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Local governments in both the United States and Turkey have be-
en beset with many financial problems during the post World War II
period. These problems result from a complex combination of causes.
Since these problems are so frequently embedded in the economie, po-
litical, and social environment, it is necessary to examine briefly this
setting before attempting a comparison of the fiscal characteristics of
local government in the two countriss. In the ligiht of these characteristies
we will analyze the forces, both internal and external to each country,
making for problems in local finance. Finally, the methods already
attempted and the measures that might be instituted to help solve local
financial problems in both countries will be discussed. (1)

The author is indebted to Mr. Ismail Hakk: Ulkmen, lecturer in Political
Science at the Faculty of Political Science of the {Jniversity of Ankara and
member of the Administrative Council of the Turkish Municipal ﬂ-ﬂ&[ﬁﬂiaﬁﬂl’n?
for providing material on local finance in Turkey and discussing the paper. Mr.
Saim Mersinoglu, assistant to the Dean of the Political Science Faculty at the
University of Ankara, was of invaluable assistance in explaining Turkish laws
and making necessary translations. Professor Abert Gorvine of Brooklyn College
made many wvauable suggestions. The author is responsible for any errors that
may appear in the text, and -all opinions expressed are his own. £

(1) Liocal gmrerm‘nﬂﬂt in the United States for the purpose of the pdpef
includes: county, township, city, village, school district, and special district: In-
Turkey, local, government includes: beledive (ecity) and koy (village), The
vilayet (province) has been excluded, since the financial data presented by Mr.
Ulkmen in answer to the guestionnaire of the Union of local Awuthorifies has
exluded them. The vwvilavet has a populaly elected Couhell, but its governor is
appointed by the Minister of Interior. Vilavets, howwvers, have ‘:GH‘LE" 1ﬂldeEDL1dr1 ;

sources of revenue and mention will be made of ’Lhem whmeum ﬂELEHEdI“F
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ECONOMIC SOCIAL AND _PIOLITICAL ENVIRONMENT

Turkey and the United States are marked by sharp contrasts in
economic, political, and social environment. While the United States has
a highly developed industrial economy, Turkey, in spite of its tremen-
dous progress in recent years, is still an economically underveloped co-
untry. Its per capita gross national product was approximately $260 in
1953. For the same year, the per capita gross national product in the
United States was $2,260, virtually nine times as large. Turkey is a
predominantly agricultural economy; about 52 per cent of its national
income arises in agriculture, and about 60 per cent of its labor force is
engaged in agricultural pursuits. (2) Furthermore, a considerable part
of its agricultural production, especially on smaller land holdings, is still
carried on by rather primitive means. Moreover,; until recently the rural
areas of Turkey were characterized by a barter economy, each village
providing for most of its own needs. Money has now found its way into
most of these villages, but in many, especially in eastern Turkey, money
is still a scarce commodity. This is in sharp contrast with the highly
developed market economy that exists in the United States.

Politically, the United States has a federal form of government,
while Turkey is a unitary state, This difference in the form if government
in turn gives rise to differences in the organization of local government,
as well as to differences in the allocation of governmental functions and
revenue resources among the various levels of government. While the
United States is steeped’in democratic traditions, democratic government
is a relatively new experience in Turkish life and Turkey 1is still
experimenting with the development of its democratis institutions. In the
United States local government has traditionally been the dynamic
element in American society. In Turkey, the concept of democracy and
the responsibilities and privileges under a democratic system of gover-
nment are still foreign to a large segment of the population, especially
in the rural areas. Although this year marks the 100th Anniversary of
municipal government in Turkey, cities have been able to exercise
little power politically and have had little experience in the science of
administration. The same is true for the villages, which were recognized
as autonomous government units after the founding of the Republic in

(2% In Turkey veople over age seven are included in the labor force, while
in the United States only people over age fourteen are included. Furthermore,
many people listed as employed in agriculture are also engaged in other
professions in the villages. if adjustments are made for these factors, the perceit-
age would be approximately 50 per cent.
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1923. In fact, the Village Law in Turkey has been so written that it can
serve as a manual to train village officials in the techniques of public
-administratin. Much still remains to bes done in the field of local
government administration.

Marked contrasts also exist in the social envirinment of the two
‘countries. For centuries, under the Empire, the four social positions
held in esteem were those of the soldier, the government administrator,
the church official and the landowner. Commerce and industry were
regarded as degradmg and left to minority gioups. Such a social envir-
onment was not conducive to economic progress. Furthermore, religious
influences likewise tended to reinforce resistance to change, which was
characteristic of Turkish life. The religion taught that man could do
little to mold his'own tomorrow. This fatalistic philosophy similarly
acted as a deterrent to progress.

When Kemal Atatiirk came to power, he attempted to clear away
these obstacles to progress by means of a series of basic reforms. Altho-
ugh phenomenal strides have been made during the relatively short
period since the introduction of these reforms, it will take many years
before the traces of the customs, habits, and attitudes developed over
centuries will disappear. This situation differs greatly from the conditi-
on in the United States where a premium has always been put on indi-
vidual initiative and enterprise and where separation between Crhe
and State was a recognized principle since the inception of the Republic.

With these contrast in the political, ecinomic, and social enviro-
nment in mind, let us now turn our attention to the character of local
finance in both countries.

CHARACTERISTICS OF FISCAL SYSTEMS

The latest available data on local finance in Turkey are for the year
1950. Any changes in the pattern of local government expenditures and
receipts for the years 1950-1955 will have to be appoximated on the
basis of events in Turkey since that time. For the United States, the
closest year to 1950 for which a functional breakdown was attainable
was 1952. Aggregate data on revenue and expenditure were available for
1950 and have been used wherever possible,

Ezrpendituress. Local government expenditures in  both
countries are a relatively small portion of total govern-ment expen-
ditures. In the United States expenditures by all local govern-
‘ment amounted to approximately 15 per cent of all government
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expenditures. In Turkey local government expenditures (including vil-
layets) accounted for approximately 12 per cent of all government
expenditures and 8 per cent when vilayets are excluded. These percen-
tages, however, are overstated for Turkey. The government expends
sums of money through various industrial holding companies like Su-
merbank and Eti Bank, and conducts enterprises like the railroads, post
office, telephone and telepraph. These expenditures do not appear in the
budget of the central government. If these expenditures were known and
could be included in the total of government expenditures, local govern-
ment expenditures (including vilayets) would amount to no more than
3 or 4 per cent of government expenditures. Thus, in actuality the ex-
penditures of local government in Turkey are relatively of less signifi--
cance than those in the United States.

TABLE 1 (3)

Fonctional Distribution of Local Government Expenditures.
United States (1952) and Turkey (1850)
(in per cent)

Function United States Turkey
General Administration 10.3 23,7
Education | 1.3 _ 2.4
Health, Sanitation 9.4 17.8
Street and Highway Improvéement _ 10.5 5.8
Public Works 25.4 25.0
Welfare d 0.1
Miscellaneous 6.8 AT
Total 1000 100.0

The maior difference in distribution of expenditure reflects the
fact that education is a central government function in Turkey and a
local government function in the United States. Thus, while 31 per cent
of local expenditures are made for education in the United States, only

—————— e e

Ld) The author has rearranged the published tabulations for koth counfries:
in order to secure as near to uniform classification as possible. Thus, for exampue,
the Turkish data included Public Safety as part of General Administration, Pubiic
Safety, which was listed separately in the data for United Staies was, therefore,
included in the total for General Adminisration

Sources: U. S. Bureau of the Census, Summary of Governmental Finances in
1952, p. 30. Temail Hakk: Ulkmen, “Turkive'de Komiin Maliyasi ve bunun Mahaily
Muhtariyet tizerindeki 6nemi,” Iller ve Belediyeler Dergisi (February 1955) pp.
86-87
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2.4 per cent of expenditures for education are made by local govern-
ments in Turkey. The other functions in the two countries resemble
each other very closely. However, ‘a greater proportion of expendifures
in the United States goes for capital improvements and social welfare.
The costs of general administration mn Turkey account for a relatively
greater expenditure. An unusual feature of the Turkish data is the lar-
ge percentese of expenditures classified as miscellaneous (27 percent).
This ig attributed to the fact that cities carry on a diversity of functions,
and these functions vary among- the cities. Therefore, no one expendi-
ture function was considered large enough to be classified indepen-
dently.

These data, stated in per cent, obscure the different level of expen-
diture in both countries. Local government (excluding vilayets) spent
only about 9 Turkish lira ($ 3.29) (4) per capita and about 13 Turkish
lira ($ 4.70) including the vilayets. In the United States the per capita
expenditure by local governments was approximately $ 117 in 1992
This wide difference is in part attributable to the fact that education
is a local government function in the United States. If we disregard
the expenditures for education, the per capita expenditures in the
United States amount to approximately $ 70. This differnce is indica-
tive of the wide varitation in per capita national product of both count-
ries.

Revenues-Turkey The sources of revenue for cities in Turkey are
prescribed in the Municipalities Incoime Act of 1948. This law gives the
cities of Turkey no taxing powers except for license fees and the ta-
ves that they can collect from consumers of the gervices of public ufi-
lities: gas, electricity, telephone, and transportation. The license fees,
taxes on services of utilities and a host of fees and charges (the specific
rates of which are fixed by law) account for approximately 43 per cent
of all municipal revenues. The second most important revenue source
is the municipality’'s share of cenrally collected taxes distributed on a
per capita basis. These shared taxes account for approximately 26 per
cent of all revenues. Other sources include: fines (5 per cent); net pro-
fits of municipal enterprises (9 per cent); sales and rental of public pro-
perty (7 per cent}; special tax to aid soldiers’ families (10 per cent). In
addition to these revenues, cities had to borrow approximately 5 million
Turkish liras. This amounted to about 3.5 ver cent of -a total of 141.6
milion Turkish lira of receipts. The revenues of Turkish cities are thus
highly inelastic, and the law gives local officials no authority to adjust
revenues to the needs of the times. |

(4} . One dollar equals 280 Turkish lira.
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The sources of village revenue have not been changed since they
‘became autonomous units of government in 1923. The chief source of
‘revenue, accounting for approximately 38 per cent of all revenues in
1930, is the Salma (distribution tax). This tax is asesessed by the Vil-
lage Council for each family. Every member of a family possesing a
personal source of income is considered a separate family. The maxi-
‘mum amount of the tax is 20 lira per family (Law of 1939). The econo-
mic well-being of every family ‘must be considered with the maximum
charge being made on the wealthiest family. If honestly administered,
although no objective criteria for wealth or income are stated, this tax
is elastic and subject to ad Justment. The tax has been abused, however,
by the indiscriminate assessment of the maximum rate by Village Coun-
cils under prodding of the General Inspection Organization of the Central
Government. Sincemoney is not always available 1n villages the tax
may be paid in crop valued at market vrices. About 45 per cent of the
total tax yield in 1950 was paid in this manner.

The second largest source of revenue in the village is the fmece (ho-
dily service tax) which accounted for approximately 29 per cent of all
revenues in 1950. In lieu of bodily service, a villager may pay for a day’s
work at the rate prevailing at the time. The services to be performed are
decided by the Mayor and the Village Council. The services are either op-
tonal or compulsory. The construction of a village bath is an optional ser-
vice, while the building of at least one public fountain is a compulsory
service. A vote of half the villagers is needed to make an optional service
compulsory. No distinetion is made between male and female inhabitants
with regards to the bodily service tax.

Fees and charges accounted for 24 per cent of the revenues in 1950
and previous year balances for 8 per cent. It should be noticed that wvil-
lages receive no grants-in-aid. The total revenues of villages in 1950 was
50.7 million Turkish lira. When one considers the fact that there were
more than 34,000 villages in Turkey, with three quarters of the popu-
lation residing in these villages, the low level of services rendered at the
village level is clear, Thus average expenditure per village was less than
1,700 Turkish lira (about $ 608) or 3.5 Turkish lira ($ 1.25) per vear on
a per capita basis. |

The property tax in Turkey is administered by the vilayet. The
yield from the land tax is entirely retained by the vilayet, while the yi-
eld from the tax on improvement is shared with the cities.

Revenues-United States : The state governments determine the na-
tlure of revenue sources of local governments. Although there have be-
en complaints lodged that the revenue sources of local governmentsg in
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the United States are not adequate, even the most restrictive legislation
allows for greater flexibitily in local revenue measures thandoes the
Turkish law. The most important source of revenue for local govern-
ments in the United States is the property tax. In 1952 the property tax
accounted for 87 per cent of all tax receipts of local governments. Un-
fortunately, accurate data on grants-in-aid for 1952 were not available,
so that the yield of this source as a peroentage of total revenue could not.
be computed. Sales and gross receipts taxes accounted for approximately
7 per cent of all taxes. The remaining 6 per cent came from individual
and corporate income taxes, death and gift taxes, and license fees. Char-
ges and miscellaneous revenues and net profits of utilities accounted
for additlonal revenue equal to about 45 per cent of the yield from tax
sources. This differs sharply from the situation in Turkey, where the
yield from fees and charges is the predominant source of revenue.

FORCES MAKING FOR PROBLEMS IN LOCAL
GOVERMENT FINANCE

On the basis of the low level of national income in Turkey and the
low scale of local government expenditure, it is obvious that the well-he-
ing of local governmens in Turkey is closely related to the economic
development. It is not our purpose in this paper to consider the comp-
licated problems of economic development. We are concerned with
problems in local government finance at a given level of economic deve-
lopment. Furthermore, economic development per se will not solve local
fiscal problems as is evidenced in the United States and other economi-
cally developed countries.

In spite of the differences in economic development and the social,
political and economic setting, there is a marked similarity in the for-
ces making for local fiscal problems in both countries. These are (1) the
temper of the world situation, (2) the general economic conditions wit-
hin the country, (3) population growth and movement, (4) economic de-
velopment in a democracy. The effect of these forces is either to increa-
se expenditures or to limit the possibilities for securing needed revenu-

It should be pointed out that these forces are not confined only to
local government or to the post World War II period, The impact of the-
se forces, however, varies with the level of government and the period
of time under consideration. An analysis of these forces should assist us
in finding measures to ameliorate the financial problems of local govern-
ment in both countries.
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The World Sitawations: The unrest in the world today has necessita- .
ted the allocation of vast resources in the United States and Turkey to na-
tional defense. Thus, 65 per cent of the budget of the United States for the
figcal year 1955-1956 is devoted to national defense. These expenditures
amount to about 11 per cent of the gross national product. National de-
fense expenditures account for 26 per cent of the Turkish budget (5) for
1955-1956. However, these expenditures do not include American mili-
tary nor national defense expenditures made in the budget of
other ministries. If all these expenditures are included, national defense
expenditures amount to approximately 45 per cent of budget expendltu—
res. The expenditures (excluding aids) account for approximately 5 per
cent of the Turkish gross national product.

To finance these vast expenditures, the Federal Government of the
United States and the Central Government of Turkey have had to reser-
ve for themselves the most lucrative sources of revenue. There is very
little hove that in the near future the world situation will be improved,
and therefore, it is not likely that a solution of local government fiscal
problems can be achieved through a reallocation of revenue sources
among the different levels of government. However, should the world
situation improve, the situation is further complicated in Turkey by
the fact that the Central Government has mounted a huge economic
development program which will have first claim on any released re-
sources. In the long run, however, these funds spent on economic de-
velopment will have a beneficial impact in local government by me-
ans of the rise in level of income. -

Eeconomic Conditions Within the Country : The years since the
end of World War II have generally been a period of general business
expansion both in the United States and in Turkey. This period of bu-
siness expansion was accompanied by a general rise in prices in both
countries. Because of the  inclasticity of the revenue sources of local
government in both countries the cost of local government services ten-
ded to rige faster than revenues. The impact of this price inflation affec-
tedlocal governments more uniformly in the United sStates than in Tur.
key. In Turkey there was great variability in the rise of pr ices througho-
ut the country. The greatest impact occurred in the large cities and deve-
loping industrial areas. Here high prices meant not only the inability to
expand old services, but made it difficult to maintain the then existing
level of service. In the smaller cities and villages the price rise was
‘not as marked, but it did delay the ability of these communities to ex-

(D) General and Annexed Budgets
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pand existing services. However, in the United States the rise in pri-
ces hag leveled off, while in Turkey the price level is still going up and
will continue to create problems for local governments.

Although price inflation results in fiscal problems for local go-
wvernmentg, the problems arising during periods of business recession
-are far greater. The worst crisis in local finance in the United States
occurred during the depression years. Ideally, therefore, the best eco-
qomic environment for local finance would be to have continued eco-
nomic growth with only slight=fluctuations in business activity and
price level. |

There is a marked difference, however, between the nature of fluctu-
ations in general buginess activity in the United States and Turkey.
‘As has been shown above, the Turkish economy is predominantly ag-
ricultural. Tts level of income is, therefore, closely tied in with weather
conditions. Thus, favorable weather conditions during 1951-1953 re-
wulted in a sharp rise in the Turkish national income. The adverse
weather conditions of 1954 resulted in a decline in the level of busi-
ness activity and even necessitated the import of wheat to provide
sufficient food for the Turkish people. The fluctuations in business ac-
‘tivity of the highly industrialized economy of the United States are
subject to more complicated, but perhaps more readily controllable
factors. '

Tocal government can at best do little to secure the economic sta-
bility and growth =0 cesential to their well-being since their expendi-
tures form only a small portion of the national product. It is, therefo-
res the function of the central government to frame proper policies to
ensure economic stability. In the United States in recent years, steps have
been taken in the fiscal, monetary, and price fields to help secure eco-
nomic stability. Such measures could have only limited applicability
in the Turkish economy, where the impact of natural forces are at ti-
mes sufficient to overbalance the measures designed by man. Howe-
ver, as the economic development policy of Turkey results in a better
halance between agriculture and industry, Turkey will become less
dependent on natural forces, and the experience gained by the United
Gtates and other contries will prove of oreat value.

Population Grow and Wovement : The accelerated increase in
- population growth and the extent of population movement in the post
World War 11 perod has had a decided impact in local government f1-
nance in the United States. There has been a general movement of po-

- pulation from the cities into the suburbs, creating new metropolitan
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areas and expanding the existing ones, While the population of the
United States increased 14.5 per cent between 1940 and 1930, metro-
politan area population increased by 22 per cent. The increase within
the central cities was only 14 per cent, while the increase in the suburbs.
was 30.5 per cent. The inerease in population outside the metropolitan.
areas was only 6.1 per cent.

This exodus from the city has created financial problems beth in
the suburbs and in the central cities. In the suburbs, which are mainly’
residential in character and, hence, have rather limited assessed valu--
atlon per capita, the provision of essential services like schools, water,.
sewage disposal, and police and fire protection have placed a tremen-
dous burden upon the local government units. The per capita debts of
local government units have been mounting rapidly in recent years..
The central cities, on the other hand, must still provide services for:
the suburbanites, since they still work, shop, and come into the ecity
for entertainment even though they no longer pay taxes to the eity:.
Furthermore, the higher income groups have tended to move into the:
suburbs, and very oftenn they have been replaced by underprivileged
groups, thus reducing the tax base of the central cities.

In Turkey, there was relatively little population movement bet-
ween 1927 (€) and 1950. In 1927, 24.7 ver cent of the population was
urban and by 1950 this percentage had increased only to 25.2. Howe-
ver, population growth during this period was rapid, increasing by
approximately 53 per cent between 1927 and 1950. Between 1940 and
1950 population increased by 17 percent as compared with 14.5 per
cent in the United States. Thus, although there was a substantial inc-
rease in population, there was little movement from rural to urban
centers.

However, since 1950 there appears to have been a decided popu-
lation movement from the villages into the cities. The 1955 census is
now under way and ho precise data xist. Nevertheless, experts in
the field estimate that today as much as 30 per cent of the population
live in urban areas compared to 25.2 per cent in 1950. This movement
of population into the cities can in part be attributed to the industrial
development that has taken place since 1950 and to the lure of the city,
which is now more accessible as a result of the improved roads and with
which people have become more familiars a result of the increasing
literacy and availability of radio communication-all, of course, resultants
of the increased standard of living.

(6) The date of the first census under the Republie.
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This movement of population is causing problems similar to those
faced by American cities about fifty years ago. Housing has become a
key problem for Turkish cities. The lack of adequate housing is creating
slum areas. Sections of Ankara, for example, are populated with “over-nig-
ht huts” (7) consructed by new arrivals. The provision of essential ser-
vices has caused the costs of city government to mount. The traffic prop-
lem in Istanbul is today not much better than the problem in New York
in spite of the fact that few cars can be imported because of the shortage
of foreign exchange. The l:?i't}r-cb‘*f Izmir is now faced with a problem of
pollution of its beaches. The larger cities are expanding into heretofore
undeveloped areas, requiring the provision of services Lo these areas.
Izmir and Istanbul, forexample, are becoming central cities of metropo-
litan areas. If the present pace of economic development continues 1n
Turkey, its cities can be expected to g0 through the same cycle as Ame-
rican cities. First, there will be the intensification of existing pmblema
arising from movement into the cities and then the problems arising
from a movement out of the city. Evidences of this pattern are already
quite obvious. ‘

Economic Development in a Democracy: More than one hundred
years ago the French political philosopher Alexis de Toqueville foresaw
the pressures that would be put upon democratic governments for ever-
increasing services:

“Moreover, all democratic communities are agitated by an ill-defined
excitement and a Kind of feverish impatience that creates a multitude
of innovations, almost all of which are expensive... When a people hegin
to reflect on their situation, they discover a multitude of wants that
they had not before been conscious of, and to satisfy these exigencies,
recourse must be had to the coffers of the state. Hence, it happens that
the public charges increase in.proportion to the civilization of the country
and taxes are augmented as knowledge becomes more dif fused.” (8)

Although the above statement is equally applicable to all levels of
government, the initial impact of most new demands I8 t;:in local
governments, since they are the ones who provide those services mast
closely related to the daily life of the people. _' |

In the United States people now generally accustomed to a higher
standard of personal living have come to expect an- expansion of go-

(7) So called because they are said to be constructed overnight out of any
materials that are at hand. L b

(8) Alexis de Togueville, Democracy in America. Philips uradley, editor
(New York: Alfred A. Knopf, 1945), Volume 1, pp 215 216,
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vernment services. Among recent demands there has been included:
greater provision for social welfare, local health and hospitals, better
sewers and sewage disposal, more police, better streets, and more ade-
quate fire protfection.

In Turkey, the impact of the stepped-up pace of economic devel-
opment and of the improved education and training can be observed. As
one travels by car over the roads of Turkey, it is not unusual to find
truckloads of villagers in ther way to the city to visit the cinema. In the
city and at the cinema, they are brought into contact with new
experiences which in turn will give rise to new wants and ensuing
- demands on government. Another common sight is the constant cry of
shepherds and farmers as your car goes by for newspapers. With the
increase in literacy, the villager has come to depend on the newspaper
as his link with the outside world. He now knows that the newspaper
will unfold new wonders to him. These wonders in turn will give rise to
new wants and desires. As economic development progresses in Turkey,
tocal governments can look forward to continuous demands being made
upon them.

WHAT HAS BEEN AND CAN BE DONE

The forces responsible for the increasing cost of local expenditures
as well as those responsible for creating difficulty in securing sufficient
revenues, it apoears, will remain for some time to come. In the light of
these conditions, what are the remedies  already taken and what steps
might still be taken to helv solve the fiscal oroblems of local go-
vernment? These remedies we have classified into six major groups: (1)
better exploitation of existing revenues, (2) additional taxing powers,
(3) financial assistance, (4) reorganization of the structure of local
government, (b) Iimprovement in local government administration,
and (6) guidance by superior levels of government.

Better Haploitation of Existing Revenues: Local governments in the
United States could remedy some of their financial difficulties by better
utilization of existing revenue sources. The local property tax, which is
and will long be the principal source of local revenue, is not being used
effectively. Insufficient attention is paid to the determination of assessed
values, the base upon which the tax is levied. There is often great ine-
quity among the assessed values of properties of the same type and
among different types of property. Political pressures and the lack of
trained assessors are primarily responsible for the poor administration
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of the tax, In addition, some state laws actually encourage low valuati-
ong among some gomernmental units, since the local unit’s share of state
funds is often in inverse ratio to its assesed valuations. Both the yield
and equity of the local property tax could be improved by more etfective
administration. Local governments could also increase their revenues
through a careful study and revision of their charges for licenses and
services. Thus, many governments unnecessarily lose money on their
water operations because of no carefully thought out method of rate
setting. Revenues from sales taxes could be increased through more
careful auditing of returns. The hiring of additional auditors would
‘more than pay for the added costs through increased revenues.

In Turkey there is little that cities and villages can do to improve
the yield of their limited revenue sources. However, the higher levels
of government through more efficient administration of the taxes allo-
cated to them could make greater shares available for local gwernmeni;s.
The same difficulties that beset the administration of the property tax
in the United States exist in Turkey, where the property tax is admin-
istered by the vilayets. In 1955 a bill was introduced in the Grand
National Assembly increasing the rate of the tax and transferring its
administration to the Central Government. Among other reasons, it was

felt that this change would make. for better assessment and enforcement.
The bill did not provide for a definite formula for sharing the yield of
the tax with the vilayets and hence aroused much opposition and was
defeated. Better administration of the property tax would increase the
vield of this tax and would result in larger shares for the cities. In fact,
increased yields might also enable the sharing of some of the yield from
this tax with the villages, which, as stated above, receive no aids at all.

The Turkish personal inrome tax exempts farm income from taxation,
While it is equitable to exempt the earnings «f small farmers who for
the first time have become familiar with a money economy, there is no
sound economic reason for tax exemption for farmers with large incomes.
There is much sentiment in Turkey today for a tax on farm Incomes
above a certain minimum. The resulting inreased yields from the per-
sonal income tax could release some additional funds to be shared with
local governments.

There is very little tax research being carried on in Turkey at the
present time. There are no studies to determine whether the existing
rates of taxes could be increased without any harm to the economy. A
tax research ureau should, therefore, be established by the Central Go-
vernment to undertake such a study and other types of tax research.
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Additional taxing powrs: In the present world situation it is not.
feasible to expect the Central Governments to release any of the more
lucrative sources of revenues to local government or to decrease the le-
vel of central government taxation. In the United States cities have fo-
und it necessary to levy new taxes. The sales tax is now in wide usge as
a source of revenue. Some cities have levied income taxes. Many have:
had to resort to a wide variety of nuisance taxes, ineluding taxes on
amusements, hotel bills, parking, etec.

In Turkey there have been no additional taxing powers gsranted to
local government. The nost-war law of 1948 increased the rates of mu-
nicipal government 'r:harges and increased the number of shared taxes
and the amount of the shares. In 1954 the new Turkish Highway Code
provided for shares of motor vehicle revenues to be distributed to the:
municipalities. '

A recent staff report to the Fiscal Affairs Commission in New York
State suggested granting some cities the right to add an additional rate on:
the state income tax for the city’s use. The tax would be collected by
the state and returned to the city. The city would thus have the advan-
tage of the state’s tax administration and would itself incur no collection
costs. such a device might well be used throughout the United States
and in Turkey. It need not be limited to the income tax. In Turkey, apro-
vision of this type would add some flexibility to the present tax system.
The decision to levy the tax would be the reﬁpmzsibjlit}?-mf the local go-
vernment. Such legislation would give municipalities and villages an
incentive to help improve local conditions uvon their own initiative.
Without this freedom of action, local governments cannot gain the va-
luable administrative experience needed,

Financtal Assitance: One form of financial assistance provided
to local governments in the United States consists of grants-in-aid by
both the Federal and state governments. The purposes of these grants
are either: (1) to encourage the undertaking of certain functions, (2)
to assure minimum performance of certain functions, or (3) to provide for
equalization of opportunity to perform certain services among local go-
vernments with varying resources of their own. Most of the Federal
grants are distributed to the states, who redistribute their grants to lo-
cal governments. In the post-war period there has been a demand for
additional grants by local government. In fairness to local government,
it would therefore be highly desirable for each state to evaluate the
grant-in-aid program as to the adequacy of the grant and the validity of
the formulas used to distribute the aid.
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A second form of assistance is through the method of shared taxes.
The states because of their superior position, can very often adminils-
ter many taxes more readily than local governments. It therefore col-
lects these taxes and redistributes them among local governments. The
Moore Plan in New York State has set a model for distributing these
alds on a basis closely related to need and also stabilizing the amount
of assistance. New York State distributes aid to cities, towns, and vil-
lages on the basis of a fixed per capita rate. The per capita rate varies
among the three types of local gévernment in rough proportion to their
finanecial needs and resources. A fixed grant is thus assured to these
units of local government irrespective of the yield of state revenues. The
Moore Plan could serve as a basis for reform of the shared-tax system
of many states. |

In Turkey the 1948 Municinal Revenue Law provided for a system
of assistance in part resembling the Moore Plan. It provided for the de-
posit of a certain percentage of the yield of centrally collected taxes in
the [ller Bankasy (9) (Provinces Bank) for the use of city governments.
Eighty per cent of these collections are distributed to the municipali-
ties on the basis of population, and twenty per cent are distributed to
small cities of less than 50,000 population for their capital expenditure
needs. Thus this method of distribution has the “needs” basis of the
Moore formula but lacks its stability, since the amount distributed is
tied to certain taxes and thereforo subject to fluctuating yields.

This method of distribution takes into consideration the difficulty
of raising revenue for the smaller cities but ignores the fact that the
larger cities have higher per capita costs to provide necessary services.
Furthermere, there is no provision made for assistance to villages. If
would therefore be desirable to explore the possibility of (1) flat per ca-
pita grant not tied to the yield of specific taxes, and (2) a differential per
caplita grant to different size cities and villages related to their relative
abilities to raise revenue as againts thelr ver capita costs.

Turkey today has no system of grants-in-ald to local governments.
[t might be argued that the needs of the Central Government for carr-
ving on ifs economic development program is so great that funds are
not available for grants-in-aid. However, in mounting an economic de-
velopment program, most governments overlook the social cost of such
a program. They tend to carry on a “showcase” type of program, where
a small group of citizens in industry or agriculture are heavily subsidi-
zed and protected to become a symbol of progress in which few others

{9) The bank was originally organized in 1933.
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can share. Genuine economic pmgress,' however, must have a wider
hase. To obtain more diffused benefits of economic progress requires in
Turkey a government policy calling for much larger investments in the:
welfare of the rural population. This implies a substantial increase in
government investment in education, health, practical agricultural
knowledge of village people and in trained technicians to help make
these investments successful. (10) |

Some of these investments might well be carried on through a sys-
tem of grants-in-aid, especially in the health field-and improvement of
agricultural knowledge. Through a system of grants, the Central Govern-
ment can encourage added interest in these fields.

In Turkey, the Central Government through the [ller Bankas: pro-
vides a third form of assistance by extending credit to cities at low ra-
tes of interest. In Turkey, where there is a limited private money mar-
ket, such a practice is highly desirable. In the United States, such an
organization would not be feasible. In New York State, however, the:
comptroller has entered competitive bids with retirement fund monies
for the bonds of school districts and thus has been able to keep the in-
terest rate for these bonds down. Other states might consider this prac-
tice to help alleviate the difficulties of local government units in secu-
ring loans at reasonable rates.

Beorganization of the Sutructure of Local Governtment: The reso-
urces of the entire metropolitan area are no doubt quite adequate to
maintain the services for the area. However, because of the splintering
of these areas into a multiplicity of non-cooperating governmental units,.
wide variation exists in the available resources and many localities ex-
perience difficulties in providing adequate services. Nassau County in
New York State illustrates seme of the difficulties. There are today ni-
neteen water districts in Nassau County. At one time, when the county
was sparsely settled, these special water districts served a purpose, si-
ncethey provided a needed service for the widely separated centers of
are contiguous with one another, and the entire population of the county
population. Today in Nassau County the boundaries of the water districts:
has a common problem. Nevertheless, every summer certain areas must
go without water, equipment is duplicated in the water districts, and the-
re are nineteen different water boards. All this could bhe avoided by cent-
ralizing the water function in the county and utilizing the entire resour-
ces of the county for the benefit of the entire population. The most re-

(1Cy William . Nicholls, “Investment in Agriculture in Undordeveloped
Countries.” American Economic Review (May, 1955%) pp. 68 - 73
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cent attempt at solving financial problems on a metroplitan area basis
has been made in Toron, Canada, This experiment should be closely
followed in the United States, and more serious efforts should be at-
tempted along those lines. (11)

. There exists a multiplicity of local government units in Turkey
as in the United States. Many of its over 34,000 villages are so small
that it is not economically feasible for them to provide services for
their- citizens. Manv of the cities are likewise very small. It requires
a population of 2,000 to have a city government in Turkey. Now that
roads have imoroved in Turkey, there are not as many isolated villa-
ges, and it would be well for the Turkish government to consider con-
solidation of the villages and small cities into larger governmental units
on the basis of geography and the availability of resources. An argu-
ment that is often raisod a&gainst consolidation is that it vitiates the
principle of local autonomy. While the principle of local autonomy Iis
a highly desirable one in a democracy, local autonomy without a
propor economic basis can beof little wvalue to cittzens. On the cont-
rary, it may lead to dissatisfaction among the citizenry bhecause of the
inability of its autonomous unit to satisfy their needs.

Improvement in Local Government Administrations: Local
government must learn how to manage their own offairs more
efficently. This is true both in the United States and Turkey. Local
governments must learn better means of budgetary planning and
rontrol. They must learn more effective means of tax administration.
Greater emphasis must be put upon physical planning.

The situation in local government administration is more acute
in Turkey than in the United States. Local governments in the United
States have long experience 1n administration, and there are
many local government organizations that have done excellent
jobs in all phases of local financial administration. Although
there 1is a dearth of ftrained personnel available for local govern-
ment administration in the United States, it in no way approaches the
lack of trained personnel in Turkey. Such organizations as the Inter-
national City Managers Association the Municipal Finance offi-
cers Association and many others have done much to interest qualified
men in local government and to establish professional attitu-
des and standards of good administration among local administ-
rators. Under the current concent of central control of local finance,
however, it is difficult to develop trained administrators. To develop

(11) Winston C. Crouch, “Metropolitan oGvernment in Toronto,” Public
Administration Review (Spring, 1954) pp. 8595
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into a capable administrator, one must be trained in the art of decision
making. If the budget, the revenue sources, and all other phases of
local finance are closely supervised by the Central Government, there
Is @ minimum area for decision-making left to local administrators. This
destroys initiative and is discouraging to capable men who might he
interested 'in local government administration. It was, therefore, very
interesting to see an article in the Turkish newspaper Cumhuriyet 12
announcing that the newly proposed draft of Organization Law for the
Ministry of Finance plans to allow for oreater decentralization in
financial administration. It is hoped that with time further steps toward
granting greater freedom of action to local communities will be
undertaken.

Guidance by Suwveir Levels of Government ~In the United
States, the state government and, in Turkey, the central government
can be of assistance in hepling local gavernmenta solve their problems.
Thus each state might do well to establish an agency to which local
government can turn for technical assistance. In Turkey a smilar agency
or agencles could be set up by the Gentral Government. There are many
yonung men in the Turkish civil service who have been trained at
home and abroad in various aspects of financial administration.. Many
of these men have had little opportunity to apply their newly
acquired skills because of the nature of the organization of financial
administration in l‘urkey An agency of the type suggested could
readily be staffed in Turkey today and would provide an outlet for
the skills of many civil servants. The agency, envisioned here, is one
that would train, guide, and advise local government administrators
but would not exercise control powers. As stated before, the aim is to
tevelop initiative among local officials and to train them in the art of
decision making. '

An comparison of local government in the United States and
Turkey must of necessity be limited. The federal system in the United
States and the unitary system in Turkey make precise comparisons
difficult. In spite of different stages of economic, political ‘and social
development, there exist a similarity in the forces making for local
fiscal problems and a similarity in the remedial measures that can be
applied. Because of these similarities, Turkey might well study the
experiences of the United States in the field of local finance. Turkey, in
its process of development, need not make same mistakes ag the United
States. It can and should accept those experiences of the United States
which can effectively be adapted to its needs.

(12) Monday September 18, 1955 - Page 1, Column 7
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