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1. Intreduction:

Our research has been focused on how different government structures aflect various
fiscal&monetary varizkles, inflation and ouput in Turkey during the 1985:01-2001:11 period.
There are three possible structures concerning the common notion of political intervention in
economic policy. The first one is the Partisan Political-Business Cycle (Partisan PBC)
initiated by Hibbs (1977), which examines how the ideological preferences of governments
affect their economic policies. However, Sayan and Berument (1597} did not find significant
evidence of Partisan PBCs in Turkey. Sccondly, The Electoral Political-Business Cycle
(Electoral PBC) hypothesis, initiated by Nordhaus (1975) and Lindbeck (1976), argues that a
government would like to apply expansionary economic policies in order to influence voters
and maximize its chance of resiection before election. Ergun (2000) found statistically
significant evidence of Electoral PBCs for various policy instruments and economic
performance in Turkey, The third one analyres the effects of the fractionalized governments
{coalition or minority governments versus majority governments) on their economic policies.
Roubini and Sachs (1989) present evidence, which suggest that the higher budpet deficits are
characterized by a shori-term coalition or minority povernments, Similarly, Andrabi (1997)
shows that fractionalization and political divisions tend to raise govesnment expenditure and
lower taxes. All of these studies argue that this result holds due to velo power on specific
projects, spending cuts that interfere with the interests of their respective constiiuencies, and
the instability of coalition governments. The resources can be used for buying off key voter or
satisfving influential constituencies and special interests. This motive is stronger when
policymaking is uncoordinated and common pocl problems arise over public resources
(Alesina and Perroti, 1999). More fractionalized and more polarized polities (differences in
ideological preferences) face greater difficulties in coordinating action over fiscal policy
(Roubini and Sachs, 1989). This causes an overexploitation of fiscal resources, especially in
the form of puljiic debt that falls on the shoulders of future generations (Velasco, 1999).

Turkey has been governed by minority or coalition governments sincs 1991, Hence,
number of authoritics involved with the preparation and implementation has increased and
this causes an increase in the effects of the coalitions because coalition parties share the fiscal
authorities and like to control the different areas of government expenditures in recent years.
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Therefore, analysing the effects of government structures will contribute to an understanding
of why budget deficits and inflation arise in Turkey.

. Our research differs from previous studies on two counts. Firstly, although there
exists some empirical literature testing the effects of government structures on the budget
deficits for major industrialized countries, there is a serious lack of similar studies for
:ﬂ:vc]up‘h-;g countries like Turkey. Secondly, we use an extensive data set, including all
important economic policy instruments and indicators, which are particularly extensive for
budget im.mmwmﬂmmhmmm% Although Tutar and Tansel
(2000) examined the effects of coalitions and elections on budget deficits jointly for Turkey,
this study did not indicate any significance for the effects of coalition governments by using
monthly data and it used only budget expenditures as data set. In fact, ours is one of the first
empirical studies to discuss the effects of the fractionalized governments on Turkish
economy, comprehensively.

The rest of this paper is organized as follows. The methodology is discussed in the
second section. Data are described and empirical findings are reported in the third section,
The fourth section presents our conclusions,

2. Methodology:

In order to capture the effects of political structure of governments on various
cconomic aggregates, we used the trarsfer function analysis and the foliowing mode! is
estimated:

[v4
X, =Y aM 438X, +1Z,+, 1)
= d=|
where X, is the policy variable in interest; M, to My; are the monthly dummy variables thay
are used to account for seasonality; p is the lag order that is determined by using Final
Prediction Error Criterion; Z, is the political structural variable and & is the error term at time
L Here, v is the coefficient of our interest to assess the effects of political structures on
eConomic aggregates,
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3. Empicteal Resuits:
Thic section reports the estimates of tranafer functicns toe various MeCroeconomic

cragates, diausied in the previnus ssetion, by using monthly dot from 1935:01 40 2091:11

in onder to see the effects of minority and coalition governments on'a set of fiscal, monetary

ac

and mucroeconomic variabies, The fiscal varighles consist of the ceniral government’s
consolidated budget with both revenue and expenditure items. Revenue items include total
revennes, Lo revemes, divect and indirect revenues, non-tax reverues and other revennes.
Expenditure items consist of toral expenditures, non-interest expenditures, personsel
expenditures, investmen expenditures, other current expenditures; other iransfers arwd
fransfers ta Siate Ecomomic Enterprises (SEE, heee after). In the regressions, all the fscal
wariables are taken as their mtios to total revenues and all fiscal data are taken fom the
Turkish Central Bank's electronic data delivery system (CBEDS). Cm the other hasd,
monetary varables consist of monetary azaregates 2nd interest rates, Monetary aggregales are
Jqrisi-money, reserve money, M, Mz, and M2, where M2Y is M2 pius the foreign exchange
deposits at comirereial baiks. Monetary aggregates are taken from the Internations] Monetary
international Financial Statistics {IMF-IFS) tape and CBEDS. All the monetary

used as the loearithmic monthly growth in the regression analyses. The interest

Fund-
pggrepates are
pate dara set includes four different interest rates: iag fime depasit race, mominel and real
treasury auction rates, eod the irterbank interest rate. Time deposit rate is taken from
CofDS. Nomi

Main Feonomic

o] trensury axrion e is taken oo +ha Sate Planrice Orgazization’s (SPO)

inciertoss bt real reasury aucrion rll i coleulated by defiating the pominai

treasury anetion rate with the whotesale price index ('WPT), The interbank inpersst re is taken
from the IMF-IFS.

Berument (2001) argues that the spread between the interbank interest rate and
monthly depreciation rat: measures the monelary palicy better than the shor-tenn interest
pate and various money aggregates. Henee, this spread {monetary spread) is uzad as & measurns
of monetary policy. Moreover, the spread between the nominal 1reasury avction rate and te

lag value of imerbank interest rfe {fiscal spread) s used as fiscal poliey {see Berument.

L Wt UsSE fie corsumer price index (P, the wholesale price index (WP,
public focter and privale sscher ¥l as intlatien indicators. The industriad production index
s used as a prowy for output. All these data are taken from the CBEDS and logarithmic
monthly grawth values are used for 2l inflation ard output indicutors.

Firstly, the effects of minority governmest {Cmy and rumber of parties in a

sovgrrment (Dig) are mvestigated am? they are reporicd in Tadle 1. Henee, we inclede these
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two variables inte equation (1} jointly. In the first column, we report the estimated
coefficients for Dm. Expenditures, personnel expenditures and other trangfers increase and
budget balance decreases statistically significantly as expected. However, imvestment
expenditures decrease statistically sipnificantly. This may mean that minority governments
increase their visible spending but decresse non-visible spending to give the impression of a
competent government (Rogoff and Sibert, 1988). Although the signs of non-interest
expenditures and other current expenditures are positive as expected, they are statistically
insignificant. Moreover, cocfficients of direct taves and indirect taves are positive. These
results are not consistent with our expectations because one of the main outcome of minority
gwmmmhdemaﬁmmminhﬂmmmtergmm,thﬂmmﬁmtmﬁﬁmﬂy
significant, On the other hand, our results show that there & a decrease in fax revenues as we
expected, but its coefficient & statistically insignificant. Also, alfl monetary variables,
inflarion and output indicators have positive coefficients except the cocfficient of M1, This
result supports our expectations that minority governments have higher mopetary expansion
and higher inflation rates, but their coefficients are statistically insignificant,

As reported in the second column of Table 1, we expect that increases in the number
of parties in a government incréase all types of expenditures since each parly has different
constituencies and each party can weto expenditure cuts that interfere with the imtercsts of
their respective constituencies. The resulls suggest that if number of parties in a government
m:rense's, expenditures, other frongfers, non-tay revenues, other revemues ard primary
bolorce increase stalisdeally simificently. Morecver, non-interest expenditures, personne!
expenditures, invesiment expenditures, ransfers to SEEs, tax revenues and budger balunce
show a statistically significant decrease. On the other hand, the signs of the estimated
cocfficients of non-interesi expenditures, personnel expenditures, trangfers to SEFs and
Investment expenditures are nol positive as expected. However, persornel expenditures and
trangfers fo SEEs increase when investment expenditures fll with an increase in the mumber
of parties in a government since the partics prefer rrangfer expenditures or personmel
ﬂ;fvemi'i'a‘ure.r to investment especially after 1990 in Turkey. For example, share of investments
in the budget decreased from 15.6% in 1987 to 6% in 1996 (Tutar and Tansel, 2000}, Hence
we can say that when the number of parties in a government increases, expenditures and atﬁs;
transfers increase and fnvesiment expenditures decrease in Turkey. This result is paralle] to
Rogoff and Sibert (1988) since they state that governments like to give image that they are
more competent. Hence, we can argue that decreasing in personrel expenditures and transfers
fo SEEy are not in conformity with our expectations. On the other hand, our result shows that
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there is & siatistically significast decrease in far revemucy os expested. However, during

coalition povernments, el faves IGCTTdsc when indirect taxes decrease but their
coefcients are statistically insignificant. In addiion, the signs of all mupsicry va::.:l-:n‘!fn'.i'_.
inflation and outruf indicators are positive as we expected except M2. Although nominal
freasury auction rafe, real freasury auction rate und fiscal spread have statistically significant
coeffcients, the cthers do not. Therefore, our cvidence presemted i Table | sugpests that
expansionary fiscal policy is seen when the pumber of parties in a government increases in
Turkey. Our results support Roubini and Sachs’ (1989) conclusion because they show that
public debt increases as the number of parties in a coalition government increases.

However, Edin and Ohlsson (1991) ebject using variables whose value increase as the
number of partis in a government increases. The reason is that as the number of parties in 2
povernment increases, an increase in economic variables under & two party coalicun
government is two times, and under & three party coalition government is three limes as large
s that under a minority government. They suggest using separate dummy for each cutegory
of the political power dispersion index. Therefore, we introduce separate dummy variabies for
each category of the political power dumnry {Dn) like as in Edin and Ohlsson. Hence, the
effocts of minority government (D), the effects of two party coalition goverrment (D2) and
the effects of three party coalition government (DJ) are estimated jointly and they are
reported in Tabie 2.

The empirical evidence suggests that expendifures and other tramyfers have positive
and ertistically significant cosflicients for minority govermments, Howeover, investmoeni
cemendineres show a statistically signilicant decrease and this rescit is paralel with respect 12
Table 1. Aithough nan-interest expendifures, persornel expenditures are positively affected
by the existence of a mirority government and they are statistically insignificant. Morzover,
our results show that there is a decrease in fax revenues and budzet balunce as expected but
they are satistically insignificast. In sddition. mon-inferest expemditures, personne]
expendirures, imvestment expenditures, other current expenditures, transfers to SEEs and fuax
revenies are afected negatively by coalition governments. All these variabies are statistically
significant whe:n three party coalition governments govem Turkey. However, when Turhey is
gswcmedr’f::r two party coalition governments, the signs of all fscal variables are the same as
thre party coalition governments but only investment expenditires, other current
e::pemi:'n'n_‘res, direct iaxes and mon-fgx revemues have positive and statistically significant
coeficients. Moreover, non-tax revenues and other revenues have stmistically significant

positive cocfficients for three purty coalition government dummizs, It is imponant to note that
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Wmnchadeﬂmhaﬂmldinmhem expenditure ncreases for both types of
coalition governments. However, the estimated coefficient of expenditure is statistically
msignificant for two party coalition governments. In addition, the signs of the estimeted
coefficients of fax revenues are negative as expected but statistically sipnificant only for three
party coalition governments. Also, primary balance shows a statistically significant increase
only for three party coalition governments and budget balance falls during coalition
govermments as expected but its coefficient is statistically insignificant for both types of
coalition governments. Therefore, the evidence presented in Table 2 suggests that the effects
of coalition governmenis are weaker than minority governments to resist populist policies as
suggested in Table | since political parties in a coalition may be associated with a low ability
to reduce deficits (Roubini and Sachs, 1989). However, our evidence does not support Edin
and Ohlsson’s results (1991) because they find that only minority governments have higher
budget deficits.

On the other hand, when we look at the monetary variables, we suggest that reserve
mongy, time deposit ra;.'e. nominal treasury bill rate, real treasury auction rate and fiscal
spread have positive statistically significant coefficients when Turkey &5 govemned by
coalition governments, In addition, M{, M2Y and interbank interest rate show a statistically
significant increase with two party coalition governments. Therefore, our evidence suggests
that both expansionary fiscal and monetary policy are seen when Turkey is governed by
coalition governments. Moreover, all inflation and owtput indicators have insignificant
cocfiicients except the private WP, which has positive statistically significant coefficient,
$ may suggest that inflation incresses when two party coalition governmemts govern

ey.

4. Conclusion:

This study aims to test the effects of Factionalized governments in Turkey mcluding
both fiscal and monetary indices as well as measures of economic performance by using
mf:ll:ihl}r data from 1985:01 to 2001:11. Cur results suggest that when Turkey is governed by
minority or coalition governments, expenditures increase, fax revenues decrease and budger
balance decrease. However, the effects of coalition governments are weaker than minority
governments due to absence of cooperation and lack of enforcement. Hence, our findings
suggest that higher expenditure and higher budget deficits are seen when coalition
governments govern Turkey. This conclusion is supported by the effects of an increase in the
number of parties in a government. However, it is important to note that although minority
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governments have po effect on monetary aggregates, inflation and output indicators, coalition

governments have expansionary efZcts on monetary agregaies.
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Appendix

Larties in the government Leriod covered
Matherland Pasty 131219832 1/1211987
Motherlund Pariy 21970 171989
Maotherfand Party Q511 1089-20/06/109]
Mutherland Party ZR06 19912041 1/199]
True Path Party+Soctalist Populisi Pany 2UT1I991-25006/1993
True Path Parry-+Republicist Populist Party 250G 99505 1 TS
True Path Party (Minarity Governmsnt) QA0 1095300 1001 595
Truz Path Party+Republicist Papalis Parry [Minority Governmen SIS GaTI o0
True Path Party-+#oaberinng Fargy O 0 e 2 D 1 0
Welfare Party+True Pash Pary RG99 300 061 097
Motherland Party+ Democratic Left Party+Democrat Turkey Parmy I06 19971 1011999
Democratic Left Party (Minority Government) 1L 195920051909

Democratic Left Party+Nationalist Movement Party+Metheriand Pasty IR05 199

The defindtions of the dumeny variables are as follows.

D = Number of ruling parties in the government. That is, the mumbers of parties in the govemment even fior minarity
Bovermamends.

Dxen = Minarity government;

D2 = Coalitien government with 2 parties;

D3 = Coalition goverrment with 3 parties.
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