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Military Spending, Economic Growth and Investment:
Income Group Based Findings

Christos Kollias? Suzanna-Maria Paleologou?

Military expenditures represent a country’s outlays in order to purchase the inputs
used for the production of military capabilities and strength. The allocation of
resources to national defence has important economic ramifications usually
encapsulated by the guns vs butter dilemma that is especially applicable for
developing countries endowed with comparatively less resources vis-a-vis developed
economies. For instance, the defence budget may siphon funds away from other forms
of public spending that are either more beneficial to the economy or are socially more
preferable vis-a-vis military spending. However, the channels through which the
economy and national defence are interlinked extend well beyond the guns vs butter
type of opportunity cost.

The question of the economic impact of defence spending can be placed within the
broader discourse on the nexus between public spending and growth that has
generated an extensive and often emotive theoretical and empirical debate. Although
by no means universally accepted, government expenditures are widely regarded as an
important fiscal stimulus to growth especially in periods of economic downturns. In a
similar vein, but with an appreciably lower degree of intensity and conviction, both
demand and supply side growth enhancing effects are attributed to military
expenditures.

The former refer to aggregate demand simulative impact that can prop-up growth and
act as revitalizing injection, especially in a slacking economic environment. Clearly, this
is not an unchallenged view and critics argue that other forms of non-military
government spending, for instance infrastructure expenditure, may very well have an
equal if not greater positive impact on the economy. The supply side effects of defence
spending, can mainly take the form of military-induced technological advances from
R&D programs that often heavily rely on public funding. Such technological advances
and innovations find, through spill-over mechanisms their way into the civilian sector,
increasing productivity and hence stimulating growth.

On the other hand, it should be stressed that such spending has also been shown by a
number of studies to have growth retarding effects mainly through the crowding-out
of growth promoting variables such as investment. The issue of the economic effects
of such public outlays has come under extensive and intense empirical scrutiny

! Prof. PhD, Department of Economics University of Thessaly, Korai 43 str, 38333 Volos, Greece;
kollias@uth.gr.

2 prof. PhD, Department of Economics, Aristotle University of Thessaloniki, 54124 Thessaloniki, Greece;
smp@econ.auth.gr.
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generating a fervent debate without producing any robust uniformity in the reported
findings. The new consistent database on military spending compiled by SIPRI offers
the opportunity to reassess in a more reliable manner the economic effects of such
expenditures over an appreciably longer time horizon.

The paper focuses onto two key macroeconomic variables — economic growth and
investment — that have invariably featured in empirical single or multi-country studies
that addressed this theme. A panel vector autoregression (PVAR) methodology is
employed. Since defence spending can potentially affect the economy through a
number of channels some of which may depend upon the attributes of the economy
the sample used is split into income groups: high, middle and low. Given the inevitable
data constraints, the sample is a compromise between T and N consisting of 65
countries and covering the period 1971-2014 that allows for a total of 2730
observations.

The PVAR model is estimated for the entire sample as well as the three income group
sub-samples. The results yielded from estimating the PVAR model seem to justify this
choice since noteworthy differences between income groups are unearthed. Only in
the case of the high income group of countries did military spending appear to exert a
positive effect on growth and investment. Tentatively, this finding can probably be
attributed to the effective demand and technology spillovers channels via the defence
industry sector. Such a finding is absent from both the middle and low income groups
as well as the entire sample which probably reinforces the previous inference. There,
the dominant finding was that of growth exerting a positive income on defence
expenditure. A cautious interpretation is that as the economy grows, this allows for
more resources to be channelled to the defence sector.

Given that countries in these two groups are, in comparative terms, faced with more
acute security challenges and conflicts vis-a-vis the high income ones, this could
cautiously explain the direction of the nexus established in the estimations.
Alternatively, this association in the case of these two income groups maybe picking
rent seeking behaviour on behalf of the military elites in these countries. Furthermore,
the negative relationship between investment and military spending in the case of the
low income group, is strongly hinting a trade-off between the two given that low
income countries face more acute resource constraints. Finally, the IRFs indicate that
any shocks exerted are invariably short-lived. Clearly, the findings reported above are
only an initial assessment, using SIPRI’s new dataset that now allows to extend the
empirical investigation into this complex and dynamic relationship for a longer time
period spanning both the bipolar and post-bipolar periods. Nevertheless, in line with
previous studies that cover shorter time periods, they do seem to suggest that this
relationship cannot be generalized across countries and probably depends among
other things, upon the attributes of the economy. In this sense, our findings can be
seen as constituting a further step towards an empirical consensus.

Key Words: Military spending, Economic growth, Investment, Income group.

JEL Codes: F43, O11.
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Evaluation of the Problems Regarding with Taxation of
Electronic Commerce on the Axis of the Informal Economy and
Tax Evasion

Giines Cetin Gerger! Bur¢in Bozdoganoglu?

1. Introduction

In the age of information, tax administration and tax policymakers have important
tasks to be taxed the taxpayers correctly. Regarding with globalization, it is important
to register the increasing volume of trade and tax it in a fair and equal method. Today,
a considerable part of the world trade takes place in the electronic environment. This
situation requires accurate quantification of tax, accurate definition of places and
taxpayers, assessment of trade quantity where it takes place in the electronic
environment. However, the difficulties in determining the trade location of the
business, difficulties in determining the amount of tax, tax havens, preferential tax
regimes, tax evasion opportunities, difficulties in supervisory and information
exchange, provide the tax evasion environment in electronic commerce. In order to
reduce tax evasion, the OECD has redefined the concept of tax fairness to provide
equality, established on the principle of objectivity, reducing resistance to revenue
administrations and providing tax compliance. In the line of these principles, tax
administrations are trying to establish norms and legal associations to reduce tax
evasion that led the informal economy in electronic commerce by making cooperation.
In this study, issues of e-commerce registration, issues between jurisdictions, audit and
collection will be examined and principles to be considered by tax administrations will
be mentioned. The digital technology may lead to illicit financial flow through
electronic commerce in this context technological definition, assurance, accessibility
and the establishment of the authority of tax administration importance will be
discussed. In the first part of the study, general problems and regulations in the
taxation of electronic commerce will be mentioned briefly. In the second part, the
place of electronic commerce and tax evasion in the informal economy will be
mentioned. To reduce tax evasion in electronic commerce, the proposals for the tax
policy makers and revenue administrations will be mentioned in the last part.

2. Problems in the Taxation of Electronic Commerce

E-commerce is a difficult and problematic area for taxation because anonymity in
identity of a person who performed the operation (true identity is not clear) difficulties
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in proving the document of transactions, tax havens, corporations with obligations in
more than one country, tax administrations deficiencies, identifying companies and
the absence of capacity to manage VAT. These factors also make it difficult for tax
administrators to collect the tax revenues that they should receive in the electronic
trade.

General problems with taxation of electronic commerce may be grouped under several
headings. These problems; the lack of physical location and central control of the
internet, problems with auditing and implementation, problems with electronic and
virtual money use, and the erosion of the tax base.

3. Digitalization of Economy and Effects on Tax Evasion

As electronic commerce gets its power from digitalization, new challenges are being
added to issues that are experiencing a growing taxation difficulty everyday.

In this section, the concept of digitalization and the economic effects of this concept
will be mentioned and the effects on tax systems and tax evasion will be tried to be
explained. In addition, it will also refer to the contribution of electronic commerce and
companies operating in this area to illicit financial flows.

4. Informal Economy and Electronic Commerce Relation

In this section, the relation between the informal economy and the electronic
commerce will be tried to be explained in the context of the digital informal economy
and sharing economy, which are new concepts emerging together with technological
developments.

5. Propose Solutions to the Problems Experienced in the Taxation of
Electronic Commerce

In this section, the decisions and proposals received by the OECD and EU Commission
on the problems experienced in the taxation of electronic commerce will be given. In
addition, legal regulations on electronic sharing economy and digital informal economy
and electronic taxation will be presented as alternative proposals.

6. Conclusion

Electronic commerce, the new name for trade, which technology influences, can be
explained in the narrowest sense as the exchange of physical or digital products in an
electronic environment. The most important advantage of electronic commerce in
traditional trading is the ability to quickly overcome geographical boundaries in the
international area. However, this advantage of electronic commerce requires new
arrangements in terms of revenue administrations. Revenue administrations aim to
understand the place and time of income of individuals and institutions in terms of
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taxation. It is difficult for the nature of transactions to be able to reveal the existence
of the tax generating event in commercial transactions occurring in the electronic
environment.

At the beginning of the taxation problems arising from the nature of electronic
commerce, the fact that the internet is not in physical status, the wasting of
information resources and therefore the tax audit is the strongest.

Transactions in electronic commerce are usually made by credit card, and the use of
electronic money is also possible. The application of virtual money (bitcoin) has
recently been used as an alternative payment method in electronic commerce. Since
there is no legal regulation different from electronic money, there are significant
difficulties in control and supervision of the operations carried out by virtual money in
terms of both revenue administrations and governments.

Electronic commerce, on important source of venue for tax administrations, has made
this field vulnerable to tax evasion with the rapid digitization process. Significant part
of the users operating via electronic commerce is not registered. Moreover, the fact
that electronic commerce companies are able to transact their geographical
boundaries rapidly due to their qualities cause these companies to use for illicit
financial flows. Since funds from illicit financial flows, money laundering, tax evasion
and corruption involve the transfer of funds in contradiction to national or
international laws, electronic trading companies are very viable alternative for the
transfer of these trends.

One of the most important risks of electronic commerce is that consumers cannot find
the physical addressee and they do not have the opportunity to see or test the product
they want to buy until the moment of delivery. This situation has led to the concept of
“digital informal economy”. Earnings from fraudulent e-commerce companies, profits
from transactions such as copying consumer credit card information through
fraudulent mail or viruses, etc. this economy, which includes applications, is
completely informal. This ever-expanding system is fed from the digital world, with the
traditional unregistered economy being comparable.

The innovation that electronic commerce has earned thanks to smartphones is the
“sharing economy” concept. Uber, Airbnb, Blablacar as well as lack of any legal
regulation, the taxation of income, informal income, and control is a matter of
discussion in many countries. Legal arrangements should be made in this regard to
prevent informality.

At the point of the problems faced in the taxation of electronic commerce, the OECD
states that in order to minimize tax evasion, tax policies should be redefined to include
principles of impartiality, efficiency, certainty and simplicity, equality, flexibility based
on tax justice. The European Commission emphasizes the need for simplification,
transparency and stability in order to create favorable conditions for the growth of the
e-economy and the mainstream economy as a whole.

While e-commerce is taxed in the form of an economy that is fully digitalized, it may
be advisable to make use of e-taxation, which requires investing in technological
infrastructure, to strengthen the audit mechanism in this way.
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Towards the Deepening of Customs Union: State Aids and Tax
Incentives under Association Law

Leyla Ates!

1. Introduction

Even if the use of incentives go back to the past centuries, they are offered increasingly
in the modern world to steer people’s choices in certain directions and to bring about
desired policy outcomes in government, in education, in health care, in private life,
and between and within institutions. Especially since the 1950s, national governments
have been extensively using to promote their economic, political and social policies.
However, the governments intervene the market when they use incentives tools and
this intervention may have cross-border effects on other economies. Since the
negative externalities on other economies in the form of import substitution or export
promotion and competition distortion effect, a need for incentive regulation raises at
the international level.

2. State Aids and Tax Incentives under EU Law

The European Union (EU) has developed such state aid rules in order to safeguard the
common market form the undesirable effects of government financial support on
intra-community competition. In the EU primary law, state aids are principally
accepted incompatible with the internal market. According to the related provision,
state aids might be any form whatsoever but tax incentives are not literally mentioned.
Nonetheless, the European Court of Justice has implemented state aids rules to tax
incentives since its early decisions. Besides limited modifications, the wording of
primary law on state aids did not evolve, but there have been considerable
developments on the basis of secondary and supplementary law which influenced
taxation. Moreover, as a new notion, the EU started to use state aid rules to curtail
harmful tax competition.

3. State Aids and Tax Incentives under Turkey-EU Association Law

EU negotiates association agreements with third countries that are legally binding on
the member countries and EU institutions after duly come into force. Such a legal
relation between Turkey and EU was laid by the international agreement, which was
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signed on 12 September 1963 and referred to briefly as the Ankara Agreement.
According to Article 1, an Association was established between Turkey and EU (former
European Economic Community, later European Communities). This Association
foresees an economic union starting with the customs union and leading to full
integration. In this respect, Decision No. 1/95 of the EU- Turkey Association Council
known as Custom Union Decision (CUD) does not include only the main elements
included in the classic definition of the custom union, i.e. trade liberalization between
the parties and the application of a common tariff to third countries. At the same it
includes the goal of alignment with the EU policies such as custom modernization,
elimination of technical barriers, protection of industrial and intellectual property
rights, implementation of competition policies, anti-damping, counter-vailing
measures and state aids.

The CUD includes provisions equivalent of state aid rules in the EU Law. According to
related CUD provision, state aids fulfill following four elements will be considered
incompatible with the proper functioning of the Custom Union: the presence of a
benefit, aid that is granted by a member state or through state resources in any form
whatsoever, aid that distorts or threatens to distort competition and affects trade
between member states, aid that favours certain undertakings or the production of
certain goods. Similar to EU Law, CUD sets forth limitations to the incompatibility
principle. In those cases, state aids will be considered compatible with the proper
functioning of the Custom Union.

4. Conclusion

The state aid rules of Turkey-EU Association Law have so far had limited effects on tax
incentives implementation in Turkey. However, Turkey and EU are planning to launch
official negotiations to update the Custom Union in 2017 for the purpose of deepening
of it. In this process, the EU will compel Turkey to adapt and practice a state aid regime
in accordance with the EU acquis. Considering significant recent developments in the
implementation of state aid rules to the area of taxation in EU policies, the updates of
Custom Union will probably affect the Turkish tax incentive regime substantially. Thus,
it is necessary to examine in detail the legal limitations that state aids rules under
Association Law impose upon Turkey in regard to the use of tax incentives.

Key Words: Tax Incentives, State Aids, Turkey-European Union Association Law
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The Effects of Illicit Financial Flows from Financial Crimes on
Developing Country Economies

Burgin Bozdoganoglu?

1. Introduction

Tax crimes, money laundering and other financial crimes can threaten the strategic,
political and economic interests of both developed and developing countries. They also
undermine citizens’ confidence in their governments’ ability to get taxpayers to pay
their taxes and may deprive governments of revenues needed for sustainable
development (OECD, 2011).

There are various definitions of illicit financial flows, but essentially they are generated
by methods, practices and crimes aiming to transfer capital out of a country in
convention of national or international laws. Current literature on this issue suggests
that illicit financial flows generally involve the following practices; money laundering,
bribery by international companies and tax evasion, trade mispricing (OECD, 2014).
Therefore, illicit financial flows are come into the point where financial criminal
activities exceed national boundaries.

Issues of financial crime and illicit flows are concern to all countries, but particularly to
developing countries. One of the most important structural economic problems of
developing countries is the inadequacy of capital accumulation. The inadequacy of
capital accumulation is the most important reason why developing countries remain in
the vicious circle of poverty and not complete the development process. lllicit financial
flows resulting from financial crimes strip resources from developing countries that
could finance their long-term development.

The inadequacy of capital accumulation in developing countries makes these
vulnerable to unquestioned source of money transactions and financial crimes.
Nonetheless, the audit rates in the tax system and the low penalties can be perceived
as a sign of the tolerance shown to tax evasion. The governments can, by committing
to low auditing and punishment rate, limit the effectiveness of income taxes in the
future (Renstrom, 1998). It can be determined at this point that tax evasion is an
invisible tax expenditure in terms of tax administrations i.e. disposable tax income.
Although this is not a desirable choice for governments, it may be a sign of ensuring
that the source of some income is not questioned in order to ensure that the capital
remains in the country and/or that tax declarations are issued by tax amnesties in
certain periods without questioning the source. Thus, it is considered that the capital
accumulation will be kept in the country and the investment transformation will be

1 Assoc.Prof. PhD, Siirt University, Faculty of Economics and Administrative Sciences, Public Finance
Department, burcindogan@gmail.com

May 10 - 14, 2017, Antalya / TURKEY



32nd International Public Finance Conference / TR 11

opened. Whereas very often, this means that illicit financial outflows from developing
country ultimately end up in banks in developed countries like the United States, as
well as in tax heavens like Switzerland, Virgin Islands. Many countries and their
institutions actively facilitate- and reap enormous profits from- the theft amounts of
money from developing countries (GFI, 2015).

Illicit financial flows have a substantial impact on developing nations such as reducing
tax revenues. lllicit financial flows also reduce foreign exchange resources thereby
inhibiting growth and the ability of nations to invest in infrastructure and businesses
(CID, 2014). Additionally, as those who benefit from illicit financial flows grow
wealthier they are able to exercise greater influence over the polity within the states
they operate. This can curtail the ability of governments to pass transformative
policies. lllicit financial outflows drain hard currency reserves, heighten inflation,
reduce tax collection, cancel investment, undermine trade worsen poverty, and widen
income gaps. (The World Bank, 2012).

In this study, the effects of illicit financial flows resulting from financial crimes on
developing country economies will be examined. In this framework, the definition,
scope and dimensions of financial crimes and illicit financial flows will be given firstly
and the sources of these trends and transfer methods will be explained. The effects of
illicit financial flows on developing countries’ economies will be explained and the
problems that are experienced will be explained and the alternative solutions that
international institutions can implement in their own internal dynamics and solutions
will be mentioned.

2. Definition and Scope of Financial Crimes and lllicit Financial Flows

In this section the definition of financial crimes and illicit financial flows will be made,
which actions will be evaluated in this context and the dimensions of illicit financial
flows will be mentioned.

3. Sources of lllicit Financial Flows

Moreover, illicit financial flows have many resources such as money laundering,
bribery by international companies, tax evasion and trade mispricing, tax based
resources will be examined in detail under a separate heading while other sources will
be covered in a shorter time.

4. Transfer Methods of lllicit Financial Flows

In this section the methods of transferring illicit financial flows such as trade mispricing
and international money laundering will be examined.

May 10 - 14, 2017, Antalya / TURKEY



32nd International Public Finance Conference / TR 12

5. The Effects of Financial Crimes and lllicit Financial Flows on
Developing Country Economies

In this section the damage that illicit financial flows to developing country economies
will be revealed in this framework.

6. The Role of International Organizations on lllicit Financial Flows

In this section, international organizations such as OECD, GFl (Global Financial
Integrity), FATF (Financial Action Task Force), World Bank will provide solutions and
suggestions on combating financial crime and illicit financial flows, as well as decisions
taken on the G-20 forum.

7. Conclusion

Illicit financial flows have come under the spotlight recently, following high-profile
controversies and growing awareness of their negative consequences for developing
nations. Stemming the movement of illicit financial flows has also been identified as a
priority by the OECD and the G20 forum (CID, 2014). In these conferences and forums
several complimentary solutions such as automatic exchange of information, beneficial
ownership, country by country reporting, have been proposed that would close
systemic loopholes and restrict the ability of individuals and companies to exploit tax
structures around the world. However, illicit practices are largely entrenched within
the global financial system. Whether proposed solutions are sufficiently adopted by
nations around the world remains to be seen. These proposals include solutions to
international co-operation due to the international nature of the illicit financial flows
that emerged as the result of negotiations on international platforms. In addition to
this, each country can produce appropriate solutions for its own structure in fight
against financial crime and illicit financial flows. One of the common problems of
developing countries at this point is that tax evasion is tolerated in various forms due
to the inadequacy of capital accumulation.

Beside low audit and penalty rates, short term tax amnesties that are presented to
taxpayers on a wide of terms are perceived by the individual as a tolerance to tax
evasion (Andreoni, 1990).Raising audit rates at this perceptual change point can be
presented as a solution that can be implemented in the first place by establishing a
systematic structure that includes deterrence in both judicial and administrative
penalties.

While the main target in developing countries is to accumulate capital and close
budget deficits the easiest way to achieve this is as if tax amnesties, but this is a short
term and temporary solution. It is again the will of the governments to make this long
term and lasting. Putting the declared money in tax amnesties without any questioning
of source into the capital of existing companies of taxpayers or channelizing of
taxpayers’ money to investment as a prerequisite can increase the contribution of this
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period to capital accumulation. At the same time such a method will help to remove
the negative effect of the tax amnesties on taxpayers who do not pay the tax regularly.

Finally, nevertheless, if political support for robust changes continues to grow and
technological innovations are available to strengthen any regulation, we may make
real gains in the fight against illicit financial flows.

Key Words: lllicit financial flows, Financial crime, Tax evasion, Developing countries
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Misleading Documents and Fake Documents Concepts on Tax
Evasion Crime in the Light of Decisions of the Supreme Court

Ahmet Bozdag!

1. Introduction

Tax is one of the most important sources of meeting public expenditure and at the
same time one of the most important signs of sovereignty in terms of government. The
fact that tax is so important in terms of the state forces the state to take deterrent
measures to ensure that the taxation process, the accrual, notification and collection
processes, take place correctly and completely. One of the important measures taken
by the state in order for the taxation process to take place in a healthy way is to
arrange and criminalize some acts that are against the tax law (Cavus, 2016: 19).

In the Tax Procedure Law, three tax offenses are regulated, but the most disruptive of
public order is "tax evasion crime". Tax evasion is an electoral movement crime in
terms of movement. This crime is a criminal offense committed by the processing of at
least one of the ten separate acts organized in 359 (Bayrakl, 2015: 81; Senytiz, 2015:
442). Tax evasion is the most often handled by acts such as "compose misleading
document or using misleading documents with compose fake document or using fake
document". In order to contribute to the application, the concepts of "misleading
documents and false documents" included in the tax evasion criminal acts has been
examined in this paper.

2. Misleading Documents and False Documents in Tax Smuggling Cases

The common theme of the concepts of "misleading document" and "fake document"
in the crime of tax evasion is that a document must first be found so that both fraud
and misleading can occur. Therefore, in order to understand these concepts, it is
necessary to explain what should be understood as the common belief in these
concepts. For this reason, we will first explain the concepts of "document" in tax law
and the concepts of misleading documents and false documents.

2.1. Document in Tax Law

In the context of the tax evasion crime, it is necessary to firstly have a document in
order to be able to talk about a misleading document or a false document. There is no
information on the definition of the document, although the document types are
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mentioned both in the VUK of 213 and the Turkish Penal Code. However, it is
explained how the concept of document should be understood on the basis of Article
204 of the TCK which regulates the offense of forgery of official documentary. A
document has been defined on the grounds of article 204 of the Turkish Penal Code
and in the case-law of the Court of Cassation. Accordingly, the document is defined as
any written object which conveys the events and whose declaration of will is of legal
value and is organized by the person concerned (Koca & Uziilmez, 2015: 669). In order
to a document to be mentioned in this definition;

» To be a written object

» The written object must contain a declaration of will
» Will declaration is favorable for legal consequences
>

It must be understood from the written object that the will statement
belongs to whom.

It is regulated by means of counting which objects are generally accepted as a
document in the tax law between Articles 229 - 242 of the Second Book of the Second
Book of the Tax Law No. 213 and Articles 181-205 of the VUK Design. Accordingly, in
the tax law, "invoice, retail sales package, expense compendium, producer receipt,
self-employment receipt, payroll, transport schedules, delivery note, passenger ticket"
are accepted as documents (Onal, 2016: 19). Although the books kept under the tax
law carry the document characteristic in technical terms, the books are not accepted
as the books and documents in the scope of the tax evasion guilt because the books
listed in the VUK are not included in the boks (Senyiiz, 2015: 459; Tastan, 2015: 70).
Therefore, the common theme of the notions of forged documents and deceptive
documents only constitutes documents which are considered to be the subject of the
VUK in narrow scope.

2.2. Misleading Document

Deception, deceiving, deceiving, deceiving, deceiving in the sense of intrigue, if
someone has an act or action that someone else is not actually doing or an action that
has not happened, or has never happened, Is different (Yilmaz, 2002: 479; Koca &
Uziilmez, 2015: 644; Altundis, 2007: 177). The misleading document has been defined
both in the VUK 213 and the VUK scheme. According to the VUK 213, "a misleading
document is a document which, while based on a real treatment or situation, reflects
this treatment or situation in a way that is untrue in nature or quantity". According to
the VUK design, which has a more descriptive and detailed definition, "a misleading
document is a document that reflects on the basis of actual treatment or situation, the
kind, quantity, price or amount of the goods or work and the nature of the treatment
or situation. Therefore, in order to a document to be a misleading document;

> It should be one of the valid documents which are considered as
documents in the VUK and which must be kept and presented,
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» The document has been edited by the tax liability or responsible person in
the context of tax liabilities (Senyliz, 2015: 445),

» The fact that the goods or work that constitute the subject matter are
wholly or partly unreasonably arranged in kind, quantity, price or amount
(Tastan, 2015: 67),

» The document must have been regulated contrary to reality from the
beginning (Tastan, 2015: 71),

» The document must have an objectively misleading feature (Cavus, 2016:
128).

2.3. Fake Document

In the dictionary, fake word, imitation, fake word that comes to its unreal meaning,
and criminal law concept is to show a non-real thing as an existent or an actual event
as being absent (Koca & Uziilmez, 2015: 680). In tax law, the meaning of the fake
concept is accepted in a narrow framework and is used only to mean that it is
presented as if it were not a real treatment or situation. The counterfeit document has
been similarly described both in Article 359 / b of the VUK 213 and in Article 282/2-c of
the VUK scheme. According to this, "fake document, documented as if it were a real
treat or situation if not present". In the light of this definition, doctrine and Court of
Cassation case-law, a document should have the following characteristics in order to
be accepted as a false document;

> In the VUK, one of the documents which are considered as documents and
which must be kept and presented must be found.

> The document must be edited.

» The document must be arranged as if it were in the absence of actual
treatment or circumstance (Bayrakli, 2015: 90).

» The document must have an objectively misleading feature.

The main difference between a fake document and a misleading document is whether
the treatment or situation that constitutes the document is true. A false document is
the document that shows the document as if it were present, even if it was never
actually a transaction or situation. A misleading document is different from the
document or situation that constitutes the subject matter of the document, in that it is
in fact the document, the subject matter, the quantity, the price, or the amount
(Tastan, 2015: 68;, Glindiz, 2011: 91).

3. Conclusion

Within the scope of the tax evasion guilt, at least one of the limited and narrowly
scoped documents must first be found in the VUK for misleading or false documents to
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be mentioned. Falsification or misrepresentation of documents outside these
documents will not constitute a material element of the tax evasion charge.

The misleading document that will constitute a criminal offense of tax evasion is a
document which is considered as a document in the VUK and which is a valid
document which must be kept and presented and which is liable to be partially or
totally unreasonable in kind, quantity, amount or nature in kind or quantity, It must be
a document with the misleading characteristic regulated by the responsible person. A
counterfeit document should be a document that appears to be partially or completely
present in the VUK, if it is deemed to be a document and a valid document that is
required to be kept and presented is not a true tax status or treatment.

Key words: Tax Crimine, tax evasion crime, misleading document, fake document.
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The Effect of Institutions and Conflict on Economic Performance

Selami Sezgin? Yilmaz Kopriicii

1. Introduction

Political economics and institutional economics have attracted a great deal of attention in
the recent times. A considerable number of papers have been provided for the literature
in this field with the moving force of the so-called attention. In this study, the effect of
institutions on economic performance was examined in two groups as Europe and Middle
East Countries and Turkey has been included in both groups. Both groups of countries
have been taken shape within the framework of political economics and institutional
economics. Our basic aim in this paper can show how institutions affect economic growth
of countries groups. We contribute to include different variables such as conflicts and
religion in institutional framework. In this context, panel data were created with annual
observations and the prediction of system GMM was estimated as an econometric
method.

In the next headings, we gave parts of related literature, econometric model and data
description, econometric method and conclusion.

2. Related Empirical Literature

There are lots of theoretical and empirical papers in literature about institutional
economics. Daron Acemoglu has gone to the front with the new institutional economics.
Barro is of great importance with respect to macroeconomics and political economy.

Institutional specialties, such as rule of law, expropriation risk, property rights can affect
economic performance (Acemoglu et. al., 2000). Acemoglu et. al. (2014), democracy
increases future GDP and economic growth. Barro (1994), emphasized there is a
connection between democracy and political freedom and economic growth.

3. Econometric Models and Data

We presented above paragraph we examined the study in the form of two groups, such as
Europe and Middle East. European Countries were analyzed with the variables of GDP per
capita (y), the rule of law (law), property rights (prop), freedom of opinion (opin), index of
democracy (democ), religion (relig) and conflicts (conf) for the period between 1990 and
2014. Middle East Countries were also researched with GDP per capita (y), the rule of law
(law), government effectiveness (govern), religion (relig) and conflicts (conf) because of
the lack of data for the period between 2002 and 2015.
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The econometric model:
y = a; + aylaw + azprop + a,opin + asdemoc + agrelig + a,conf (1)

We used logarithm for of some variables like GDP per capita in terms of economic and
econometric theories. And then, summary statistics were given in Table 1.

Table 1: Summary Statistics

Variables Observations Mean Std. Dev. Min Max
y 622 28249.36 19929.2 3582.85 110001.1
law 628 41.89 35.57 -31.51 100
prop 631 59.79 20.93 2.16 100
open 634 18.65 13.79 0.51 74.04
democ 642 79.24 18.90 0 99.52
Relig 650 0.04 0.19 0 1
conf 650 2.26 15.48 0 300

And then, we show the related graph of each countries’ GDP per capita. It is clear that the
graph in question support summary statistics.

Figure 1: GDP per capita of European Countries
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4. Econometric Method and Findings

We used system GMM and fixed effect and random effect approaches in panel data form
as an econometric method. By the way, the dynamic system GMM estimator was
developed by Manuel Arellano and Stephen Bond (1991). We benefit from xtabond2
STATA routine. It was written by David Roodman (2006). First of all, unit root tests were
performed to determine the extent to which the series are stationary. We have observed
that the first differences, not the level values, are stationary with the tests in question. In
other words, the series have the feature of 1(1). And then, we employed Sargan test in
order to determine whether there is endogeneous problem of instrimental variables.
According to the analytical findings, we have showed that some variables are statistically
significant. For example, the variables of rule of law, freedom of opinion, conflicts and
property rights are statistically significant. But the varible of religion is not statistically
significant in European countries. On the other hand, the variables of rule of law and
effectiveness of government are significant in Middle East Countries.

5. Conclusion

This paper is intended to reveal how institutions have an impact on economic
performance. Furthermore, we included the variables of conflict and religion effects on
economic growth. According to the analytical findings, we have showed that the variables
are statistically significant. Institution variables such as property rights, rule of law and
democracy increase their GDP per capita in European Countries. And in Middle East, rule
of law and effectiveness of government promote GDP. But there is not a statistically
relationship between GDP and religion in both groups. As a result, we have obtained the
results of the aforementioned approaches and we have confirmed to reveal the coherent
findings with both economy theory and applied studies taking part in literature.

Key Words: Growth, Institutions, Conflict, Dynamic System GMM.
JEL Codes: 043, C23, D74.
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Aging Effect on the Public Health Expenditures:
A Re-examination

Eda Balikgioglu® Pelin Varol iyidogan? Hakki Hakan Yilmaz?

1. Introduction

There has been a marked upwards trend in total health expenditures over the last four
decades, particularly across OECD countries. The share of public health expenditures in
total health expenditures has grown more rapidly in real terms, reaching from 60% to
70% (OECD 2013). A similar trend was observed in the share of health expenditures in
general government expenses; the share of public health expenditures in general
government expenses across EU countries over the last decade increased over 15%,
demonstrating the sharpest growth after social protection and social security
expenditures (Eurostat 2014).

Ageing, that is, the increase in the share of the population over 40 and 65, is one of the
key drivers of the real growth of health expenditures. According to the OECD’s (2013)
the share of the population over 65 years of age, at 15% in 2010, is expected to reach
29% in 2050.

Our study which stems from this point aims to investigate the effects of the share of
elder population as a determinant of public health expenditures for 16 OECD countries
over the period 1965-2012. As the methodology, following ARDL procedure of Pesaran
et al. (2001) which is employed to examine the long-run relationship, we perform
causality analysis through the error correction models.

2. Overview of Literature

The empirical literature on the health expenditures mainly addresses the impact of
GDP growth and elder population. The divergent results for OECD countries
considerably arise from sensitivity to the selection of sample, methodology etc. Thus,
we present Table 1 to arrange empirical studies which examine the determinants of
the health expenditures for OECD countries in detail so as to include sample,
methodology and results.
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Table 1: Literature on OECD countries

Author Sample Method Result
Leu (1986) 19 OECD countries in | Cross sectional No significant effect of population
1974 analysis over 65 on health expenditures
Hansen and King | 20 OECD countries Ordinary least No relationship in the long run

(1996)

(1960-1987)

squares (OLS)

between GDP and health
expenditures

Matteo and
Matteo (1998)

Canada (1965-1991)

Pooled time series
cross section
regression analysis

Main determinants of the health
expenditures: per capita income
and the population of over 65

Richardson and
Robertson (1999)

21 OECD countries
(1995 and predicted
future data: 2006,
2021, 2036, 2051)

Cross sectional
analysis

Small effects of ageing on health
expenditures

Dormont and
Huber (2006)

France (1992-2000)

Simulation analysis

Raising effect of aging on health
expenditures

Palangkaraya and
Yong (2009)

22 OECD countries
(1990-1995)

Panel data analysis

Weak relationship between age
and health care expenditures

Maisonneuve
and Martins
(2013)

34 OECD countries
(2010-2060)

Simple accounting
analysis

-The effect of health care on
public spending

- health care spending influenced
by technology, relative prices and
exogenous factors

3. Data and Methodology

Our study analyzes the effect of aging on public health expenditures over the period
1965-2012 for 16 OECD countries, namely Australia, Austria, Canada, Denmark,
Finland, Germany, Japan, Netherlands, New Zealand, Norway, Portugal, Spain,
Sweden, Turkey, United Kingdom, United States, which are selected with regard to
data availability. The source and the description of the data are presented in Table 2.

Table 2: The source of data

Variables

Source

pe: Public expenditure on health (% of GDP)

OECD Health Statistics 2013

age: Population 40+ (as a share of total population)

OECD Population Statistics 2013

Our methodology leans on several stages

which begin with the bounds testing

approach analyzing the long-run relationship. A basic advantage of this methodology is
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that it enables testing and estimation irrespective of the stationary properties of the
series. The testing procedure is based on the conditional error correction
representations of the ARDL specification:

Model:

p p
Ape, =a, + ZaliApet—i + ZaziAaget—i +o;P€, +,a0€_, +€; @

i=1 i=0
Following the determination of long-run relationship, we estimate the long-run
coefficients in ARDL models. Finally, we examine the short-run and long-run causality
via error correction models.

4. Conclusion

According to the results of bounds testing, we find evidence supporting the long run
relationship between the public health expenditures and its most common
determinant, namely the population over 40 (age) for Austria, Canada, Germany,
Norway and United States. Once the long-run relationship is approved, the succeeding
stage in the methodology should be the estimation of the long-run ARDL model. Our
findings indicate that the effect of aging on the public health expenditures appear to
be positive and strongly significant as expected with the exception of US. Following the
long-run analysis, we examine the short-run dynamics by testing causal relationship
from estimated error correction models for the selected ARDL representations. In this
context, we find evidence supporting the causality running from the share of
population over 40 to the public health expenditures in both short and long-run for
Austria, Canada, Germany, Norway and United States. For those economies, as a policy
implication, to weaken the pressure on the budget systems, the government should
control the public health expenditures by taking measures against the aging
population.

Key Words: health expenditure, aging, cointegration, causality.
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The Missing Link: Are Individuals with More Social Capital in
Better Health? Evidence from Low-Income Countries

Baris Alpaslan?

1. Introduction

This paper offers a new model to critically examine associations between human
capital, social capital, and health outcomes within the context of a two-period
Overlapping Generations (OLG) model of endogenous economic growth. Basically,
individuals with higher level of human capital can build strong social ties, and those
individuals who have more robust social networks are less likely to have health
problems and are physically healthier. In an attempt to gain a better understanding of
broader policy implications, a numerical analysis for low-income countries has been
utilised. To that end, we provide a comparison of three main experiments: an increase
in the share of public spending on education, social capital-related activities, and
health.

2. Literature Review

Results from earlier studies (e.g., Ross & Wu, 1995; Miller et al., 2006) demonstrate a
strong and consistent association between social capital, human capital, and health.
For example, Ross & Wu (1995) have reported that social capital can act as a
moderating factor between education and health outcomes. Likewise, Miller et al.
(2006) provide evidence for Indonesia that social capital and human capital could be
both a contributing factor to health outcomes. The core idea is that individuals with
higher levels of education and social integration tend to live a longer and healthier life
than their worse-off counterparts. Or more precisely, highly-educated individuals
would develop better social networks and become more socially integrated in a
community; but at the same time previous studies, for instance, for the U.S. (e.g.,
Berkman & Syme, 1979; House et al., 1988; Kawachi et al., 1996; Eng et al., 2002;
Lochner et al., 2003; Scheffler et al., 2008) have revealed that individuals who have
more robust social networks and community ties are less likely to have high mortality
rates and health problems such as cardiovascular disease and stroke than people who
are less socially integrated. A number of studies in other OECD countries such as
United Kingdom, Sweden, and Finland (e.g., Mohan et al., 2005; Poortinga, 2006;
Lofors & Sundquist, 2007; Sundquist & Yang, 2007; Olsen & Dahl, 2007) have also
provided reasonably consistent evidence of an association between social capital and
health. However, Helliwell & Putnam (2007) hold the view that the extent to which
social capital determines health is causally associated with the average level of
education. In other words, education level exerts an indirect effect through social
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capital, which in turn shapes health. Considering all of this evidence, while numerous
studies have postulated the link between education, social capital, and health
outcomes, it seems that previous research has failed to demonstrate any convincing
evidence of the connection between them and their collective effect on economic
growth for low-income countries.

This paper ties together the various theoretical strands in the literature. The present
study makes several noteworthy contributions to the growth literature: To the best of
our knowledge, this is the first study which offers a new model to critically examine
associations between human capital, social capital, and health outcomes in the context
of an endogenous growth model. Secondly, this study establishes a numerical analysis
for low-income countries in order to detect the interaction effect between the above
mentioned variables. Last but not least, the findings from this study should help to
improve policy implications and provide a basis for further research.

3. Conclusion

This paper offers a new model for better understanding the relationship between
education, social capital, and health outcomes within the context of a two-period
Overlapping Generations (OLG) model of endogenous growth. Fundamentally,
individuals with higher levels of human capital and social capital tend to live longer and
healthier life than their worse-off counterparts. To be more precise, highly-educated
individuals would, in fact, develop better social networks and become more socially
integrated in a community. Accordingly, individuals who are more socially connected
to community are physically healthier and less likely to have health problems, as
discussed earlier.

The paper also provides a comprehensive numerical analysis under a different set of
parameter values for low-income countries. To that end, we compare three main
experiments: an increase in the share of public spending on education, social capital-
related activities, as well as health. According to the findings of the numerical analysis,
social capital stock accompanied by higher levels of human capital stock can act as a
contributing factor to health outcomes and is conducive to long-run growth in low-
income countries yet its effect becomes stronger depending on the magnitude of the
key parameter values in the model.

Key Words: Social Capital, Human Capital, Health, Endogenous Growth
JEL Codes: H51, H52, H59, 115, 125, 041
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A Comparative Analysis of Sovereign Credit Rating Methods
and Credit Default Swaps

Burak Pirdal®

1. Introduction

The measurement and evaluation of credit notes of a country especially in the last half
century has become quite important and these assessments have become a vital
factor for the macroeconomic performance of the countries. In this context, two of the
methods that can be applied to measure the credibility of the countries are rating by
credit rating agencies and credit default swaps. Both of these methods which have
different methodology reflect the credit ratings of countries. In this study a
comparative analysis of these two methods is performed and similarities and
differences between them has been demonstrated. Also the consistency of the results
obtained by these two methods are analyzed, insufficient aspects of the two methods
are revealed and a policy suggestion regarding these insufficiencies is proposed.

2. Credit Rating Agencies and Credit Default Swaps

The concept credit rating simply traces back to mid-19. Century and since the
international investors need more reliable indicators, it is gaining much more
importance in today’s globalized world. Thanks to globalizing and deepening financial
markets, an investor from a remote, small country can easily give a loan to any entity
in any place around the world. However, it is impossible for the creditors to have a
perfect knowledge of the borrower’s entity. But, in order to have sustainable and
reliable financial markets, the capabilities of the borrowers to meet their obligations
should be known as perfectly as possible by the creditors. This necessity created an
independent market and corporations that operate in this area, which are called Credit
Rating Agencies. (CRA)

CRAs not only assess the creditworthiness of the private companies but also of the
debt demanding any other entities’ like public institutions or governments. In the
financial system, different entities can demand CRAs to give them a credit note and
they receive loans according to this rating. They make payment to CRAs for the credit
rating. Today, credit rating can determine the credibility of a country, accordingly how
much interest it will pay and how much credit it can take. Countries with low credit
rating receive relatively less loans at a higher rate of interest. Therefore, it is vital for
any country to have a high credit note which wants to utilize international funds in
favor of its economy. (Balikgioglu: 2012)
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Another way of assessing creditworthiness of the entities is Credit Default Swaps2. A
credit default swap (CDS) is a financial swap agreement that the provider of the CDS
will compensate the buyer -who is usually the creditor of the reference loan- in the
event of any loan default. This means that the seller of the CDS insures the buyer
against loan defaultings. The buyer of the CDS makes a payment to the seller and,
receives a payoff if the loan defaults. It was invented by Blythe Masters in 1994. CDSs
have existed since 1994. In the event of any default the buyer of the CDS receives
compensation which is usually the face value of the loan, and the seller of the CDS
takes possession of the defaulted loan. In this paper both methods are analyzed,
revealing similarities and differences among them and it is tried to be determined if
they are in consistent with each-other or not. Moreover, deficiencies of the two
methods are mentioned and a policy implication is suggested.

Tablo-1: 5-year CDS spreads and Credit Notes of the Selected Countries

COUNTRIES 5-YEAR 5-YEAR CREDIT NOTE BY CREDIT NOTE BY
CDS DEFAULT S&P MOODY'S
SPREADS RiSK (%)

Venezuela 1289,90 58,9 B- Caal
Ukraine 902,06 45,1 B+ Caal
Pakistan 775,10 42,8 B- Caal
South Cyprus 386,08 29,0 B- Caa3
Egypt 448,80 27,2 B- Caal
Greece 453,10 26,7 B- Caa3
Lebanon 385,21 24,6 B- B1
Hungary 231,48 15,5 BB Bal
Portugal 182,83 15,4 BB Ba3
Indonesia 172,97 14,8 BB+ Baa3
India 215,90 14,6 BBB- Baa3
TURKEY 214,22 14,4 BBB Baa3
Russia 214,77 14,3 BBB+ Baal
South Africa 190,32 12,9 A- Baal
Kazakhistan 180,71 12,3 BBB+ Baa2
Estonia 49,20 3,5 AA- Al
Netherlands 32,46 2,9 AA+ Aaa
Swiss 29,80 2,7 AAA Aaa
Denmark 23,84 2,1 AAA Aaa
Britain 23,79 2,1 AAA Aal
Finland 23,17 2,1 AAA Aaa
Germany 22,51 2,0 AAA Aaa
USA 17,52 1,5 AA+ Aaa
Swedish 16,18 1,5 AAA Aaa
Norway 13,52 1,2 AAA Aaa

Source:1) S&P Capital IQ Sovereign Debt Report 1th Quarter 2014.

2) http://www.guvensayilgan.com/wp-content/uploads/2014/09/Kredi-Temerr%C3%BCt-Swaplar%C4%
B1-ve-Kredi-Dereceleri.pdf , Access: 23,03,2016

2 Hereinafter referred to as CDS
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As indicated above, although credit notes and CDS spreads are usually consistent,
there may be rare adverse situations. Because CDS is more sensitive than the Credit
Rating. For example, Kazakhstan’s CDS spread is 180.000 as of 19.09.2014. That means
protect buyer should pay %1.8 of the debt to but a protection. And South Africa’s CDS
spread is 190.000 at the same time, and that means protect buyer should pay %1.9 of
the debt to but a protection but, South Africa’s Credit Rating note at the same period
is higher than the Kazakhstan’s. The same case is valid for Venezuela and South Cyprus
for instance. While Venezuela’s CDS spread is well above the South Cyprus, they have
the same credit note.

4. Criticism of Both Method and Policy Proposal for Sovereign Credit
Rating

In order to break the oligopolistic structure consists of the big three?, major powers in
the world like European Union, China and Russia can establish their own credit rating
agencies. Establishment a global credit rating agency without any nationalism could be
another solution. There is also a need for a regulatory authority to rank them. They
also should be held accountable in civil lawsuits for wrong credit ratings. Moreover,
regulatory authorities should control the CRAs internally. This internal audit is
expected to increase the transparency. Also, a central exchange for CDS trades sounds
logical in order to make the CDS market more transparent and efficient.

5. Conclusion

In the middle of the 19th century, rating activities emerged to meet the needs of the
real sector. CRAs and CDS spreads are two different methods to get an opinion of an
entity’s creditworthiness. Both have its own methodology and there are fundamental
differences between their methods. CRAs give notes to the entities by assessing their
experts’ analyses and opinions. On the other hand, CDS spreads are data based on
transactions in the CDS market. In this paper we shed light on both methodology and
conclude that although they have different structures their indicators are not always
but usually parallel with each other.

Keywords: Credit default Swaps, Credit Rating, Methods of Credit Rating
JEL Kodu: HOO, A10, EOO
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Public Debt Management and Borrowing Strategies:
Comparison of Turkey and Selected EU Countries’ Applications

Binhan Elif YILMAZ* Sinan ATAER?

1. Introduction

The existence of the dynamics which effect the increase at the government debt stock and, the
increasing process of debts and management form have a vital importance at paving the way
for absorption of source need. Otherwise, as a result of mistakes which placed in debt
management, existing debt stock becomes the reason of new borrowings. For that reason, the
debt management has to be used as an economic policy tool which has a structure and
dynamism in order to minimize the costs, and realize legal and institutional regulations by
estimating possible risks.

Paying regard to cyclical developments and macro-economic balances, is essential in the debt
management process. However, as known, the global crisis which is not over yet spread into
most EU Countries in a short time period and under the negative cyclical impacts, caused
increases in budget deficits as well as risk premiums. Turkey which is not a member of EU,
performed differently and positively in terms of debt indicators during this period.

In this study, the effectiveness of debt management strategies as economic policy tools will be
evaluated in selected EU Countries (Denmark, Bulgaria, Latvia, Luxembourg and Romania)
which have similar debt indicators with Turkey in last ten years and a comparison over the
consequences of Turkey’s public debt management strategies by analyzing the factors which
are effective in determining the debt management strategies.

2. Public Debt Management
2.1. Debt Dynamics

The subject which has priority in terms of debt management is debt dynamics. Debt
dynamics can be evaluated in terms of different criteria according to the model which
used in different studies. According to an approach which brought by IMF in 2004 and
followed by Reddy (2006), and Favero and Giavazzi (2007) uses internal and external
debts which are borrowed in a particular interest liability, interest rates, primary
balance and central bank finance indicators were used for an open economy which can
reach external sources and under a government budget constraint, to evaluate the
debt dynamics. (Ryan & Maana, 2014: 7). In 2006, a study on Bangladesh by Islam and
Biswas, debt dynamics were determined as change in the total debt stock, vulnerability
which is constituted by real interest rate — real growth rate and currency rates and the
stability of debt/GDP ratio (Islam & Biswas, 2006: 16).
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2.2. What Is Debt Management, What It Should Be?

Public debt management is making changes in the amount and composition of the
government debts in order to support economic policy of a country and protecting the
economic balances (Ince, 2001: 327). With this aspect, debt management must
provide budget finance with tax revenues and seniorage revenues of the state, by
having a principle as borrowing with the minimum cost and least risk level which are
possible, being based upon risk analyses and appropriate for macro-economic targets
(Hazirolan, 2012: 558).

2.3. Principles of Debt Management and Borrowing Strategies

Debt management basically depends upon the principle of analyzing risks on the debt
stock and decreasing the costs to the lowest possible level. In the context of this
principle, borrowing policies run with respect to strategic criterions which formed
every year with a mid-term scope. Macro-economic balances and cyclical
developments are regarded too in the debt management process which starts with the
constitution of strategic criterions and continues with realizing the debts (Treasury
Department, 2016: 24).

3. Strategic Criterions in Effective Debt Management in Turkey

Strategic criterions; express the general risk and cost targets which are used for bases of debt,
cash and risk management. In Turkey, conducting the debt management appropriate for
strategic criterion was stated in the “Treasury Department Strategic Plan” which is prepared by
the Treasury Department with a projection of five years. The last strategic plan prepared in a
form involved 2014 to 2018. In the strategic plan, strategies are determined as; conducting the
debt management in the frame of strategic criterions, following a borrowing policy by paying
regard to macro-economic balances, compatible with monetary and fiscal policies, sustainable,
transparent and accountable, following a criterion borrowing policy by the way of re-exporting
of a particular amount of securities, using the re-uptake, change and early repayment
transactions effectively in order to managing debt repayment profile and adding the risk
management tools into the tools which used in debt management (Treasury Department,
2014).

Mentioned criterions are; realizing the cash internal borrowing mostly with a fixed interest
rate and in the currency of Turkish Lira, not internal borrowing with foreign currency and
limiting foreign currencies in internal debts, extending maturity over one year regarding the
market conditions, keeping sufficient reserves during the year in order to reduce the liquidity
risks which possibly occur in the risk and debt management (Yilmaz, 2014: 189).

4. Effective Debt Management and Strategic Criterions in Selected EU
Countries

Every single country aims ensuring the economic balance, in the light of several cyclical
developments, in the processes of public debt management by determining strategies which
enable realizing debt with lower costs and reasonable risk levels. The European Union
countries which found themselves in the impact area of global economic crisis, tried to
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establish effective debt management strategies with respect to economic conditions as
solution offers to the increasing risk premiums of debts and high debt load which they faced,
as a result of methods used challenging with that load. However, PIIGS countries (Portugal,
Ireland, Italy, Greece and Spain) have reached record numbers in budget deficits and debt
stock/GDP ratios. On the other hand, even Germany and France which are strong economies
of the Union, still, are not coming up to the Maastricht Criteria regarded to debt stock.

Standing out in the European Union with their debt stock/GDP ratio and being similar with
Turkey in respect of this ratio, decomposing from PIIGS countries, Bulgaria, Denmark, Latvia,
Luxembourg and Romania, are worth to examine in term of borrowing strategies.

Bulgaria has managed to pull its gross public debt stock-gdp ratio to 13-17% from 20% and
managed to hold tight this ratio until 2014 by strengthening its position after the year 2009
which the impact of global crisis become to seem, by comparison to the previous years. Even
though Denmark, has lived a significant increase in its gross public debt stock-gdp ratio after
the global crisis, however, it has managed to hold the ratio in the level of 40%. Denmark has
managed to protect its accurate position in terms of Maastricht Criterion as well as lower than
EU averages. Latvia is one of the countries which has seriously suffered from the Global Crisis
in terms of government gross debt stock-gdp ratio. However, the most important factor for the
powerful recovery and holding the ratio below the 50% despite being suffered from the global
crisis, is the permanent lower government gross debt stock-gdp ratio before the year of 2008.
Luxembourg also followed a disciplined debt policy before the Global Crisis, held the
government gross debt stock-gdp ratio below 10% and experienced increases in that ratio as
well as the other selected countries during and after the crisis. The ratio increased to the level
of 23,5% which was 7,8% in 2007 and was slowed down after 2013. This ratio was realized as
22% in 2014 and 2015. Romania, since the early 2000's, had followed a debt policy which is
compatible with Maastricht Criterion and with an average 20%, while approaching 2008,
government gross debt stock-gdp ratio was managed to lower until 12%. This achievement
ensured the government gross debt stock-gdp ratio to not to increase higher levels (Eurostat
Database).

5. Conclusion

The reasons of not sharing the same destiny with the EU Countries which progressed to the
high indebtness levels, of Bulgaria, Denmark, Latvia, Luxembourg and Romania are various.
Especially PIIGS countries had reached borrowing revenues with low costs by obtaining
confidence of international investors under the umbrella of Euro in a positive atmosphere. The
opportunity of borrowing with low costs, was an incentive element to making more public
expenditure and cheaply finance the budget deficits with debts for these countries. Regaining
the competition lack and growth advantages, these countries frequently devalued their money
and when they faced the obligation of conducting the same monetary policy, they had to lay
on more internal demand and public expenditures with the justification of maintaining their
growth. Since the financial environment was suitable for that, the countries had chosen the
way of increasing their debts (Yilmaz, 2013: 76). As a result of similar mistakes in the debt
management strategies and late measures, debt stocks became unsustainable.

As seen, every country has different strategic criterions and debt management principles
under their special conditions and cyclical developments. These criterions, in order to serve
economic balance mid and long term, aim to calculate and follow the effects on debt stock and
new borrowings.

May 10 - 14, 2017, Antalya / TURKEY



32nd International Public Finance Conference / TR 35

Key Words: Public Debt, Public Debt Management, Strategic Criterion
JEL Codes: H6, H63

References
European Commission, EUROSTAT database.

Favero, C. & Giavazzi, F. (2007). “Debt and the Effects of Fiscal Policy”, National Bureau of
Economic Research, WP: 12822, pp. 1-33.

Hazirolan, U. (2012). “Yiikselen Bir Ekonomide ihtiyatl Kamu Bor¢ Yoénetimi: Tiirkiye Ornegi”,
Maliye Dergisi, Temmuz-Aralk (163), ss. 557-581.

Islam, E. & Biswas, B. P. (2006). “Public Debt Management and Debt Sustainability in
Bangladesh”, Policy Analysis Unit (PAU), WP: 0705, pp. 1-21.

ince, M. (2001). Devlet Borglari ve Tiirkiye, 6. Baski, Ankara: Gazi Kitabevi.

Reddy, M. (2006). “Assessing Sustainability of Fiji’'s Public Debt: A Cointegration Analysis
Approach”, paper presented at: The Economic Association of Fiji Seminar, Reserve Bank
of Fiji, pp. 1-12.

Ryan, T. & Maana, I. (2014). “An Assesment of Kenya’s Public Debt Dynamics and
Sustainability”, Central Bank of Kenya (CBK), Discussion Paper, pp.1-30.

T.C. Prime Minister, Treasury Department (2014). Strategic Plan 2014-2018.
T.C. Prime Minister, Treasury Department (2016). Public Debt Management Report.

Yilmaz, B.E. (2013). Kiiresel Krizin Avrupa’da Bor¢ Cikmazina Déniisiimii, istanbul: Derin
Yayinlari.

Yilmaz, B. E. (2014). Osmanli’dan Giiniimiize (1854-2013) Bor¢ Cikmazi, 3. Baski, istanbul: Derin
Yayinlari.

May 10 - 14, 2017, Antalya / TURKEY



32nd International Public Finance Conference / TR 36

Tax Effort in Turkey

Naci Tolga SARUG! Cigdem Bérke TUNALI? Candan YILMAZ?

1. Introduction

In the literature, tax effort index is defined as the difference between actual tax ratio and
predicted tax ratio of a country in a certain period of time. If this index is higher than 1 it
shows that taxes are collected beyond the taxation limit and if this index is lower than 1 it
shows that taxes are collected under the taxation limit (Susam, 2015: 293).

This study aims to determine the concept of tax effort and the factors which play a significant
role with regard to identifying the concept of tax effort at first. Furthermore, it is tried to
determine empirically the variables which affect tax effort in Turkey by using a data set that
covers 79 cities (except Tunceli and Ardahan) over the period 2010-2014. According to the
results of the empirical analysis, it is determined that export is the main factor which affects
tax effort in Turkey.

2. The Concept of Tax Effort

Taxes are the most significant resources which finance basic public services such as education,
health and infrastructure. It is seen that governments in developing countries spend much
more money than the governments in developed countries in order to fulfill economic
development and to increase life standards (Wang et al., 2009: 204). Hence, it is expected that
governments which want to carry out more public expenditures increase their tax revenues.

At this point, we face the question of whether it is possible to obtain more tax
revenues than the existing tax revenues and thus, the concept of tax effort comes into
prominance (Bird & Vazquez, 2008: 56). Determining the tax effort which is defined as
the difference between actual tax ratio and predicted tax ratio gives information to the
countries about the efficiency of tax system and whether tax system will increase
existing tax revenues (Pessino & Fenochietto, 2010: 66).

On the other hand, tax effort can be defined by various variables and it can be
different from one country to the other. These variables consist of factors such as tax
burden, tha ratio of agriculture in GDP, population, openness and efficient tax
auditing. Hence, although it is not easy to estimate the tax effort index of a country
there are many studies in the literature.
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Pessino and Fenochietto (2010) investigate the variables of tax effort. By using panel
data techniques the authors aim to measure the variables which determine tax effort
in 96 countries over the period 1991-2006. According to the results of the empirical
analysis, it is found that the level of development which is measured by GNP per capita
and the ratio of exports and imports have a positive effect on tax effort (Pessino and
Fenochietto, 2010).

Kaghazian et al. (2013) try to determine the direction of the relationship between
petroleum revenues and tax effort. In this study, the data set of five petroleum
exporting countries which are Iran, Bahrain, Kuwait, Qatar and Algeria are used and
panel data techniques are employed. The results of the empirical analysis emphasize
that there is a negative relationship between tax effort and petroleum revenues and
tax effort decreases as petroleum revenues increase (Kaghazian et al., 2013).

3. The Concept of Tax Effort in Turkey

In developing countries like Turkey, enhancing social wealth and macroeconomic
problems such as unstable economic growth rates, high foreign trade and budget
deficits, the fluctuations in exchange rates and high inflation rates changes the
dimension of the presentation of public services and the dimension of public
expenditures. This change in existing public expenditures alters the amount and
structure of public expenditures both in national and local levels (Cicek & Yavuz, 2014:
20). In this case, the significance of taxes which are the basic resource of public
expenditures increases.

Hence, it is required to determine the tax potential of a country in order to make
efficient changes in tax policies and to implement correct policies in the face of
increasing public expenditures.

3.1. Data and Methodology

The aim of this study is to determine the variables which affect tax effort in Turkey at
the city level. For this purpose, tax effort index for 79 cities in Turkey is calculated for
the period 2010-2014. Ardahan and Tunceli are excluded from the analysis because of
the inadequacy of the data.

In the analysis, the dependent variable is the tax revenues/GDP. The share of tax
revenues collection in GDP was taken, and tax losses and fugitives were ignored.
However, tax incentives which are provided to certain cities or regions in order to
equalize regional competition and to increase investments are excluded from the
analysis. The independent variables are the share of agriculture in GDP, the share of
industry in GDP, the share of services in GDP, the share of exports in GDP and the
share of imports in GDP (the share of exports in GDP and the share of imports in GDP
are openness variables). Population growth rate at the city level is determined as the
demographic variable. Tax revenues data is taken from the Revenue Administration
and the other data is taken from the Turkish Statistical Institute.
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3.2. Empirical Evidence

In this analysis a data set which belongs to 79 cities over the period 2010-2014 is used.
Hence, the model is estimated by employing panel data techniques. According to the
results of the estimated fixed effects model, exports/GDP (1% significance level) and
imports/GDP (10% significance level) are statistically significant. While exports/GDP
has a positive effect imports/GDP has a negative effect on tax effort. The reason why
the other variables except exports and imports do not have any effects on tax effort
may stem from the fact that the level of the underground economy is high in Turkey.
Furthermore, if the model is estimated by using tax allocation instead of tax effort
different results can be obtained.

4. Conclusion

Because of the inadequacy of private sector investments public sector investments are
highly important for economic growth and development especially in developing
countries. Public sector investments are financed by tax revenues. Hence, determining
the factors which affect tax revenues and tax effort in developing countries will reveal
whether public investments that play a critical role in economic growth and
development can be financed by taxes or not.

In this study, the factors which affect tax effort in Turkey are empirically analyzed by
using a data set which covers 79 cities over the period 2010-2014. According to the
results of the empirical analysis, it is determined that the main factor which affects tax
effort in Turkey is exports. This result may stem from the fact that the level of
underground economy is high in sectors other than the foreign trade sector. Morover,
if the model is estimated by using tax allocation instead of tax effort different results
can be obtained.
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Fiscal Anaesthesia and Changing in the Fiscal Limits of Taxation:
Review to Laffer Curve

ihsan Cemil DEMIR!

1. Introduction

Fiscal anesthesia is defined as the fulfillment of tax and similar financial obligations
without being felt by the taxpayer. States prefer indirect taxation with fiscal
anesthesia, because of the possible reactions to direct taxation. The fiscal limits of
taxation are expressed in the literature with the help of the figure known as Laffer
Curve which presented by Artur Laffer in 1974. This study is designed to reveal the
existance of two seperate Laffer Curves? which are created separetely: one for
objective tax burden and one for subjective tax burden effected by fiscal anesthesia.
For this purpose, objective and subjective tax burdens for Turkey® were determined
separately and Laffer Curves were created for both. Thus, at the expense of empirical
findings, a new view of the Laffer Curve is revealed.

2. Difference between Objective and Subjective Tax Burden: Fiscal
Anesthesia

Financial anesthesia refers to the fulfillment of financial obligations without being
noticed by the individual (Ay, 2014: 162). It is especially important for the state which
wants to create a productive tax system, that the burdens of taxes are not being felt.
Because, if the individual feels completely and becomes aware the taxes paid, he or
she reacts to the increased tax burden. Thus, it causes legal or illegal ways to get rid of
the tax burden. (Aktan at all, 2012: 187-188). This will force public financial
management who wants to increase tax revenues. Political administrations in voting
anxiety prefer tax policies that will not attract the reaction of individuals in order to
avoid the loss of votes especially due to taxes. For this purpose, they prefer to focus on
the consumption tax, which is easy to conceal into the price, rather than the income
and wealth tax, which is very easy to feel.

It is possible to define financial anesthesia as the positive difference between objective
and subjective tax burden (Demir, 2013: 3). The ratio of the total tax paid from income,
wealth and expanses by the individual to the income is called the objective tax burden.
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The burden of tax is the subjective tax burden on which the taxpayer thinks or feels
that he is paying taxes.

In this study, taxpayers' objective and subjective tax burdens were determined within
a certain period of time in Turkey and the difference was expressed as the dimension
of financial anesthesia. According to the results obtained, the objective tax burden in
the whole country is approximately 28%. The subjective tax burden measured by the
index developed by me in the same period is approximately 23%. Therefore, fiscal
anesthesia is approximately 5% across the country. This value indicates that taxpayers
do not feel about 18% of the tax they pay.

2.1. Graphical Design of Fiscal Anesthesia

It is possible to express the formation of fiscal anesthesia with the help of the
following graph.

OTB Curve

STB Curve

Amount

Fiscal Anesthesia

Excessive Tax

i Burden
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v )\
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Direct Taxes Indirect Taxes
Intensive Zone Intensive Zone

Graph 1: Formation of Fiscal Anesthesia

In Graph 1, the objective tax burden is shown by the OTB curve and the subjective tax
burden is shown by the SVY curve. Since the direct tax is predominant in the interval of
0V1 and share of indirect taxes increases, the STB curve increases by decreasing and
rises above the OVY curve. The felt tax burden on this region is higher than the
objective tax burden, which leads to an excessive tax burden (Excessive Tax Burden =
STB - OTB).
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After V1, indirect taxes have more share in tax revenues and the STB curve turns into
an multiplying curve and goes under the curve of OTB. Since the tax burden felt (STB)
in this region (where the indirect tax is predominant) is less than the objective tax
burden (OTB), fiscal anesthesia will be as much as the difference between the
objective tax burden and the subjective tax burden. (Fiscal Anesthesia = OTB - STB).

3. Change in Laffer Curve due to Fiscal Anesthesia

The change in the Laffer Curve due to financial anesthesia is shown in Graph 2.
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Graph 2: The Changing in the Fiscal Limits of Taxation due to Fiscal Anesthesia

In Graph 2, OV1 is the region where the direct tax is concentrated and V1V2 is the
region where the indirect tax is in the density. The point O1 is the point at which the
maximum tax revenue (M1) is obtained according to the Laffer Curve and the point V1
represents the optimal tax rate.

When the state wants to increase its total tax revenues, it increases indirect taxes.
Because, by increasing direct taxes, it is very difficult to achieve this. As the share of
indirect tax in total tax increases, although the objective tax burden of the individual
increases, the subjective tax burden does not increase at the same rate. After point V1,
the average tax rate increases unimpressively. Because, the share of indirect taxes
increases and these taxes are hidden in the price. In this way, the state will increase its
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tax revenue as amount of M2-M1. Thus, new maximum tax revenue (M2) and new
optimal tax rate (V2) are obtained at 02 point. In other words, the fiscal limit of the tax
capacity has changed and shifted from O1 to O2.

4. Conclusion

With this research, fiscal anesthesia has been able to formulate and measure with a
different perspective in public finance literature and it has been presented to
evaluation of public financial scientists. As of the study period, fiscal anesthesia is
approximately 5% in Turkey. When examined by various occupational groups, this
difference becomes even more apparent. However, it should be noted that the
measurement of the subjective tax burden to be performed in order to measure fiscal
anesthesia may vary in the period and place of the study. Therefore, this result we
have obtained is a result of rotation and is not suitable for generalization. Fiscal
anesthesia may vary in terms of different regions and times.

Another important contribution of the study to the public finance literature is that it
refers to the changes that may occur in the fiscal limits of taxation (Laffer Curve) due
to fiscal anesthesia. How the fiscal anesthesia changes the Laffer Curve is graphically
designed and presented to the discretion of the public financial scientists.

Although studies in the field of financial sociology and tax psychology have gained
momentum in recent years, they are not yet sufficient. | hope that the researcher will
be able to shed light on the work to be done later. There is no doubt that such studies
should be carried out in various countries and thus allow comparison of objective tax
burden as well as subjective tax burden.
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A Comparative Analysis of Public Expenditures in Turkey: 1927-
1950 and 1980-2000

Yrd. Dog.Dr. Aynur Ugkag!

1. Introduction

The paper presents a comparative static analysis of public expenditures in Turkey in two
distinct periods. The two periods under focus are selected according to their wide differences
in terms of economic policies designed and implemented in each of them. The first period that
covers almost twenty years, from 1927 to 1950, establishes itself as the founding era of the
Turkish Republic; whereas the second period which also covers another twenty years, from
1980 to 2000, is known as the era in which Turkey had been persuaded to substitute open-
economy policies imposed by globalization for its own protective developmental policies that
had been implemented till then. Thus by comparing public expenditures allocated to economic
and social areas in two distinct periods it is aimed to reflect sharp differences in policies
implemented in each period in terms of their relations to developmental efforts of the
country. It is also stressed in the paper that significant changes observed in the pattern of
public expenditures in selected periods display the changing role and position of the decision
makers in two different periods. It is observed that whereas the policy makers in the first
period were relatively autonomous, it seemed that the decision makers in the second period
were more under the influence of pressure coming from advanced economies. Thus, it is
demonstrated in the paper that against tremendous efforts that had been made in the first
period of the Republican era in the way of achieving economic development, the Washington
Consensus rules and policies introduced by John Williamson in 1989 inhibited politicians in the
way of introducing and implementing proper strategies for development in the second period.

2. 1927-1950 Period

As the result of great effort Turkey had made important achievements in terms of economic
development during the initial period of the establishment of the nation state and building up
of national economy. The achievement obtained by etatism, in other words state capitalistic
policies of the 1930s had paved way for industrial capital accumulation. National expenditures
throughout the period appropriated to both capital formations for economic purposes and
education and health for social purposes are compared to those in period 1980-2000.

It is natural that the structural pattern of goods and services provided by the public sector
depends on the level of economic development. It is also natural that the demand for public
goods and services shapes according to the pace of economic development. In case where
rapid development is aimed the state necessarily concentrates on such public expenditures
like infra-structure, education, and health, etc. which are of great importance for productivity
increase. Provision of such services is also crucial in achieving better income distribution.
(Onder, 1974:109).

1 Assist. Prof. PhD, Adnan Menderes University, auckac@adu.edu.tr
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3. 1980-2000 Period

The main policy of the period had been shaped according to the Washington Consensus which
had been put forth by John Williamson in 1989. The basic rules of the Washington Consensus
are as follows (https://en.wikipedia.org/wiki/Washington_Consensus):

- The scope of the public sector would be narrowed;

- Tax burden on private sector would be lowered,;

- Trade would be privatized and there would be no public interference;
- Property right would be empowered;

- Privatization would be completed at once.

It may be imagined that countries which had complied with all legal regulations of Washington
Consensus like privatization, liberalization and reregulation of factor markets, easing
international financial transactions, etc would have been successful in becoming a middle
income economy. Yet it has not been possible for such countries to reach high income country
level (Ohno, 2009:26) besides, globalization has constituted a radical ban in the way of
increasing public expenditures towards economic goals.

4. Conclusion

It is observed that whereas the policy makers in the founding era of the Turkish Republic were
relatively autonomous, it seemed that the decision makers in the second period have been
more under the pressure coming from advanced economies. Thus, it is demonstrated in the
paper that against tremendous efforts that had been made in the first period of the
Republican era in the way of achieving economic development, the Washington Consensus
rules and policies introduced by John Williamson in 1989 inhibited politicians in the way of
introducing and implementing proper strategies for development in the second period.
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Comparison of Performance-Based Budgeting and Performance-
Based Financing Practices: The Sample of Higher Education

Gonca GUNGOR GOKSU* Mehmet Emin ALTUNDEMIR?

1. Introduction

The performance-based budgeting system, which is closely related to the performance levels
of public institutions, is regarded as one of the new budgeting approaches. However, the
collections made by prioritizing the performance of institutions can be made not only by
means of this budgeting but also by using the performance-based financing method. Upon
examining the finance literature, although there are similarities between these two modern
appropriation mechanisms that are generally used simultaneously, there are also significant
differences. Similar and different aspects of performance-based budgeting and performance-
based financing methods are emphasised within the scope of this study. Furthermore, it is
desired to make their ways of use in the field of higher education clear. Thus, examples are
given from higher education service in order to concretize the subject.

Recently, the difference between performance-based budgeting and performance-based
financing has been emphasised in the article of Demirbas published in 2009. The dimension of
the relation between the concepts is examined in a more detailed way in the present study. In
this direction, the aim of this study is to compare the methods of performance-based
budgeting and performance-based financing in the context of higher education and clearly
show the aspects that differ from one another.

2. Comparison of Performance-Based Budgeting and Performance-Based
Financing Methods

As a concept, the budget that first emerged in western countries and turned into its present
state of use as of the 17th century (Tlgen, 2014:1) has been used in various ways until today.
Budgeting system that varies by a state’s economic, social and political conditions is divided
into two main groups, being traditional and modern.

Performance-based budgeting, which is regarded to be among modern budgeting systems and
in which the resources allocated to institutions are dependent on measurable results (OECD,
2008:3), is a method that is preferred in many countries. In our country, this budgeting system
started to be implemented with the Public Finance Management and Control Law No. 5018
accepted in 2003.

In addition to performance-based budgeting, another application that attracts attention to the
relation between public appropriations and institution performance is performance-based

1 Res. Assist., Sakarya University, Public Finance Department, ggungor@sakarya.edu.tr (corresponding
author)
2 Assoc. Prof. PhD, Sakarya University, Public Finance Department, altundemir@sakarya.edu.tr
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financing®. These two appropriation mechanisms, which are mostly used synonymously
because of the lack of a precise definition that separates the direct and indirect effects of the
practices regarding financing in the literature, actually distinctly differ from each other. Thus,
in his study, Demirbas (2009:84) emphasises that this confusion will be eliminated by naming
the performance-based financing method the direct performance budgeting.

Upon evaluating in terms of its similar aspects first, both methods include regulations related
to how public institutions will use their budgets more effectively and how they will act
performance-based in this effective use. However, the first point that must be emphasised in
terms of different aspects is that the performance-based financing method is closely
dependent on single indicators and that it is closely related to the performances of public
universities (Burke et al., 2000:3). According to the performance-based financing method
defined as a percentage of the appropriations allocated subject to the evaluation of the
performance criteria defined (Jordan and Hackbart, 1999:74), payment is made over the ratio
that each performance indicator has when the pre-determined performance targets are
achieved. Thus, appropriation transfer is ensured by means of a defined formula (Friedel et al.,
2013:3).

The performance-based budgeting system is defined as the process of preparing budget
documents with the pre-defined performance measurements (Jordan and Hackbart, 1999:74).
In this method, performance has an indirect effect on the appropriation transfer. Factors apart
from the corporate performance may also become a significant factor, and performance
indicators are only one of these factors (Burke, 1998:6). More clearly, performance indicators
are among other factors in order to affect financing decisions in this budgeting system.
Furthermore, performance information is wider in the performance-based budgeting system
and performance indicators are prepared in a more comprehensive way. Whereas, the number
of indicators may be quite limited in the performance-based financing application. The
differences at the performance level are reflected on financing and it provides a corporate
competition environment.

In terms of higher education service, only a certain percentage of the total budget of
universities is allocated in countries applying the performance-based financing method, taking
into consideration the limited number of output indicators such as the number of graduates,
the number of articles published in indexed magazines, the number of projects, etc. However,
performance-based budgeting includes all of the budget of higher education institutions.
Nevertheless, higher education institutions may act in a more flexible way when determining
their performance targets in the performance-based budgeting method (Sanford and Hunter,
2011). Thus, each university can determine its individual indicators in line with its mission and
vision. Whereas, in the performance-based financing method, payments are made according
to the performance targets determined between higher education institutions and the
government, and standard mutual performance indicators are prepared between universities.

In addition to this information, the performance-based financing method focuses on the stage
of distributing the appropriations allocated to universities, while the performance-based
budgeting method focuses on the stage of budget preparation (Burke, 2002). In the
performance-based budgeting method, a higher education institution cannot receive more
appropriation even if it shows more performance than equivalent institutions. However, there
is competition between institutions in the performance-based financing method (Burke,

3 It is mentioned as performance-based funding and performance financing in the international
literature. The concept of performance-based financing has been preferred in the study while
translating into Turkish.
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1998:6). Furthermore, the performance-based financing application is more transparent. In
this method, the connection between the results and resources is open but not flexible. In
other words, a university cannot get full appropriation if it fails its relevant performance
target. In contrast, the relation between the results and resources in the performance-based
budgeting application is not open but flexible.

Upon examining in terms of practitioners, while appropriations for universities are determined
in the performance-based budgeting system, rule-makers or managers can be given more
authorities (Burke et al., 2000:3), and they can focus on factors other than performance
(Demirbas, 2009:84) while there is no such thing in the performance-based financing method.
The performance exhibited by higher education institutions is all that is taken into
consideration.

The appropriation transfer mechanisms of both methods are different. Performance-based
financing is divided into four sub-groups being performance agreements, appropriations based
on performance indicators, competitive financing and result-based payments. However, the
performance-based budgeting method is divided into three groups being the model based on
strategic planning, model turned into the budget format and model based on the performance
contract.

3. Conclusion

In the comparison of the performance-based budgeting and performance-based financing
methods, it is first understood that both methods have quite different aspects both in terms of
practice and theory. The presentation of such a difference may have a determining role for
public appropriations to be made based on the performance exhibited especially by higher
education institutions because payments made based on the performance of higher education
institutions accelerate the competition between universities and encourage research and
development activities. Eventually, the increase in the scientific capacity of a country is
supported.

Performance indicators are an effective factor in both methods. However, while it is an
indirect factor in performance-based budgeting, it is a direct effective factor in performance-
based financing. Thus, the differences between the concepts increase as budget modelling
moves away from the basis of performance in resource allocation. Consequently, it is expected
that the study will contribute to the literature.

Keywords: Performance-Based Budgeting, Performance-Based Financing, Higher
Education Financing

JEL Codes: 122, 123, H61

References

BURKE, J. C. (2002), Funding Public Higher Education For Performance: Popularity, Problems,
and Prospects, Research Report, Published by The Rockefeller Institute Press at The
Nelson A. Rockefeller Institute of Government, Albany, New York.

May 10 - 14, 2017, Antalya / TURKEY



32nd International Public Finance Conference / TR 49

BURKE, J. C,, J. Rosen, H. Minassians ve T. Lessard (2000), Performance Funding and Budgeting:
An Emerging Merger? The Fourth Annual Survey (2000), Research Report, Nelson A.
Rockefeller Institute of Government, State University of New York.

BURKE, J. C. (1998), “Performance Funding: Present Status and Future Prospects, New
Directions for Institutional Research”, Volume:97, pg. 5-13.

DEMIRBAS, T. (2009), “A New Approach for Allocating Appropriations to State Universities:
Performance Funding”, istanbul University, Economics Faculty, Finance Research
Center Conferences, 52. Series, Prof. Dr. Serafettin Aksoy'a Armadan Kitabi (The Gift
Book to Prof. Dr. Serafettin Aksoy), pg. 80—105.

FRIEDEL, J. N., Z. M. Thornton ve M. M. D’Amico (2013), Performance-Based Funding: The
National Landscape, Education Policy Center, Issue Brief, The University of Alabama,
U.S.A.

JORDAN, M. M. ve M. M. HACKBART (1999), “Performance Budgeting and Performance
Funding in the States: A Status Assessment”, Public Budgeting & Finance, Volume:19,
No:19, pg. 68-88.

OECD (Organisation for Economic Co-operation and Development) (2008), Performance
Budgeting: A User’s Guide, Paris: OECD Publishing.

SANFORD, T. ve J. Hunter (2011), “Impact of Performance-Funding on Retention and
Graduation Rates”, Education Policy Analysis Archives, Volume:19, No:33, pg.1-30.

TUGEN, K. (2014), Devlet Biit¢esi (State Budget), Edition 13, Bassaray Publishing, izmir.

May 10 - 14, 2017, Antalya / TURKEY



32nd International Public Finance Conference / TR 50

Citizens Budget and Evaluating Citizens Budget in Turkey

Hikmet Dersim Yildiz! Osman Geyik?

1. Introduction

Citizens Budget has become an important document to increase citizen involvement in budget
process and to support transparency and clarity principles. As the citizens know where and
what the government expenditure are, the ratio of involvement to the following budgeting
process will increase.

Public Finance Management and Control Law with issue number 5018 classifies budgeting
process into three categories such as financial transparency, accountability and accountability
responsibility and performance auditing. From this point of view as the importance of budget
transparency is emphasized, it can be concluded that transparency provided only for the
experts is insufficient and citizens should be able to access general information and data.
Therefore, in addition to documents with general budget information, it is important to form a
simple and clear citizen budget for budget transparency so that the citizens can understand
the general concept.

In this study, citizen budget concepts, importance and development of citizens budget are
considered and citizens budget in Turkey is evaluated.

2. Citizens Budget Concept

Citizens Budget aims to provide citizen involvement in the budget process. Citizens Budget is a
document that enables to share the budget with public opinion in a transparent, clear, and
understandable way and thus increasing the involvement of citizens to the budget process. As
public opinion on expense items in budget which directly affect citizens are included, citizens
budget becomes more feasible. Involvement of citizens in budgeting will speed up democratic
development process and thus increase transparency and accountability levels (Seker and
Beynam, 2013: 221-222).

Citizens Budget is a document that summarizes fundamental budget information. The
document is a report that is simplified in terms of format and language so that the citizens can
understand this document. The citizens desire an explanation for what the government has
done on their behalf by asking democracy based questions. Primary beneficiary of Citizens
Budget document is the citizens. Citizens Budget is a multi-purpose document that aims to
increase current information of citizens on what the government actions are and what has
been done to develop involvement to government activities (IBP Citizens Budget Guide, 2012:
9).
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3. Development and Importance of Citizens Budget

In the last 10 years, there are important developments in the financial management of the
countries to publish Citizens Budgets. When 2012 data of International Budget Partnership
(2012) that aims to measure budget transparency levels of countries with Open Budget Index
is considered, it can be seen that 26 countries among 100 countries in the survey publish
citizen budgets. These countries include high income countries such as Norway and New
Zealand as well as middle income countries such as India, Croatia and Ghana (Seker and
Beynam, 2013: 223) . 2015 survey data evaluated 102 countries under this scope and it can be
seen that 54 countries have published citizen budgets (IBP Full Report, 2015: 29). When the
reports are evaluates, the change between 2012-2015 is striking.

Publishing a Citizens Budget guide enables to explain government budget aims and related
budget talks using supplementary material such as press releases and internet pages in a
simple and fluent language. It is vital that the information about the taxes collected by the
government, government debts and expenditures are provided to the citizens (Petrie and
Shields, 2010: 3).

4. Evaluating Citizens Budget in Turkey

Open Budget Survey conducted five times between 2006-2015 and related Open Budget Index
publishes a report for all the countries included in the survey. The report published for Turkey
made suggestions that citizen budget should be produced and published for transparency and
development of public involvement (IBP Country Report, 2015: 2-3). Citizens budget concept
has been first mentioned in Public Finance Management and Control Law issue number 5018,
yet until 2017 there has not been any initiative. First work related with citizen budget concepts
is published in 2017 under “Citizens Budget Guide”. Since the Guide is the first application
there are certain insufficient points in terms of content and scope, it can be considered as an
important step in Turkish Budgeting process. This citizens budget document contains
macroeconomic objectives as well as education, health, social assistance, investments,
Research and Development, tourism, real sector supports, fees, tax incomes, tax expenditures
and incentives and this documents presents data and objectives for the above mentioned
subjects. Yet, citizens budget objective definition and budget process explanations are not
provided. Including these explanations and terms in a field that requires economic literacy is
important for the citizens to internalize the document and provide budget involvement. If we
evaluate in a more specific way, Tax Amnesty Law issue number 6736 that become effective in
2016 is important in terms of collected income as well as expenditures, yet this data is not
included. As public incentives for real sector are included sectoral performance objectives are
excluded as well as employment, energy efficiency, production and consumptions subjects
which can be evaluated as shortcomings of citizen budget guide. Additionally, if political
processes and initiatives are included, citizen budget can be more meaningful (Vatandas
Butgesi Rehberi, 2017).

5. Conclusion

“Citizens Budget” concept has become an important arguments in the last few years. Thus, the
document has become an important sign of financial transparency as well as incentive for
public involvement in budget process. In this context, it can be seen that until 2017, the proof
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for any citizens budget cannot be observed in Turkey. Although prepared and published first
citizens budget covers economy in a broader sense, the document is insufficient in terms of
performance objectives data under sectoral scope. As macroeconomic indicators that are
important for citizens are included, employment as the most important aspect of this subject is
excluded from the document. Additionally there is a need for glossary of terms to explain
economic terms or concepts other than budget definitions. Lastly, when citizens budget
concept is explained to the citizens, it will be easier to understand this budget documents.

Keywords: Budget ,Citizens Budget, Open Budget Index
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Productivity-Efficiency-Effectiveness in the Public Sector:
Theoretical Discussion

Gulizar Seda Yilmaz? Murat Yilmaz?

1. Introduction

The continuous evolution of the modern state transforms the public organization and the
public services. After 1980, governments targeted a state which reduces the government
enterprise with "new right" politics. In the post 1990 period when Post-Washington Consensus
and governance has dominate, there is a process in which the government acts together with
the market actors and re-remember the "regulatory” role of the state and its institutions for
safety of the market. In this context, market-based concepts of "efficiency-effectiveness-
effectiveness" are frequently used in public finance, public administration, and economics.
However, although they have different definitions and formulations, there are mistakes both
in Turkish and foreign literature about use of these concepts. In this study, it is aimed to make
the theoretical discussion about these performance criteria, to explain the differences
between them and to determine usage mistakes of the concepts. The questions investigated in
this context are as follows: (1) How productivity, efficiency and effectiveness are defined and
what are the differences between them? (2) What are the mistakes made especially in legal
texts in the use of performance criteria? In the direction of these research questions, the study
is organized into three sections. In the first section, the input, output and outcome terms
which are necessary to define the performance criteria will be defined by giving examples from
the sectors where the public provides goods and services. Then the connection between these
terms will be explained. In the second section, productivity, efficiency and effectiveness which
are the concepts of public sector performance will be explained by theoretical and
measurement technique and the differences between them will be emphasized. In the third
section, the problems that may be encountered in measuring the performance of the public
and the misuse of the concepts will be given.

2. Terms For Definition Of Performance Criteria

The difference between the performance criteria is explained by three terms (Mandl, Dierx &
llzkovitz, 2008: 2; Batare, 2012: 174):

2.1. Input

In terms of public sector, sources and the expenditures which are used to produce and provide
public goods and services are the inputs (Hobson & Wilson, 2002: viii).
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2.2. Output

While expenditures for public goods and services are considered as an input, public services
are considered as output (Pratt, Katzev, Ozretich, Henderson & McGuigan, 1998: 3; Mandl et
al., 2008).

2.3. Outcome

The outcome indicators are the final impacts targeted for the different stakeholders of the
process of production/ delivery of goods and services (Webber, 2005: 114; Verdegem, Stragier
& Verleye, 2010: 228). The outcome indicators should be linked to the objectives of the public
policy.

3. Public Sector Performance Criteria

3.1. Productivity

Productivity is defined as increasing output per input (production factors) through division of
labor or technological development.

3.2. Efficiency

The most general use of efficiency in the economic literature is to produce more output with a
fixed amount of input or use less input to produce the same amount of output (Afonso,
Schuknecht & Tanzi, 2006: 9; Codagnone & Undheim, 2008: 11).

3.3. Effectiveness

Effectiveness is a performance criteria that indicates the success of inputs used in a particular
sector, to achieve long-term and final objectives for that sector (Codagnone & Undheim, 2008:
11; Aubyn, Garcia, Pais & Pina, 2009: 55).

4. Problems in Measuring Public Sector Performance and Misuse Of The
Concepts
4.1. Problems in Measuring Public Sector Performance

» The calculation of the market value of public sector output is very difficult, because public
often provides services with externalities such as justice and defense (Mihaiu, Oprena &
Cristescu, 2010: 137).

> In sectors where the public provides service, a single outcome indicator is not sufficiently
comprehensive.

» The outcomes of public services are influenced by many external factors outside the
production process. It is difficult to detect and measure these external factors.
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4.2. Misuse Of The Concepts

> The concept of "energy efficiency", which means to use energy resources without wasting,
has taken place in Turkish literature as "energy productivity" (Zengin, 2011: 17).

> The concepts of "effective, economic and productive" are used many times by referring to
the concepts of “effiency, economy and effectiveness" which have been reduced to "3E" in
the 5018 Public Financial Management and Control Law No. 5018 and The Law on the Court
of Accounts. However, it is not clear that which concept is translated into which one
(Zengin, 2011: 32).

4. Conclusion

With the paradigm shift towards the activation of the state in the provision of goods and
services, focusing on public service outcomes, effectiveness and effects on the citizens has
been targeted. All these changes in the nature of performance measurement and
management require examining public sector performance. While delivering goods and
services, the performance of the public in achieving policy objectives and resource use is
measured by correlation between the expenditures and the outcome indicators. Although
there is not a sharp distinction between the concepts of efficiency and effectiveness which are
most commonly used in public sector performance in the literature, it is seen that there are
significant differences in definition and measurement technique. This difference is also seen in
budgeting systems. All around the world, performance-based budgeting was adopted by many
countries (UK, Switzerland, New Zealand), including Turkey. The management of limited public
resources to achieve the desired results at the social level is aimed with outcome oriented
budgeting. Although these performance criteria, which are often used interchangeably in
Turkish and foreign literature, show similar conceptual and mathematical similarities,
attention should be paid to their meanings and especially their usage in legal texts.

Key Words: Public Sector, Performance, Productivity, Efficiency, Effectiveness.

JEL Codes: HO, H50, H83
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Westminster Model in Supreme Audit and Example of National Audit
Office of United Kingdom

Okkes YUCEL!

1. Introduction

The task of supreme audit institutions, in general, is to audit public revenue and public
expenditures. The structure, function and the status of the supreme audit institutions may
vary from country to country due to their respective historic development, political systems,
culture, language and regional affiliations. Today, supreme audit institutions in the world are
grouped as westminster model, judicial model and board model. Supreme audit institution of
Turkey uses the judicial model which is generally used in Southern European Countries. The
board model is generally used in Northern European and Asian Countries. The westminster
model is used not only in the United Kingdom but also United States, Canada, South Africa,
India and China.

While the judicial model and the board model can be examined under one title, the
Westminster model contains differences in many directions.The United Kingdom National
Audit Office is one of the leading supreme audit institutions in the world and the Westminster
model has spread to the world from the United Kingdom. The aim of the study is to examine
the westminster model in the context of United Kingdom National Audit Office.

2. Models of Supreme Audit Institutions

Accountability for the use of public funds is a cornerstone of good public financial
management. Supreme audit institutions are the national bodies responsible for scrutinising
public expenditure and providing an independent opinion on how the executive has used
public resources. The four objectives of public sector auditing are to promote: (1) the proper
and effective use of public funds; (2)the development of sound financial management; (3) the
proper execution of administrative activities; (4) the communication of information to public
authorities and the general public through the publication of objective reports. These
fundamental objectives guide the work of all SAls but several different public external audit
models exist around the world (DFID, 2004).

3. History of the National Audit Office of the United Kingdom

In the Unite Kingdom, the earliest surviving mention of a public official charged with auditing
government expenditure is a reference to the Auditor of the Exchequer in 1314. The Auditors
of the Imprest were established under Queen Elizabeth | in 1559.It was not until the 1860s
that the first major steps towards proper financial accountability to Parliament were taken.
The results of investigations of the supreme audit institution of the United Kingdom are

! Res. Assist., Siileyman Demirel University Faculty of Economics and Administrative Sciences, Public
Finance Department, okkesyucel@sdu.edu.tr
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considered by a dedicated parliamentary committee, the Committee of Public Accounts (PAC),
established in 1861 (NAO, 2017a).

4. Legal Base of the National Audit Office of the United Kingdom

With the National Audit Act, which has entered into force in 1983, the National Audit Office of
United Kingdom took its present form. The Government Resources and Accounts Act 2000, the
Companies Act 2006, the Budget Responsibility and National Audit Act 2011 and the Local
Audit and Accountability Act 2014 constitute the legal basis for the structure of the National
Audit Office of United Kingdom (NAO, 2017a).

5. Administrative Structure of the National Audit Office of the United
Kingdom

National Audit Office of United Kingdom has two offices. The head office is located in London
and its regional office is in Newcastle (NAO, 2017b). The Comptroller and Auditor General is
appointed by Her Majesty the Queen as an Officer of the House of Commons. He is appointed
for a single non-renewable term of 10 years, and can only be removed from office by the
Queen on an address by both Houses of Parliament. The Comptroller and Auditor General has
extensive statutory rights of access to information held by a wide range of public sector
organizations (NAO, 2016a:12). There are a total of 796 employees working permanent (NAO,
2016b:12). National Audit Office of United Kingdom is a relatively small organisation with a net
resource requirement of some £64.5 million in 2015-16 (NAO, 2015:18).

6. Audit and Other Tasks of the National Audit Office of the United
Kingdom

There are two main purposes of examining the public revenues and expenditures of supreme
audit institutions(NAO, 2016a:7) which are an integral part of the institutional framework of
democratic systems (Talbot and Wiggan, 2010:55). The first is to present the results of the
audit to the parliament as a report and the second is to protect the taxpayers' interests during
the public expenditure by governments (NAO, 2016a:7). In carrying out these aims, it publishes
reports, documents and similar outputs on a very wide area in order to fulfill its legal
responsibilities or to carry out its strategies. The activities of the National Audit Office of
United Kingdom consist of financial audit, performance audit, local audit, investigations,
support to parliament and international activities (NAO, 2016c¢:20-22).

7. Conclusion

In the National Audit Office of United Kingdom, several legal amendments have been made in
the area of administrative structure, auditing and non-auditing tasks in order to keep pace
with the needs of the times. The absence of binding constitutional provisions while making
these legal changes has opened the way for these radical changes to be made. National Audit
Office of the United Kingdom has been one of the first practitioners of many innovations in the
context of supreme audit institutions.
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The performance audit, which emerged as a new sense of auditing, has come to the fore in the
1960s by some academics and parliamentarians in the United Kingdom. The statutory
performance audit came into force in 1983 with the National Audit Act. And Performance
Audit has passed the development process of about 60 years in the United Kingdom.

The task of the supreme audit institutions, in general, is to audit public incomes and public
expenditures. In addition to auditing, National Audit Office of the United Kingdom is
supervised by other institutions such as University of Oxford, Financial Reporting Council,
RAND Europe.

Key Words: Supreme Audit, Public audit, Judicial model, Board model, Wesminster model

JEL Codes: H83, M42, K13
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Evaluating Empowered to Council of Ministers by Article 73/4 of
the Constitution in terms of Legality Principle of Taxation

Adnan Ger¢ek® Feride Bakar?

1. Introduction

The authority to amend related to certain elements in taxation and within the
minimum and maximum limits prescribed by law has been granted to the Council of
Ministers by the special pr