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- Huge deficits of State Economie
Enterprises have been one of the ma-
jor reasons for the current high inf-

lationary conditions we live in. In

this article, the causes for SEE’s de-
ficits and some recommendations for
solving several SEE’s problems are

presented. :

INTRODUCTION

- It has been the contention of many observers that the State
Economic Enterprises (the SEE's) have been one of the major causes
of inflation in Turkey. The contenders range from politicians and
casual observers to serious researchers and students of economie de-
velopment and of management science. Rapidly accumulating losses
and current funds deficits and the methods of financing such deficits
of the SEE’s during the last 10 years seem to support such conten-
tions. In fact, the consolidated current deficits of 30 operating SEE's
for 1979 reached to TL 181 billion and were financed mainly through
contributions from the Treasury and The Central Bank. The latter
two sources repreg;ented about 80 % of total funds requirements of
1979,

The purpose of this presentation is 1) to review the performance of
the operating SEE's for the last 10 years, 2) to indicate if there is a
causal relationship -between the SEE deficits and the galloping Tur-
kish inflation of the late 70's and 3) to try to find out if there are
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ways of improving the performance of the operating SEE's for pur-
poses of reducing inflationary pressures created by the SEE’s and
consequently for purposes of reducing the over-all rate of inflation
~in Turkey in the 80's.

The -present analysis is based on the official figures published
by the Turkish Ministry of Finance. Methods of consolidation are
those, utilized by the Ministry. Other sources supporting the basic
. information are presented in the hbibliography. Figures given in se-
- veral official sources have differences that do not completely agree
in the exact accounting sense, but getting into details of these diffe-
rences would not serve the purposes of this analysis. Hence, Ministry
of Finance figures were used to eliminate such technical discussions.

The topic at hand, should not be considered an easy task to be
settled with a -single paper, and needs much research in the Future.
The present effort should be taken as a limited one in suggesting
approaches for future research. '

In order to serve the above-mentioned objectives, the perfor-
mance of the SEE's (as measured by consolidated funds-flows) will
be reviewed, relationships of the performance with inflation rates
will be analized and some recommendatiohs will be suggested in the
following paragraphs.

. THE PERFORMANCE OF STATE ECONOMIC ENTERPRISES
IN TURKEY DURING THE LAST DECADE

The performance of the SEE’s over the last decade has been one
of deterioration, gradually in the earlier periods and faster towards
the end. Performance in this context is measured by consolidated
profits of operating SEE's (as opposed to financial SEE’s) and funds -
- created for. investments. Current operating profits of operating and
financial SEE’s are presented in Exhibit 1. Funds created by the ope-
rating SEE’s for investments are presented in Exhibit 2. As presen-
ted in the Exhibits, consolidated profitability of the operating SEE's
has deteriorated from gross profits of 448 million/TL. in 1966 to a
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net loss of 13,2 TL. billions 1973 (1, Although these figures were repor-
ted and summarized in Exhibit I of this paper, the operating deficifs
were far greater in the last few years, taking into consideration go-
vernment subsidies reported in revenues in current periods.

Following gives a more realistle: view of the operating deficits
. of the SEE’s as consolidated by the Ministry of Finance and reported
in the OECD Economie Survey * on Turkey.

i

State Economic Enterprises: Profit a,nd Loss Account.

TL. Billions
Total Expenditures:_ 1977 1978 . 1979 (est.) 1980 Prog.
Wages and Salaries 61,3 102,9 . 153,5 . 235,3
Purchases of Goods and
Services 7 133,8 201,7 4146 935,86
Depreciation _ 12,0 20,1 154 20,3
Other Provisions 1,8 3,8 2,2 5,6
-Total 208,9 328,4 585,7 1196,8
Total Income : ; :
Sales Revenue 155,9 256,2 501,2 1222 9
Increase in Stocks 16,8 . 20,2 24,5 36,5
Total 1727 276,4 525,7 1259,4
Gross profit (or loss) —36,2 . ~521 —60,0 +626

The 1udgment of the OECD report on the Turklsh SEE’s are as
follows :

«The Sta',té‘Economie Enterprises are an important segment of
nonagricultural produetion in Turkey. Apart from public utilities,

(1) Figures from 1970 are presented in Exhibit 2, Older figures are taken from
the author’s previous tescatch on the SEE’s. Please refer to Iktisadi Devlet
Tesekkiillerinin Yeniden Diizenlenmesi in Tutkish, Faculty of Business Jour
nal, Vol. 7, 2. In English, On Measuring Performance in Government En-
terprises, in Author’s Book Tirkiye'de Devlet Isletmeciligi, FBA, 1974

(2) Turkey, OECD Economie Surveys, April 1980, p.19.
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and transport and communications, these enterprises provide some
40 percent of value added and of employment in industry. The State
has forced their expansion notably in mining and modern high tech-
nology industries, with the result that the number of employed has
practically doubled since 1970 to more than 700.000. During the 1979
recession, employment in these enterprises rose by 11 percent overall
and by 17 percent in respect of technical and office. staff. Not ali
State enterprises are regularly in deficit; however, the number of
enterprises tuning up negative results in their balance sheets as well
as the size of the individual losses have been increasing in recent
years. The combined operating deficit of the SEE’s rose from 52
billion TL. in 1978 to TL. 60 billion in 1979. But their financial needs
were far greater because of large investment programmes. In 1977,
they were given TL. 34 billion in the form of subgidies from the pub-
lic budget. Credit from the Central Bank (either directly or indirectly
via the State Investment Bank) amounted to a further TL. 34 billion. -
Bequirements for budget transfers and loans rose to TL. 98 billion
in 1978 and to TL. 181 billion in 1979.» ‘

«These persistently high claims of the SEE’s on the resources of
the economy have now reached an unsustainable level. The main
reasons for this state of affairs must be sought in the organization
of these enterprises, which were centrally directed and whose invest-
ment and employment policies followed social objectives rather than
the exigencies of the market place. In return, they were able to reco-
ver their losses by receiving government subsidies and cheap official
loans. This, evidently, has had the side effect of reducing incentives
to follow sound management practices.»

«In 1979, the authorities made an attempt at creating grater effi-
ciency in the running of these enterprises through making managers
answerable for uneconomic performance and by paying a produc-
tivity bonus to ali staff. But this innovation did not materially chan-
ged the centralized approach for managing these enterprises.»

And it should be added that on January 24, 1980 sweeping price
increases were made for products of SEE’s by the previous govern-
ment with the announcement that the financing requirements of
SEE’s would go up to TL 350 billion in 1980 without these price inc-
reases. The following list should give an idea about the desperate
state of affairs at the end of 1979: ' '
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Average percentage increase in the prices of goods and
services produced by the SEE’s (Jan. 1980)

Commadity Average Increase in price (%)
Fuel Oil : : 100
Diesel Oil 120
Gasoline : 45 -
LPG _ 60
Coal : - . 100
Lignite 100
Electricity 120
Fertilizer 400
Steel _ 75
Sugar 80
Cement 55
Paper ' 300
Railways 100
Maritime transport 100
Cigarette and beverages 55
PTT services ' 75
Textiles 100

The translation of these price increases into the official price
indices, caused the whole-sale general index to increase by 39,6 per--
cent in February 1980! ' '

The above high rates of price increases were the result of hol-
ding official SEE prices fixed during the high inflation of the previous
few years in spite of the fact that the rapidly deteriorating financial
conditions of the SEE's had passed the boundries of reason:

Financing of the SEE's during 1977-1980 TL Billions

. 1977 1978 1979 (est) 1980 Prog.
Fixed Investment . 46,1 60,4 28,0 168,5
Stock Changes . 16,8 20,2 - 245 36,5

. Total 62,9 80,0 - 1225 205,0
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Resources : _
Gross profit (or Loss) — 362 — 520 — 60,0 62,6
Taxes — 1,6 — 1,8 — 3,8 — 357
Depreciation ' 12,0 20,1 15,4 20,3 -
Accounts receivable, net 21 2,5 — 10,6 — 20,0
Other, net 15,6 14,3 0,6 — 19,4
Total — 8,1 — 16,9 — 58,4 7.8
Budget transfers 31,7 40,0 79,7 101,0
Petroleum fund 1,9 38 7.0 10,0
Total Resources 25,5 26,9 28,3 118,8
‘ Total Deficit . — 374 — 53,7 — 94,2 — 86,2
Financed by: _ , :
Central Bank 23,2 19,0 51,0 30,6
State Investment Bank 10,3 91 14,1 20,0

Foreign Borrowing, net - 3,9 25,6 29,1 35,6

Source: OECD, Turkey, April 1980

, More details on how the distortion . developed during the last
decade are given in Exhibit 2. of this paper.

Reviewing the above figures, the OECD report gives its verdict:

/

«Large persistent deficits of the public sector, financed through
monetary expansion, have been a main force behind inflation. In 1977,
Central Bank loans rose by TL. 79 billion (to TL 189,7 billion} 72 per-
cent. In 1978 when firm credit ceilings were established, Central
Bank credit expansion compared to the previous year was cul by
one third to TL. 52 bhillion. The moderation lasted until July 1979;
before this date, Central Bank credit rose only at an annual rate of
some 30 percent, which was considerably below the inflation rate.
However, from about the middle of 1979 onwards, considerably higher
support prices paid to farmers and increased financing require-
ments of the Treasury and of the State Enterprises caused a sharp
acceleration of the 12-month rate of increase in Central Bank credit
to 53 percent by the end of the year.» '
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The present author has the same view on the inflationary im-
pact of SEE financing in Turkey. I would like to further contend that
the recent hiper inflation in the country is, to a great extent, the re-

-sult of policy mistakes of recent governments with respect to pri-
cing and financing policies imposed on the SEE’s.

INFLATION AND THE SEE'S

~ The above pricing and financing policies have contributed in a
major way to inflation in Turkey. Infact close correlations between
the volume of SEE deficits and the rates of inflation as measured
by the cost of living indices can be established. I have refrained from
such analysis here since cause-and-effect relationships in this area
are not very clear. However, the following analysis can give some
idea about the extent to which the inflation of the last few vyears
had been affected by the deficit financing caused by the SEE’s.

Inflationary Sources Utilized for Meeting
the SEE Deficits (TL. Billions)

1877 1978 1279 {(est.) 1980 prog.)
Total SEE Deficits -
{from p. 42) . — 374 — 53,7 — 942 ' — 88,2
Compared with: : .
Budget transfers 31,7 40,0 79,7 101,0
Central Bank: ' '
Direct financing 23,2 19,0 51,0 30,6
Petroleum Fund . . 1,9 3.8 7,0 10,0
Total Central Bank 25,1 228 58,0 40,6
Total Inflationary
Financing . 56,8 62,8 137,7 141,68

Inflationary Sources of Financing Used by the SEE's (TL hillions)

1977 1978 1979 (est.) 1980 prog
Investments (Fixed+Inv.) — 62,9 — 80,0 —1225 —205,0
Operating deficits — 374 — 53,7 — 94,2 — 86,2

Total fund needs —100,3 = --133,7 —216,7 —291.2
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Inflationary Sources:

Budget transfers 31,7 . 40,0 79,7  101,0
Central Bank 25,1 22,8 58,0' | 40,6
Total Inflationary _ .
Sources _ 568 628 1377 - 1416
Ratios:
Inflationary Sources/
Total needs (%) 57 47 64 49
Budget Revenues (billions TL) 200 326 556 739
Inf, Sdurces/Budget Rev (%) 28 - 19 - 25 19
Budget Deficit (billionsTL) 40 - 26 62, —
Government Bonds
(billions TL}) 16 17 31 45
Total deficit+bonds 56 43 93 45
Inf.Sources/Budget ‘ . -
Deficit (%) . 142 0 242 222 ' —
Inf.Sources/Total o
Def £ Bonds (%) 101 146 148 315

Sources: 1. OECD - Turkey, April 1980 |
2. Tiurkiye'nin Ekonomik Géstergeleri, 1975-79 Is Bankasi
! 3. 1980 Mali Yili Biitge Gerekgesi T,C, Maliye Bakanlig

. The above comparisons indicate clearly the volume of the drain
on the National Budget resulting from financing SEE deficits. Total
inflationary financing (consisting of budget transfers and Central
Bank financing) has reached to 19-28 percent of total budget revenues.
Without the huge amounts provided the SEE’s during the last 3 years,
_ the national budgets would have given surpluses, since deficit finan-
cing of the SEE’s far exceeded the national budget deficits by 42 per-
cent in 1977, 142 percent in 1978 and 122 percent in 1979.1980 pro-
jections are not reliable estimates since conditions have changed
considerably since the official budget estimates were made.

Such were the adverse results of SEE deficits and I would like
to say that the major cause of the galloping inflation of the late 70’s

(1) Includes financing from the «Petroleum fundy.
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was the huge deficits of the SEE’s. Before this is corrected, no antiin-
flationary measure can stop this senseless inflation.

THE CAUSES OF. LARGE SEE DEFICITS IN TURKEY

At this point one should search into the causes of large SEE
deficits and try to formulate some policy recommendations for eli-
minating these causes of large SEE deficits. ‘

The major reason for large SEE deficits seems to be the inter-
ference of governments to policy formulation in the SEE’s. Previous
' research indicatés that, until the Jan. 24,1980 decisions of the pre-
vious government, all policies related to Sale and Pricing, invest-
ment, Personnel, Industrial Relations, Finance and ‘Production were
determined by the governments rather than the Boards of Directors
of the SEE's ). The so-called legal «independence» of the SEE ma-
nagements were only left in wording of the Law No: 440. The «related
Ministries» were in fact taking the SEE managements into their own
bureaucracies, turning many SEE’s into almost sections of the Cent-
ral Government ministries. :

Following is a-summary of problems resulting from the above
treatment of the SEE's by all of the governments of the last decade:

1 — Complexity of the legal frame work:

Many forms of government enterprise have developed through
the years. Some are single-shared limited liability companies, some
are organized as corporations (joint-stock companies) in the Com-
mercial Code meaning of the word. Some are established by an Act -
of the Parliament; some are not. Some are subject to the basic Law
No. 440 and some are not. Some funetion as agents providing a pub-
lic service and some are industrial-commercial type organizations
with profit-seeking goals. '

2 — Lack of managerial independence of the Roard of
Directors and General Management of the SEE’s
Law No. 440 has ruled that almost ali. SEE's should 'be mariaged
by a Board consisting mostly of -full-time civil servants, chaired by

(1) The reader is referred to previous research by the same author on the topic:
«Iktisadi Devlet Tesekkiillerinin Yeniden Diizenlenmesiy op cit. gives ex-
tensive bibliogtaphy on the extensive reorganization efforts on the SEE’s
during the previous two decades.
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the General Manager and governed by him and his two assistant
general managers. As a result of the ruling, one of the major func-
tions of the Boards in large organizations, (controlling and directing
the management team working under the guidance of the Board
independent of the management) could not be developed.

3 — Lack of flexihility in formulatmg pohcy on the
managerial level
The general managers and their teams have lost all flexibility in
formulating policy in all major areas. Either the Council of Ministers
{the cabinet) or the «related Ministry» made such declsions, and
many times, with little or no information about the detailed opera-
tions of the enterprise.

4 — Lack of a wage and salary administration scheme in line
with the requirements of the market place.

Many of the managers are paid in accordance with the basic
salary scale of civil servant of the central government; and are sub-
ject to Law No: 657, the basic civil servant salary code. Managers of
some corparations with majority or minority government shares are
not subject to this basic code but this creates a double-standard for

managers of the SEE’s. All managers salary schemes do not provide
 additional benefits for those managers a,chlewng cost savings and/or-
1nereases in profits.

5 — Manupilating the SEE’s for absorbing some of the
unemployment in the country.

Interference of the goxfernments and (politicians in general} in
the SEE's are greatest in this area. And since the SEE's whose ma-
nagers are subject to Law No. 657 can not easily be diseharged for
lack of performance as they are civil servants and since workers can
not be layed-off because of union contracts, change of governments
only add, rather than exchange personnel. The result is that some
SEE's have accumulated personnel in the amount of three times
the needs. Furthermore, no flexibility exists for regulating the labor
force according to intensity of production.
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6 — Lack of market-oriented financing policies.

Through the years, some special and easy means of financing
are provided to the SEE’s with the result of closing the enterprises
to capital markets within the country and preventing them form
borrowing directly from the international money and capital mar-
kets. Central Bank either directly or via the State investment Bank
is one easy and dangerous source. A major source for the State in-
vestment Bank is borrowing from the Social Security organizations,
mostly with Iower than current interest rates. The government bud-
get is another major source, as indicated previously, SEE's can also
borrow from other government banks at market rates or helow.

As a result of such financing policies, these large and reputable
organizations can not go directly to Turkish or foreign money and
capital markets for financing.

SOME RECOMMENDATIONS

With the above problems, one should not he surprised at the
outcome of large deficits of the last decade. However, there seems
little possibility to eliminate the above problems without basically
changing the basic appreach of governments towards the SEE’s. The
following recommendations are presented for.discussion.

1. SEE’s must be reclassified for purposes of differentiating bet-
ween those providing a «social service» and those funetioning as in-
dustrial-commercial type, profit seeking organizations, SEE's like
the Postal Service (PTT)}, Railroads, Soil Products, Meat and Fish
ete, can be preserved in the present status and be subject to Law no.
440 and 488. '

Others like Stimerbank, Etibank, Azot (the fertilizer companyy),
sugar, Petroleum (T.P.A.O and Petrol Ofisi), Cement, etc. should be
organized as holding companies managing a group of subsidiary cor-
porations. These should be made completely indeperident of the go-
vernments, with about 40-60 percent of shares sold to the public at
large.
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2, The industrial-commercial type corporations can be «related»
to a single ministry of «State Participations» This single minisiry
can function as a liason between the holding companies and govern-
ments and be responsible for translating government policy into the
holding companies and their subsidiares. Any undue interference of
the Ministry in the-policies of the companies should be reported in
the annual reports. (This was tried in Turkey 3 times in the last 30
yvears, but failed!) '

3. The Audit Board should be tied to this single ministry of par-
ticipations. In fact the auditing code of the SEE’s, Law No. 468 should
be changed in a major way, to develop this effort into a disclosure
and auditing code for the corporations in general. Detail of these ma-
jor changes, should be the subject of future research. '

4, Al budget subsidies and Central Bank financing should be .
.eliminated. The corporations should be directed to provide for their
own financing in the Turkish and Foreign financial markets,

5. Managerial and other personnel should be set free of limita-
tions of the Law no, 657 and be left to market forces. Wage and Sa-
lary administration in the corporations should provide for incenti-
ves for those affecting cost savings and/or increased profits.

6. All interference from governments and/or Iﬁoliticians should
be prohibited by law. The only political influence should be channeled
through the «Ministry of State Participations»

The above recommendations may seem to be too strong and diffi-
cult to implement. However, the inflationary impact of SEE deficits
indicated above, should provide the reason for some drastic changes
in the system. In fact the founder of the system of SEE’s during the
1930’s did not have the intention of perpetuating inflationary pres-
sures quite to the contrary SEFE’s were thought as agents of balanced
economic development and as long as they were used with the ori-
ginal principles, no major inflationary period developed. If we believe
that this senseless inflation must be eliminated, we should do some-
thing to improve the performance in the SEE’s. The above ideas
on recommendations should not be construed as cure-all recepies,
but rather as bases for discussions-to develop, perhaps, much better
ones.
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