353 -708 -579 -1,933
(Change in Savings) - 653 -865 278 -1,061 -129 -1,354
Investment 2,115 2,928 3,057 3,€39 4,810 6,173 7,363
(Change in Investment) - 813 129 782 971 1,363 1,190
Foreign Borrowing 188 227 147 447 983 2,412 2,314
(Change in Foreign Borrowing) - 39 -80 200 536 1,429 -98

AGGREGATE 1965 - 1971 RATIOS

Savings/investment Foreign borrowing/investment
ratios: ratios:
Central Government 50.3 Central Government 27.5
Public Enterprises 1/ 5.5 Public Enterprises 22,2

1/savings are ''net surplus" shown on Table 3.

Source: Tables 1, 3, and 6.



TABLE 8

AVERAGE AND MARGINAL PERFORMANCE RATIOS

(CURRENT PRICES)

1966 1967 1968 1969 1970 1971
Average Ratios l/

Total Investment 16.6 17.2 18.6 19.6 19.5 18.0
Public Sector 8.9 2.2 10.2 10.6 10.3 9.0
private Sector 7.8 8.0 8.3 9.0 9.2 9.0

Total Consumption 82.1 82.0 81.2 80.8 80.5 80.9
Public Sector 11.9 12,2 12.0 12.2 12.6 15.1
Private Sector 70. 69.8 69.2 68.5 68.0 65.7

Total Taxes 14.1 15.1 14.9 15.8 16.9 17.5
Direct Taxes 4.7 5.2 5.2 5.6 . 6.2 6.7
Indirect Taxes 9.4 10.0 10.2 10.2 10.2 10.8

Marginal Ratios 2/

Total Investment 23.1 21.7 31.6 28.6 19.1 13.0
public Sector 12.8 11.6 20.0 13.7 8.6 5.1
Private Scctor 10.3 10.0 11.6 14.9 10.5 7.9

Total Consumption 72.8 80.4 74.6 76.3 79.2 82.0
Public Sector 9.0 14.9 10.2 14.4 14.8 24.3
private Scctor 63.9 65.5 64 .4 61.9 64.4 57.7

Total Taxes 15.6 24.5 12.6 24.5 19.9 21.5
Direct Taxes 5.7 8.9 5.8 9.2 9.5 8.8
Indirect Taxes 10.0 15.6 6.8 15.3 , 10.4 12.7

2/ i - e
GNPt - GNPC-I

Detailes may not add to totals because of rounding.

Source: Third Five Year Plan; 1973 Program Table 27. See Annex 3.



TABLE 9

PUBLIC SECTOR ACCOUNTS
(Current Prices)

TPY 1969 T?7Y 1970 TPY 1971 TPY 1972
Share share Share Share
kg in TL in TL in L in
Million GNP Million GNP Million GNP Million GNP
1. REVENUES 24,803 20.5 31,504 22.4 40,596 22,6 48,402 22.5
a., Centrsl covernnegy
Current Revenue — 22,611 18.7 29,526 21,0 39,237 21.9 47,070 21.9
b. Net Surplus 9’ publ ic
Enterprises = 2,192 1.8 1,978 1.4 1,359 0.8 1,332 0.6
2. CURRENT EXPENDITURES 3 16,493 13.7 21,845 15.6 32,061 17.9 54,760 16.2
a. Central Government Current 12,075 10.0 14,898 10.6 22,171 12,4 25,750 12.0
b. Central Government Tranefers 7,041 5.8 10,657 7.6 17,279 9.6 19,350 9.0
From which deducted:
(1) Transfers to Public 4/
Enterprises -1,635 1.6 -1,784 1.3 -3,819 — 2.1 -6,644 6/ 3.1
(2) Debt Repayment -988 0.8 -1,926 1.4 -3,570 2.0 -3,716 = 1.7
J. SAVINGS (1-2) 8,310 6.9 9,659 6.9 8,535 4.8 13,662 6.4
4. INVESTMENT 11,616 9.6 13,442 9.6 15,257 8.5 20,375 9.5
a. Central Government 6,806 5.6 7,269 5.2 7.894 4.4 8,755 4.1
b. Public Enterprises 4,810 4.0 6,173 4.4 7,363 4.1 11,620 5.4
5. DEBT REPAYMENT 988 0.8 1,926 1.4 3,570 2.0 3,716 1.7
6. EXTERNAL FINANCING (4+45-3) 4,2% 3.6 5,709 4.1 10,292 5.7 10,429 4.9
a. Doirentic Bond lssues 600 0.5 600 0.4 800 0.4 2,500 1.2
b. Foreign Borrowing 2,000 1.7 5,257 3.7 3,861 2.2 4,094 1.9
(1) By Central covernmen’ 1,017 0.8 2,846 2.0 1,547 0.9 700 0.3
(2) public Enterprises 2 983 0.8 2,411 1.7 2,316 1.3 .3,39% 1.6
¢. Extra-budgetary Sources 1,694 1.4 -148 0.1 5,631 3.1 © 3,835 1.8
1/ 1Includes all regular revenues of Ceneral Budget agencies; net income of Annexed Budget agencies, and
revenue from savings bonds which became a tax in 1972. (Savings bonds and
"porrowing” {n Tnbfe 1.) ( 8 and Project Credits are part of
2/ Total income - (project credits + budget transfers) - (total expenditures - inveatment expenditures) =
net surplus of 37 public enterprises listed in SPO, 1972 Annual program, p. 85. Nota that State Investment
Bank (SIB) credits are included in net surplus because SIB is a pubilc enterprise, Ppublic Enterprise data
are on calendar year basis.
3/ current expenditures includes some increases in financial assets of central government,
4/ This item represents cash “tranefers only. TL 2.7 billion in bookkeeping transfers reportedly also were
made,
5/ rorsign project loans.
6/ mudget figure, actual sot available.

Source: Ministry of PFinance, Monthly Economic Indicators and other unpublished sources.




TABLE 10

FINANCING OF THE CENTRAL GOV!RNH!NleuDGET
(Current Prices, TL Million) -
1969 1970 1971 1972 1973
1. REGULAR REVENUES(CURRENT) 22,611 29,526 39,237 47,070 57,266
a. Direct Taxes 2/ 7,508 9,519 13,033 15,575 18,925
b. Indirect Taxes 12,337 14,421 19,565 23,645 29,096
(1.) 1mport (4,445) (5,141) (6,942) (8,580) (9,559)
(2.) Domestic (7,892) (9,280) (12,623) (15,065) (19,537)
TOTAL TAX REVENUE 19,84% 23,940 32,598 39,220 48,021
c. Other Regular Revenues 3/ 2,766 5,586 6,639 7,850 9,245
2. TOTAL EXPENDITURES 25,922 32,824 47,345 53,855 61,967
a., Current 12,075 14,898 22,171 25,750 28,578
b. 1Investment 6,806 7,269 7,89 8,755 14,289
¢. Transfers 7,041 10,657 17,279 19,350 19,100
3. BALANCE (A - B) -3,311 ~3,298 -8,108 -6,785 -4,701
BORROWING : 3,311 3,298 8,108 6,785 4,700
a. Domestlc Long-Term 600 600 800 2,500 4,000
b. FPoreign Long-Term 1,017 2,846 1,547 700 700
c. pomestic short-Term 4/ 1,69 -148 5,761 3,585
1/ 1969-1971 Actuals; 1972 SPO Estimate of Actual; 1973 Budget Proposal in 1972 prices.
E/ Includes revenues from savings bonds which in mid-1772 became the financial balance tax.
3/ 1ncludes "other non-tax revenues of General Budget'", ''net revenue of Annexed Budgcts" and 'Special Funds'.
ﬁ/ Represcnts extra-budgetary sources, mainly short-term advances from the Central Bank.
source: FEconomic and Social Indicaters, USAID Turkey, 1971; pata from SPO; and the 197> Budget Proposal,

Ministry of Finance, Turkey.



TABLE 11

ANNUAL PERCENTAGE CHANGES IN COMPONENTS OF THE
CENTRAL GOVERNMENT BUDGET AND THEIR PROPORTION TO GNP

1. REGULAR REVENUES
a, Direct Taxes
b. 1Indirect Taxes
(1.) Import
(2.) pomestic

TOTAL TAX REVENUE

c. Other Regular Revenues

2. TOTAL EXPENDITURES
a. (Current
b, Investment
c. Transfers

3. BALANCE=BORROWING

GNP in current prices (T: Bill.)

As Percent of GNP:

Regular Revenues
Total Tax Revenue
Total Expenditures

Borrowing
pomestic Long-Term
Foreign long-Term
Domestic Short-Term

(PERCENT)
1969 1970 1971
15.4 30.6 32.9
13.8 26.8 36.9
17.0 16.9 35.7
(-1.4) (15.7) (35.0)
(30.7) (17.6) (36.0)
17.8 20.6 36.2
1.6 102.0 18.9
14.3 26.7 44.2
9.2 23.4 48.8
5.9 6.8 8.6
3e,/ 51.4 62.1
7.3 -0.4 146.5
117.1 135.6 173.5
19.3 21. 22.6
16.9 17.6 18.8
22.1 2.2 27.3
2.8 2.4 4.7
0.5 0.3 0.5
0.9 2.1 0.9
1.4 - 3.2

1972

20.0
19.5
20.9

(23.6)
(19.3)

20.3

18.2

1/ 1n 1972 prices.

Source: Table 10 data.For GNP series, see Annex 3,



Gross Natilonal Product
Net Balance of Payments,
Deficit on Current Account
Total Available Resources
Total Gross Investment
Gross Fixed Capitai Formation
Public
Private
Stock Changes
Consumption
Public
Private
Domestic Savings _1/

Gross National Product
Total Gross Investment
Gross Fixed Capital Formation
Public
Private
Stock Changes
Consumption
"Public
Private
Domestic Savings .1/

_l/ Domestic Savings:

Annex 3

GROSS NATIONAL PRODUCT BY USE
(Current Prices, TL Million}

1962 1963 1964 1965 1966 1967 1968 1969 1970 1971
55,111 64,160 69,190 74,522 88,383 98,253 109,014 120,726 140,294 179,323
2,205 2,943 981 684 1,422 1,026 1,998 1,926 1,956 1,635
57,316 67,103 70,171 75,206 89,805 99,279 111,012 122,652 142,250 180,958
8,339 1..404 11,827 12,710 17,214 18,754 22,456 25,158 29,253 35,951
7,539 9,754 10,277 11,510 14,714 16,854 20,256 23,608 27,342 32,203
3,689 4,754 5,427 6,080 7,855 9,004 11,156 12,763 14,442 16,203
3,850 5,000 4,850 5,430 6,859 7,850 9,100 10,845 12,900 16,000
800 1,650 1,550 1,200 2,500 1,900 2,200 1,550 1,911 3,748
48,977 55,699 58,344 62,496 72,591 80,525 88,556 97,494 112,997 145,007
6,550 7,421 8,325 9,255 10,498 11,966 13,066 14,750 17,653 27,133
42,427 48,278 50,019 53,241 62,093 68,559 75,490 82,744 95,344 117,874
6,134 8,461 10,846 12,026 15,792 17,728 20,458 23,232 27,297 24,316
(Percent Share)
1962 1963 1964 1965 1966 1967 1968 1969 1970 1971
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 1120.0 100.0
15.1 17.8 17.1 17.0 19.5 19.1 20.6 20.8 20.9 20,0
13.7 15.2 14.9 15.4 16.6 17.1 18.6 19.6 19.5 18.0
6.7 7.4 7.8 8.2 8.9 9,2 10.2 10.6 10.3 9.0
7.0 7.8 7.0 7.3 7.8 8.0 8.3 9.0 9.2 8.9
1.5 2.6 2.2 1.6 2.8 1.9 2.0 1.3 1.4 2.1
88.9 86.8 84.3 83.9 82.1 82.0 81.2 80.8 80.5 80.9
11,9 11.6 12,0 12.4 11.9 12.2 12.0 12.2 12.6 15.1
77.0 75.2 72.3 71.4 70.3 69.8 69.2 68.5 68.0 65.7
11.1 13.2 15.7 16.1 17.9 18.0 18.8 19.2 19.5 19.1

current account.

Source:
Teble 27.

Combineda SIS - SPO GNP Serier.

Third Five Yeer Flrn, 1973 Program

Total gross investments less net balance of vayments deficit on

1972
215,759

k20
815,179
43,827
42,250
21,400
20,850
1,557
17,352
29,1400
1&1,952
43,407

1372

100.¢C
0.4
t15.7
10.0
3.7
0.7
79.8
13.7
€6.1
20.7



Annex 1 Turkey's tax-revenue performance relative to selected countries

Turkey's performance for the period 1965-1963 is listed in
comparison with eleven other countries in the ERP Document No, I1I-~292
"Recent Fiscal Performance and Perspectives, Major Recipients of AID"

1970 Summer Research Project, by Jacob Meerman. In Table 1, "Revenue
and Expenditure Ratios [1965~1968)", out of twelve lesg~developed countries,
Turkey ranks as follows in the designated categorics,

Category Rank Ratio
Growth of GNP 2 .072
GNP per carpita 2 «333
Domestic revenue/GHP 5 174
Marginal domestic revenue/GUP 6 »306
Current expenditures/GHP 8 .091
Total expenditures/CNP 6 .200
Domestic revenues/Total .

expenditures 2 «869

In Table 3, "Development Resources, 1966-1968 Average, by Domestic
and Foreign Source" Turkey's performance is shown in the following categories,

Category Rank Ratio

Current expenditure Minus

defense/GNP 7 091
Gross National Savings/GNP 3 «150
Foreign Financing/GlP 8-9 012

Annex 2 Comments on Turkey's Budzetary Management by International
Organizations

According to foreign experts, the expenditure budget in
Turkey has become overburdened with a number of support schemes and transfer
items in the general and annexed budgets and by the excessive level of invest-
ment in relation to available budgietary resources, Therc is repetitive
comment that there is a long overdue need to review, in detail, all aspects of
current expenditure, to scrutinize and review the justification of an excessive
volume of tramsfers, to reduce the payments to SEE's, in particular, and to
relate investment to realistic estimates of available resources,

On the other hand, tax revenucs must be increased to increase
public savings ratios, The Second Five Year Plan postulated an increase in
fiscal revenues through higher tax rates and new taxes, In practice "social
needs, political realities, and the weakness of “he administrative machinery"



Annex Continued

have stood in the way of these tax increases. An improvement of the system
and administration of taxation and the development of budget programming is
deemed necessary,l/Major changes are considered necessary in the organiza-
tional control of those Ministries and Departmentg at present responsible

for collecting taxes. The present taxation system is considcred ill-equipped
to perform any of the tasks for which it is the normal vehicle in more
devaloped countries, There are statencnts however that the Govurnment has al-
ready begun to extend the range and diversity of techniques of taxation but
the range of impact is still limited.

Furthermore operating surpluses of SEE's, planned to increase an
average of 18 percent per year, failed to materialize., New investment and

even replacement needs have had to be financed through budgetary funds and
short-term bank credits,

The 1971 IERD report put great emphasis on the achievement of a
balanced budget for TFY 1971 as an indicator of the success of the stabiliza-
tion program and of progress towards external viability, It was added that a
rigorous control of expenditure was essential, balanced with domestic resources,
and great restraint was nccessary in the preparation of 1972 budget.

0ECD reports took a
pessimistic attitude toward the 1972 budgetary and fiscal policy as oriented
towards the realization of Turkey's longer term goals and not taking adequate
account of the principzl short-term issue of acute inflation. The existence
of structural imbalances within the public accounts are considered to im=
pair prospects for controlling inflation and attaining a higher rate of
growth and investment in 1972,

1/ According to the May 1971 end-of-tour report of USAID tax expert,
Dari Tucker, "progress has been made in many significant areas of
tax administration. Plans, in both the design and implementation
stages, show promise of further progress,"
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