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ABSTRACT

INTERSECTORAL RESOURCE FLOWS BETWEEN AGRICULTURAL
AND NON-AGRICULTURAL SECTORS: THE TURKISH CASE, 1963-1990

Usanmaz, Yasemin Asu
M.Sc., Department of Economics
Supervisor: Prof. Dr. Oktar Turel
Co-supervisor: Prof. Dr. Yakup Kepenek

September 2001, 83 pages

The most effective way for developing countries to generate funds for their
early stages of industrial development is using sources from their agricultural
sector. This brings the subject of ‘agricultural surplus’ to the attention of
development economists. Even though agricultural surplus holds an
important place in the literature, it has ho precise definition that everyone
agrees upon. For our study, we used the definition suggested by Karshenas
(1989). We calculated the agricultural surplus in three different ways. In order
to carry out these calculations, we needed a detailed data base. To form a
good data base, the best way was to use Social Accounting Matrices (SAM).
We constructed SAMs that are necessary for our study for the sample years
1963, 1968, 1973, 1979, 1985 and 1990. Then we used these to calculate
the agricultural surplus. Calculations were done in terms of current and fixed
prices. 1981 was taken io be the base year for constant price calculations.

“The net financial contribution’ and the ‘real net product contribution’ of
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agriculture are calculated. The former as-a proportion to GNP showed an
increase up to 1979; later this increase started to slow down and after 1979
showed an important setback. For the latter, percentage GNP showed a
decrease in 1990. Estimates of real net product contribution show that the
contribution of agricultural sector up to 1980 was mostly through terms of
trade (TT) effect. After 80's, TT effect lost its importance.

Keywords: Resource flows, social accounting matrix (SAM), agricultural

surplus.
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TARIM VE TARIM DISI SEKTORLER ARASI KAYNAK AKTARIMI:
TURKIYE, 1963-1990

Usanmaz, Yasemin Asu
Yuksek Lisans, Iktisat BoIUma
Tez Yoneticisi: Prof. Dr. Oktar Tirel

Ortak tez Yéneticisi: Prof. Dr. Yakup Kepenek

Eylil 2001, 83 sayfa

Gelismekte olan tlkelerin, o6zellikle gelisme dénemlerinin baslarinda
endustrileri igin gerekli yatinmi olugturmalari igin en etkin yontem tarimdan
tanim disina kaynak aktarimidir. Bu dnerme, ‘tarimsal artik’ kavramini
kalkinma iktisadinin gindemine getirir. Literaturde onemli yer tutmasina
karsin, ‘tarimsal artik’in Gzerinde herkesin uzlasti§i bir tanimi yoktur. Biz, bu
calismada Karshenas (1989)'In énerdigi tanimlari esas aldik. Elimizdeki
verilerle tarimsal artigi ¢ ayri sekilde hesaplama olanag! bulduk. Bu
hesaplamalari yapabilmek icin detayli bir veri tabani gerekir. Bunu
olusturmanin en iyi yolu ise Sosyal Hesaplar Matrisi (SHM) Uzerinden
calismaktir. Bugtine kadar Turkiye icin olusturulan SHM'ler amacimiza uygun
sekilde duzenlenmediklerinden, gerekli matrisleri biz olusturmak durumunda
kaldik. Ornek olarak sectigimiz 1963, 1968, 1973, 1979, 1985 ve 1990 yillari
icin SHM'ler olusturduk; daha sonra bunlan tarimsal artik hesaplarinda
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kullandik. Hesaplarimiz! hem cari, hem de sabit fiyatlara gore yaptik. Sabit
fiyath hesaplarda 1981 yili baz olarak alinmis, tarim sektérandn ‘net finansal
katkis!’ ile ‘reel net tretim katkisi'ayri ayri hesaplanmistir. Bunlardan ilkinin
GSYIH'ya orant 1979'a kadar hizli bir artis gostermis, bu yila gelindiginde
artis hizi duralamis, daha sonra ise énemli bir gerileme izlenmistir. Ikincisinin
GSYIH'ya orani ise 1990 yilina gelindiginde, onemli bir duslus goste
Reel net Uretim katkisina baktigimizda, tarim sektérunun tarim digina

katkisinin 1980’e kadar esas itibariyle i¢ ticaret hadleri yoluyla oldugu, bu

yildan sonra ise ic ticaret hadlerinin etkisinin azaldig géraimustar.

Anahtar kelimeler: Kaynak akimlar, sosyal hesaplar matrisi (SHM), tarimsal

artik.
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CHAPTER 1

INTRODUCTION

Agriculture has a prominent role in the growth of developing economies. In

fact, an improving agricultural sector, by the help of the trade relations with

the other sectors, can play a complementary and stimulating role in the

development of the non-agricultural sectors (Dura, 1991). As economy

develops, the agricultural sector will lose its relative importance and becomes

more dependent, financially and technologically, to other sectors. Agriculture

will stimulate the industrialization by the increase in demand for

manufactured goods. With the introduction of new seed-fertilizer technology

and mechanization, agricultural production will be unified with the rest of the

market economy.

Technological progress in agriculture is very important: It can, on one hand,

increase the labour productivity in agriculture and, on the other hand, change

the patterns of income distribution and poverty as it brings benefits to small

peasant holdings as well as the large ones. Growth of labour productivity

may lead to an increase in the demand for the products of labour intensive

industries and this in turn can be a source of an additional labour income for

the farm sector (Karshenas, 1989). Also, if increase in productivity result in a

cost reduction in agricultural production, food prices will decrease and

employment in the sector may increase. This will contribute to the eradication

of poverty.

Besides the factors mentioned above, taxation, consumption/saving

propensities, investment opportunities can also effect the contribution of the

agricultural sector.




In Turkey, there are various studies concerning the role of agriculture in the
development of the economy. Cillov (1970), Ozgiiven (1972), Demirgil (1980)
and Dura (1987; 1991) are some examples of them. In these studies, the
contribution of agriculture is examined either through some economic
indicators, as the share of the sectors in GNP or growth rates by sectors, or
with the help of econometric modelling.

In this study, we prefer to use a different approach that has been used
widely in relatively recent literature. In this approach, the contribution of the
agriculture is explained under a mechanism of a transfer of ‘surplus’ from the
agricultural sector to the other sectors. In the early stages of the
development, it is often assumed that a net ‘surplus’ transfer from the
agricultural sector is essential to maintain sufficiently high rates of industrial
investment. The important thing is to determine the components of this
agricultural surplus, the mechanism of its extraction and its use for industrial
development.

In the 18th century, agricultural surplus was basically extracted through the
land rent paid by the tenants and farmers to landlords. Many of these
landlords were living in the cities and they were spending the rent income
there. The agricultural surplus was extracted through their consumption of
services and manufactured goods and also through tax payments to the
state.

During the 19th and 20th centuries, agricultural surplus was viewed as a
main source of investment in other sectors. This occurred through direct
investment of the land rent in industry by landlords and through taxation by
the state. After World War Il, in poor countries, the agricultural surplus was
the only source of internal financing and capital formation for the industry
(Morrisson and Thorbecke, 1990).

Capital resource flows from the agricultural sector to the other sectors can
take different forms. For example, farmers can invest their capital in the
urban areas. Another way of capital flow is through pricing. If the prices of the
agricultural products are kept low from the other sectors’ prices then there
will be capital flow from the farm sector because of this difference. In fact, by
this way, with the help of reduction in food cost, labor costs can be reduced

and also there will be a cost reduction in the sectors that uses agricultural




inputs. In contrast, agricultural inputs can be subsidized, causing a capital
inflow to agriculture. Therefore, price policy is an important factor. F urther,
the foreign exchange earnings from the export of the agricultural products
can also be used to pay for imports needed in other sectors. This can be
another contribution of the agricultural sector.

There are many examples of a positive relationship between the
agricultural surplus and development. In the mid-1960’s, achievements of the
Green Revolution helped to support import-substituting industrialization in
Africa (Ahluwalia, 1991). In Taiwan and South Korea, high productivity
growth generated an agricultural surplus. This, on the one hand, helped to
finance the other sectors through taxation and, on the other hand, helped to
lower the price of food which in turn caused a fall in wages for industrial
employment (Lee and Chen, 1979; Ban, 1979; Johnston and Kilby, 1975;
Timmer, 1988). Considering the role of prices, we may mention several
studies: b enefits of technological change through a fall in prices has been
analyzed by Pinstrup-Andersen et al. (1976) at a national level, and by
Quizon and Binswanger (1986) in many markets, and by Adelman and
Robinson (1978) in CGEs.

The role played by the agricultural surplus in industrialization has been
studied by many authors. For example, Lewis (1954) focused on the labour
market in a classical model of the dual economy. In this respect, he linked
the cheap labour surplus in agriculture and the level of industrial wages. Low
wages in industry stimulated high rates of investment and growth. Jorgenson
(1961) assumed full employment and examined the ways of extracting labour
from agriculture without causing a rise in prices of food. The way of doing
this, as he put forward, is a change in technology that raises the productivity
of labour in agriculture. Finally, Fei and Ranis (1964) and Lele and Mellor
(1981) have developed dual economy models which combine the two
approaches above. In the former study, there is a surplus of labour in
agriculture but real wages are constant. In this case, by the help of
technological change that reduces the price of food the nominal wages can
be lowered. In the latter, the same sort of technological change can lower the

nominal wages in a model where there is full employment in agricultural




sector together with labour surplus and constant real wages in urban informal
sector.

De Janvry and Sadoulet (1989) have built a model in which the growth of
agriculture can constrain the industrial growth. This is the case where the
main source of foreign exchange is the agricultural exports, and industry
uses intermediate and capital goods with an import component.

Although the agricultural surplus has an important role to play for industrial
development, it has no clear definition. In fact, several definitions of it are
offered in the literature. Also, there is a wide disagreement among authors
about interpreting the optimum magnitude and direction of resource flow and
the appropriate transfer mechanisms (Karshenas, 1994). This variety of
interpretations arises from the differences in theoretical perspective and
specific conditions of the countries concerned.

‘In physical terms, the net quantity of resource transferred includes goods
(consumer goods, intermediate inputs, and investment g oods) and primary
factors (labour and capital services) (Winters et al., 1998: 72). There are two
mechanisms for extracting the agricultural surplus. One is to extract it directly
through taxes, payments of rents to urban landlords, voluntary transfers from
agriculture to non-agriculture and net transfer of the balance of current
accounts of agriculture. This is referred to as ‘visible’ transfers by Winters et
al.. The other mechanism, which is referred to as the ‘invisible’, is the one
through the change in terms of trade for agriculture. This includes the
government intervention using price controls, export taxes and import
subsidies together with the indirect transfers through overvalued or
appreciated real exchange rates (Kruger et al., 1988). So, prices play an
important role in extracting surplus from agriculture.

Economists in the 18'th century and the classical economists up to Fei and
Ranis focused on the role of the surplus in financing investment and for
contributions to development within a dynamic setting without decomposing it
to different components. The new approach, initiated by Lee (1971), defines
the surplus within an accounting framework. Here, the surplus has two
components: physical and monetary flows. Some of these flows such as
subsidized goods and services that are delivered to agriculture by the state

operate outside the market. If a comprehensive intersectoral macroeconomic




framework is not adopted, then the impact of these kinds of measures can be
omitted (Morrisson and Thorbecke, 1990). The best way to avoid such
problems is to use a SAM framework. This will also allow us to make
meaningful international comparisons.

Karshenas (1989) has worked with SAMs in order to examine the
intersectoral resource flows between agricultural and non-agricultural sectors
for Taiwan (Province of China), India, Japan, China and Iran. Morrisson and
Thorbecke (1990) and Winters et al. (1 998) have followed the same method.
In the former study the SAMs are set at constant prices, so the price effect is
not examined.

Although Turkey has a long tradition of planning, no official attempts have
been made to compile a SAM for Turkey so far (De Santis and Ozhan, 1995;
Ozhan 1989, perhaps being an exception). Gunliik-Senesen (1991)
presented a SAM for Turkey for the year 1973. Her study is a straightforward
enlargement of the 1973 |-O table. Ozhan (1989) constructed a SAM for
1983 employing the framework used by the SPO and it has been proved to
be very useful for analysing the income distribution effect of stabilization
policies employed in Turkey during 1980’s. There are other studies by
Adelman et al. (1989), Yeldan (1989), and Harrison ef al. (1993) to study
particular aspects of Turkish economy. None of these SAMs have yet
incorporated household survey information and hence have no income-
distributional dimension (see De Santis and Ozhan, 1995).

There are two studies concerning SAM for Turkey for the year 1990. One of
which is a study by De Santis and Ozhan (1995) which gives a highly
disaggregated SAM containing 281 accounts. The other is a study by Kose
and Yeldan (1996). This latter study aims to establish a macroeconomic base
for a computable general equilibrium (CGE) model, which contains a 14-
sector SAM together with a capital composition matrix.

In this study we will examine six sample years: 1963, 1968, 1973, 1979,
1985 and 1990. In Chapter 2 one can find explanations on the concept of the
social accounting framework and its use as a data set for intersectoral flows.
We have encountered many problems while constructing SAMs for Turkey. It
was difficult to find the data we needed, especially for the years 1963 and

1968. In some cases, we had difficulties in decomposing some variables like




consumption and investment into -agricultural and non-agricultural
components. Savings were also not easy to determine. We did not have the
precise information on the household behavior of consumption and saving:
How much of their income do they spend and how much do they spend on
agricultural and non-agricultural products were basically unknown for the
1960’s; so we had to estimate it. One can find explanations for the estimates
we made and the way we constructed the SAMs for Turkey in Chapter 3.

In Chapter 4 different notions of agricultural surplus together With the
results of our calculations are given. In Chapter 5 one can find information
about Turkish economy together with the treatment of the results that we
obtained and an international comparison with five other countries.
Concluding remarks are given in Chapter 6.




CHAPTER 2

INTERSECTORAL FLOWS AND SAM

“The disaggregated and consistent nature of the SAM ... makes it an ideal
instrument for identifying and analysing the interrelationship between the
agricultural and non-agricultural sectors.” (Morrisson and Thorbecke, 1990:
1082). As mentioned before, there are two main advantages of using SAM in
intersectoral resource analysis. First, it prevents any flow being omitted.
Second, it allows us to make meaningful and valid comparisons among
countries.

SAM is an economy-wide presentation of the data in form of a matrix,
which describes, on the one hand, data on production and income
generation, and, on the other hand, the flows between the accounts of a
nation at a specific point in time (De Santis and Ozhan, 1994).

SAM, in general, comprises five different kinds of calculations: 1) National
income and national product 2) Table of flow of funds 3) Balance of
payments 4) National balance sheet 5) Jlnput-Output Table. Briefly, national
income and national products will show the circular relations between
production and income in the current period; table of flow of funds will give
the flow of whole money and credit in the economy and also the changes of
the assets and liabilities of the various institutions; balance of payments show
all the debit and credit relations and all kinds of exchanges in products and
services with the other countries; a national balance sheet gives the net real
and monetary properties of the economy and the distribution of them. Finally,
the 1-O Tables will show the intersectoral product and service flow. These

different kinds of calculations are actually in a close relation and they form a




complete system. SAM is an advanced system that comprises all these
information.

The first stage to compile a SAM is to construct a macro SAM using
available published macroeconomic data. The main statistical source used
for this purpose is the |-O tables. One can find general form of an I/O table
with two sectors in Table 1. Although in I-O tables only the flow of factors of
production among the productive sectors is taken into consideration, in SAM
this is generalized to include the current flows among all economic
institutions.

In Table 2 one can see an example of a SAM. Here there are two activities
or sectors (agriculture, non-agriculture) and three institutions  (farm
households, government and others). The category ‘others’ also includes the
rest of the world. This form of SAM is suggested by Karshenas (1989).
According to him, this representation of the SAM is the one with minimum
entries to adequately represent the intersectoral resource flows and any
other extension will just increase the size of the table without adding more
insight than could be obtained from the present table. So, we will explain the
basic features of the SAM on this representation.

Here the columns represent expenditures and the rows represent receipts.
So, the columns show the factors of production that a sector needs to supply
its own products and the rows show sectors which use these products. In this
respect, the first subscript used for the terms in the table represents the
delivering sector and the second represents the absorbing sector. For
example, C 5 stands for the consumption by the farmers of the agricultural
products. Sectors or activites produce goods and services by using
intermediate products (A), and factor services (F) provided by institutions.
Factor incomes received by institutions (Y) are spent on current consumption
(C), invested in physical assets (1), or saved (S). The table also shows
current transfers between institutions (T) and capital transfers (K).
Accounting consistency requires that the sum of the values in each row
should equal to the sum of the values in each column. So, we may say that

the construction of SAM is based on two main features:




i) the payments for a transaction by one account represent the
receipts for the same transaction by another account,

ii) total income is always equal to total expenditure.

One must note that the consumption, investment and current and capital
transfers take place within and between institutions, while production takes
place in sectors. This implies that an intersectoral resource flow only
becomes a meaningful concept, once we redefine sectors and institutions in
such a way that there is a correspondence between the sectors and
institutions of interest. As Ishikawa (1967) pointed out, resource transfer is
only meaningful in the context of institutions, and production sectors should
be chosen so that they incorporate the activities of the respective institutions.

Moreover, one must make an appropriate decision about the institutions or
sector boundaries. The choice obviously depends on the purpose of the
study and also on the availability of data.

As mentioned in Chapter 1, there are several studies on SAMs for Turkey.
However these were not able to address to our needs. In fact, studies up to
De Santis and Ozhan (1994) do not incorporate household survey
information, thus have no income-distributional dimension. De Santis -and
Ozhan constructed a highly disaggregated SAM with 281 sectors for 1990,
which was designed tobe usedfora CGE modelling e xercise. Two major
factors of production, i.e. labor and capital, were disaggregated further into 8
different types of labour and 5 different types of capital. Households, besides
being urban and rural, were disaggregated into 20 categories according to
their income size. In fact, such a detailed breakdown was beyond our scope
of analysis. In order to be consistent with the other SAMs that we constructed
for the earlier years, we have established our own SAM for 1990 rather than
using the estimates provided by the other authors.

In this study two sectors are defined: agriculture and non- agrlculture
sectors. Institutions are categorized as private (farm and non-farm
households) and government. The form of SAM given in Table 2 is
appropriate for such a level of aggregation. But, some of the entries
concerning income or capital transfers across institutions shown in this table

were not available or easily estimable; so the form given in the Table 3 has




been used instead. For the values that are not available, we needed to make

some estimations, the details of which can be found in the next chapter

together with the SAMs for Turkey.

10




SLNdNI TV.LOL| €
FUNLINDIYOV-NON]| ¢
JHNLINOIOV| L
Alddns | Saxvl SaAXVL (410) | ANVNZA
HLIM
Tviol | LNdlnO | LHOdNI S1HOdWI| V10l
vi0ol
dasi s
SaXVL HLIM SLNdLNO W1O0L| ¥
SLNdNI TV.LOL] €
FHNLINDIFOV-NON]| ¢
JUNLINONOY] |
Jnand | 3LvAd | oinand J1VARd [4 4 101085 Buueniled
NOIL
-dNNS -
3sn  |sly¥odx3a| LNIWLSIANI NOILJWNSNOD -NOD
VNI VNI A1VIA3IN
v1iol -d3.1NI
viol
3sN IVNId Jojoes Buigiosqy

so|qeL O/l 8} JO Wwio [eleueD 1| dlqel

11




ouxd 6d4a uda ejd 9 udx3 edX3 A ud eq ainypusdx3 [ejoL
SXd BAd UAL eAd UAI ENI pHoM 8y} Jo 158y
64s uby| eby| 6 JUSWIUIBA0D)
ud4s Boy jo¥ os yyaudisyo  (jeydeo)
eds B EM S yy wie4  suopnysui
vl BNTY ob| 61 BA upuil epull uswiuIBA0D
ODNI (UNEN] Bo jol OA yyAudisyio - (uaung)
JONI NI B)1 o3l A yyuue4  suonnysul
puil-4 upuii-ug jepui-ed slojoe
up ux3g 6u) ouj ) B6un oud o uuy Beuy uBe-uopN
sappowwo)
eD exg (3] oe| Je| Ben oe)d e uey eey 16y
‘weno| yydeyol yy wied| ‘weaoo| yyeyio| yy wied J6\-UoN 16y
Alddns pHoMm ajenlld a)eAlld
ay) siojoe4
[elol J0 1S9y (rendes) suonnysuj (yuauno) suopnyisu| sejpowwo)

(NVS) xuepy Bununosdy [0S JO W04 [eiauds) :Z djqel

12




x4 Bi uj el 9 udxd edx3d A uag ed ainjipuadx3 [ejoL
SXd BAd UAd BAd UAI el PloM 8y} JoO 1S3y
6s 6s JUSWIUIBA0D)
us os yyaud sy (fendeo)
ES iS yy uueq4  suohpnisul
V.1 BNz obL eb] BA upuil epull jusuwiuIsA0D
ODNI UpNIY Bol OA yy audisyio  (ueuino)
JONI BN IA yy wue suonnisuj
pull-4 upui]-ud |epull-e4 slojoed
up ux3g Buj ou| U] B6uo oud o uuy euy Ge-uoN
salpowwon
eD ex3g bej oe| Ji]] Ben oe) en uey eey 1By
‘weron| yyleyof yywied| -wenon| yyJlasyo| yy wied 16y-uoN 16y
Addns plom aleAlld aleAlld
ay} slojoe
[elo] | Joisey (1endeo) suopnysu| (yuaino) suopnyysu| 1 . saljipowwo)

(INVS) xuje\ Bupunoddy [e100S JO Wio4 pajelrsiqay € ajqeLl

13




Legend:

DF
EX
EXP

FXR

FXS
FY

M
INC
REM
SF

TA
Tind

Intermediate demand of activities
Consumption

Total demand

Demand for funds

Exports

Expenditures

Factor income payments made by activities
Foreign excahange revenue

Foreign exchange spending

Foreign interest payments
Government spending

Investment

Imports

Income

Capital transfers between institutions
Total supply

Remittences

Savings

Supply of investable funds

Current transfers between institutions
Tax revenue

Indirect taxes

Distribution of total factor income among institutions
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CHAPTER 3
CONSTRUCTING SAM

. We have encountered many problems while constructing SAMs for Turkey.
Because of the lack of data we had to make some estimations. One can find

the treatment of data and construction of SAM in this Chapter.
3.1. Treatment of Current Price /O Tables

Our starting point was the original I/O tables published by SPO and SIS.
These were 64-sector 1/O tables. Since we were interested in the resource
transfer between agriculture and non-agriculture sectors, we had to
aggregate these tables into two-sector ones. First we aggregated 64-sector
I/O tables according with the disegregation of price indices given in Table XIli
in Appendix. Thenwe considered the discrepancy between GDP values in
the 1/O tables and the official GDP values which were later revised upward by
the SIS. So, the original, current-price déta are calibrated accordingly; i.e. all
the rows of the tables are scaled up with a suitable factor in order to obtain
the conformity with the revised GDP values. ,

In the original 1/O tables, the import taxes were explicitly given for the years
1985 and 1990. Values of import taxes were available for the other years but
the problem was to extract these from the 1/O data. At this point, we had to
decide which entries contained the import taxes so that we could subtract it
from them. First, we assumed that the import taxes paid by agricultural sector
are zero, i.e. all of the import taxes were paid by the non-agricultural sector.

Taxes were then subtracted from the non-agricultural part of the private

15




consumption, total outputs with taxes and total demand. Of course, the total
final use, total supply and GDP values changed accordingly.

Another problem concerned the investment part. When we compare our
calibrated values for investment with the estimates in Temel and Saygil
(1995), we saw that our values were overestimated. So, the total investment
data for the private and the public sector are adjusted to the Temel and
Saygili's estimates and the distribution of these between the agricultural and
non-agricultural sectors are made according with the proportions in the
calibrated series. The changes made here are reflected in private
consumption so that the total final use remained the same. Stock changes

are also added to the private consumption for the sake of simplicity.
3.2. Constructing SAM

The first two rows of SAMs together with imports are obtained by using the
values from the I/O tables. Here the problem was to decompose the
consumption and investment data into agricultural and non-agricultural parts.
So, we had to d etermine how much of their income do farmers (and other
households) spend on agricultural goods and how much on non-agricultural

ones.

Consumption: We simply estimated the agricultural part of the consumption
as an ‘educated guess’. Since the total propensities to consume are known,
the non-agricultural part is found as a residual. In Table 4 and 5 one can find
the average propensities to consume (APC) and the share of agricultural

products in total consumption, respectively.

Table 4: Average Propensities to Consume

1963 1968 1973 1979 1985 1990 1990 (a)
Farmhh 0950 0.900 0.846 0.835 0.805 0.762 0.779
Others 0.902 0.862 0929 0921 0887 0798 0.789
Total 0930 0.880 0.898 0.895 0.868 0.790 0.784

(a) : Celebi (1998)
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One can observe that the values which the last two columns in Table 4 (our
estimates of APC and those provided by Gelebi (1998)) are fairly close to
each other.

Given APC values, we found farm households’ consumption Cr (=Car + Cni) .
by Ct = Yaa X APC,, wWhere APC, is the agricultural part of the average
propensity to consume. Given total private consumption (from |/O tables), we
can find the other households’ consumption Co (= Cao + Cno). In order to
decompose Ct and C, into their parts given in the brackets above we have

used the agricultural consumption coefficients (see Table 5).

Table 5: Agricultural Consumption Coefficients

1963 1968 1973 1979 1985 1990
Farm hh 0.500 0500 0400 0.375 0.308 0.306
Others 0.364 0.299 0.259 0.229 0.186 0.187
Total 0.445 0.394 0.309 0.271 0210 0.212

Savings: One of the main problems in establishing the SAM is the
calculations of savings. The method of calculation is as follows:

First, we start with the identity

GDPpet + M=X=C+1+G

Here, GDP,e: is the GDP value without import taxes. M and X are the
imports and exports, respectively.
Since
CAD =M -X-F - URT, and
GDP + F = GNP, then
GNPt + CAD+ URT=C +1+G

While CAD, F and URT are the current account deficits, the net factor

incomes from abroad and unrequited transfers, respectively. GNPret is
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determined from this equation. Adding the import taxes to GNPret, we get
GNP itself.

Yda

/
Y
e I Yen Public
GNP et consumption
I o

T = Gross Public Revenue — transfer payments\
Public
saving (Sg)

In the diagram above, Yq is the private disposable income. T is the net tax
revenue which is calculated as gross public revenue minus transfer
payments. This term decomposed into consumption and savings of the
government. Here, T can be found from the data available. So, one can
calculate Y4. Government consumption is known so, savings can be found as
the residual from T. Yq4 is decomposed to agricultural and non-agricultural

components. Agricultural part is calculated as
Yda = VAa = Ta

where VA, is the agricultural value added and T, is the tax payments by
agricultural sector. Subtracting Yga from Y4, we find Ygn. Part of Yga (0r Yan) is
either spent or saved. We get:

Yea=Ci+ St and Yan=Co+ S

where Cs (Co) and S¢ (S,) are the consumption and saving of the farm (other)

household. We know the consumption values from the I/O tables so, savings

can be obtained from the equations of Yqa @and Ygn.
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Private Investments: In the 1/O tables, we have investment from agricultural
sector (laf + 1a0) and from non-agricultural sector (lyf + lno). From the gross
fixed capital investment tables provided in Temel and Saygili (1995) we have

las + Inf @nd lao + lno Which are denoted as |, and |, in abbreviated SAMs. So

we have:
Farm Other Total
hh hh Private
Agr Lo lao la
Non-Agr Iy Ino In
Total Is lo I

I+ and I, are calculated according with the proportion of Ir and o in |

respectively. The rest are calculated using row sums, namely, la and In .

Factor payments: Yz is taken to be equal to Fa — Tinga, Where Fa is the
agricultural GNP. Fn — Tingn is decomposed into Y, and Yq . Yy is calculated
as public factor income obtained from public sector balances minus REM.
For the years 1985 and 1990 the interest income is also subtracted.

Entries under REM symbols together make up URT.

Transfers: Capital transfers across institutions (Ki's) are assumed to be
zero. Among the current transfers (Ty's) Tgr, Tgo and Tog are calculated. The
first two are the agricultural and non-agricultural components of the sum of
direct taxes, non-tax normal revenue and social funds (values taken from
public sector balances). The last one is calculated as transfers minus foreign
interest payments.

Income transfers to the agricultural and non-agricultural sectors (FY, and
FY,, respectively) are also taken into consideration. Here, the former is taken

to be zero, while the latter is calculated as a remainder of the row sum.
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Income transfers to the government from the rest of the world (FYy), is taken

to be equal to the foreign interest payments with a minus sign.

Inflows of remittances, profits and interest revenue (REM): REM, is
assumed to be zero. REMj is the official unrequited transfers plus agricultural
public interest revenue (values taken from balance of payments accounts of
SPO). REM, is the interest income calculated as private unrequited transfers

plus non-agricultural public interest revenue.

Rest of the world (ROW): Import and export values are taken from 1/O
tables. As mentioned above, FY, is assumed to be zero. FYg is taken to be
the interest payments on the foreign dept. The difference between row total
and column total of ROW is CAD. All values in the ROW column are known.
So, the row total is found accordingly namely, by s ubtracting CAD from it.
Then, FY,is calculated as a residual in row of ROW.

Row and column sums: As mentioned before, the row and the column
sums of ROW account differ by CAD. There is a difference between the row
and the column of the ‘other households’ as well. This difference is equal to
REM, plus REMg . Other sums fit into each other except for the years 1985
and 1990. For these years, we had problems with the sums of first two rows
and columns. Most probably this was because of the import taxes. In order to
equate the sums we have distributed the difference between them to the first
two rows of the current and capital institutions. This means that we
distributed it among six entries related to consumption and investment in

proportion to size.

3.3. Price Effects

In order to take the price effects into consideration, we needed constant
price I/O tables. In this study we have taken 1981 as the base year. The first
thing to do was to aggregate the original 6 4-sector 1/O tables to 34-sector
tables, so that the new sector configuration corresponds to the available

series of sectoral price indices. One can find the sectoral price indices used

20




in the Appendix. Each row of these tables is deflated with the suitable price
index. We then summed these up to obtain the two-sector 1/O tables. So, the
deflator between the current and the constant price 1/O entries is not the
same throughout a single row of the two-sector I/O table.

By deflating the current price figures into 1981 priced ones, we finally
arrived at GNP values at 1981 prices which were later calibrated in order to
make these conform to the official GNP estimates. No additional revisions on
import taxes were done. Import taxes are separately given only for 1985 and
1990. Only stock changes were added to the private consumption as before.
The way we use and interpret the constant price I/O tables can be found in

the next chapter.
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CHAPTER 4

CALCULATING AGRICULTURAL SURPLUS FOR TURKEY

4.1. Different Notions of Agricultural Surplus

With the help of the accounting identities implicit in the SAM in Table 2 one
can define different notions of agricultural surplus and then analyze the
mechanisms of surplus transfer. In this study, we prefer to use the
conceptual framework and d efinitions suggested by Karshenas (1989). T he
first concept that Karshenas mentions is the ‘net financial contribution’ of the
agricultural sector to accumulation in other sectors of the economy. He
defines it to be the difference between commodity ‘exports’ (X;) and ‘imports’
(M,) of the agricultural (or the farm) sector to the rest of the economy. In this
study we will prefer to use the terms ‘sales’ and ‘purchases’ for X, and M,,
respectively, So, the net financial contribution of agriculture is R= X5 - Ma.
When we look at Row 1 and Row 2 of Table 2 we may see that X, and M,

can be decomposed as
Xa=Aant Cag+ Caot lagt lao  cvvvviieniiiiiie (1)
Ma= Ana + Cnf+ Inf ........................................... (2)

From the accounting identity between Column 1 and Row 1 in Table 2 we

have

Ana+ Fa= Agn+ Cy+ Cag + Cao* laf + |ag + a0

= Xa+ Car+ ot
48
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So,

Xa = Ana + Fa— Caf_ Iaf .............................................. (3)
From (2) and (3) we get

R=Xa—Ma = (Aan+ Fa- Cy- laf) = (Aan + Cp + Inf)
= Fa— (Caf+ Cnf) . (Iaf'l' Inf) ......................... (4)

that is, value added in the farm sector minus the total consumption and total
investment in the sector.
To derive the financial counterpart of this, we can use Column 4 and Row 4
to get
Yi+ Tig+ Tro = Car+ Cpp+ Tgr+ Tor+ St
and Column 7 and Row 7 to get
S+ Ktg+ Kio = lar + Ins+ Kot + Kot
From the first, we get
(Car+ Crp) = (Y5- Sf) + (ng “Tot) + (Tro- Tof)  vevvenvneeniniinenns (5)
and from the second
(Iaf+ |nf) = Sf+ (ng' Kgf) + (Kfo‘ Kof) ............................... (6)
Substituting these into equation (4) we have

Xa =Mz = (Fa- Yp) = (Kig = Kgr) = (Ko - Kor) = (Trg - Tgr) = (Tro = Tot) ... (7)

The right hand side of the equation gives the financial counterpart of the
surplus transfer.
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If we combine the three terms (Fa- Ys), (Ko - Kor) @and (Tt - Tof) in (7) into the
term KN, which represents net income plus net private capital transfer to non-
agricultural sector, we get:

R = Xa — Ma = KN = (Krg - Kgt) = (Tig= Tgt) «vevevrmmereserreeenee(8)

Alternatively, combining the factor payments and current transfers in (7)

into one term V, and the capital transfers into the term K, we get
R=Xag—=Ma=V +K SIS § 185 848 1Y wlhsosavnceimaimn s 5 s SRR 9)

This latter expression was first discussed by Ishikawa (1967) and used
often in the literature which followed. Looking at the intersectoral resource
flows from the financial side enables us to observe the mechanisms through
which resource transfer from agriculture can take place. Also, it may be
useful in empirical estimation when data on the real side is incomplete, or for
checking the accuracy of the real side measures (Karshenas, 1989).

There are two other notions of agricultural surplus. One of them is the
concept of ‘net agricultural surplus’ which is defined by Millar (1970). It is the
value added in the farm sector minus the consumption of the farm

households:
NSz = Fa— (Car+ Car) = (Xa- Ma) + (lar + Int)
or
NS.=Fa=Ca=latXa=Ma coviiiiiiiiiiiii (10)

where C, and I, are total consumption and investment of the farm sector
respectively. NS, refers to resources made available by the agricultural
sector for investment within the sector itself and utilisation in other sectors,
including exports. Also, it refers to maximum possible outflow of resources

from the agriculture sector, which may become useful in estimating the
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direction of resource flows when, due ‘to data problems, the resource
outflows can not be measured.

Another concept of agricultural surplus is the concept of savings surplus of
the agricultural sector (Mundle and Ohkawa, 1979; Mody ef al.1985). It is
defined as the net financial contribution of agriculture defined as in (4) plus
the inflow of the net factor income and current transfers into agriculture
sector:

AS =Xa—Ma =V = (Yi+ (Teg- Tgr) * (Tro - Tor)) = (Car + Cnt) = (lar * Inf) -..(11)

From (9) we get

AS = Xa_Ma—V = K= = (ng" Kgf)_(KfQ' Kof)

So, AS is a measure of net capital transfer to the other sectors of the

economy.

4.2. Terms of Trade Effects

One way of extracting income from the agriculture is to turn the internal
terms of trade against agriculture. Internal terms of trade is the ratio of the
agricultural price index to the non-agricultural one, which will henceforward
be written as ‘terms of trade’ for short. It shows the purchasing power of the
agricultural products in terms of the other products and services.

Turning the terms of trade against the agriculture means to keep the price
of the agricultural products relatively low. This will provide cheap agricultural
inputs to the industry. Also, it helps to keep the wages in the industry low.
Entrepreneurs can, with the same amount of non-agricultural products, buy
more agricultural products in terms of producer and consumer goods. By this
way, a real income transfer from the agricultural sector to the ‘modern’ sector
is realized. The profitability in the non-agricultural sectors increases, and
when these profits can be channeled to investments, the savings will also
increase (Dura, 1991). The important thing is to transfer this income to the

productive sectors. The income gained by this way will be distributed among
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producers and traders. T he possibility of the trade sector to gain from this
process may be harmful for the developing countries. If the trade sector is
more powerful than the industry sector, the former will gain more but most
probably this gain will not be channeled to productive investment.

What Turkey experienced during the 1950s was that, instead of the
industry, in this period, the agricultural surplus seemed to be transferred to
sectors like trade and banking. For the period of 1960-1975, studies on terms
of trade produced ambiguous results, details of which may be found in Dura
(1991). After 1975, terms of trade moved in favor of agriculture, afterwards it
turned against it according to the SPO data.

The important thing is that while the terms of trade is moving against
agriculture, the relative prices should not decrease too much; since this will
lead to a decrease in the contribution of the agriculture to the output growth
and hence to a fall in growth rate. In order to enable agriculture to maintain
its positive contribution to the development, the sector must keep sufficient
amount of resources that are necessary for its own development and the
terms of trade must not always move secularly against agriculture (Kazgan,
1981).

From a developmental point of view, the contribution of agriculture to
economic growth depends on the real value of the resources made available.
So, we must consider the real value of transfers as well. Denoting real
magnitudes by lower case letters and Py and Py, as the prices of agricultural
sector’s sales and purchases respectively, the real net product contribution of

the agriculture sector (r) will be

r= (Xa/Px) - (Ma/Pm) = Xa s ma .......................................... (1 2)

This is the real net product contribution of the agricultural sector from the
viewpoint of the economy as a whole. When we look from the sectoral side
though, we need to consider the intersectoral relative prices. Here we need
to decide on a price index for deflating the net financial surplus. LetP be
such a price index. So, the real value of financial surplus of the agricultural

sector will be:
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F= (Xa/P) = (Ma/P) = RIP .......... b s e+ £ ¢ e (13)

The difference between r and r' is the income terms of trade gains of the

agricultural sector. Let us denote it by TT:
TT =1 —r = Xo/P — Ma/P = Xa/Px + Ma/Pry
= Xa(1/P = 1/Py) + Ma(1/Pm = 1/P) .oooeiiiiiiiiiiiiiiiiinns (14)
= (Xa/Px)(Px/P - 1) + (Ma/Pm)(1 - Pm/P)
= Xa(Py/P - 1) + ma(1 - Pn/P)

The choice of an appropriate price index (P) is an unsolved problem (see,
inter alia, Stuvel, 1956; UN, 1968; Kurabayashi, 1971; and Gutmann, 1981).
There are many suggestions. For e xample, I shikawa, in his study in 1967,
suggested to use P for Pinthe case of a surplus of sales of agricultural
sector and use Py, in the case of a surplus of purchase of agricultural sector.

In this study, we have calculated r by taking P as Px first and then as the
implicit GDP deflator (IMPGDPDEF). The reader can find Py, Pm and price
deflators in Table XIV in the Appendix. For calculating Px and Pn, the factors
between I-O series that are calibrated at current and constant prices are
used. Among these factors, the ones that were obtained for total demand are
taken as a reference for calculating the prices. So, the agricultural
component of the total demand is taken to be Py and the non-agricultural one
to be P, The implicit deflators of agricultural and non-agricultural
components of GDP, which are denoted by IMPAGRDEF and IMPNAGRDEF
are also calculated. One can find them in Table VIl as well.

Using the data available, we could obtain R, NS, and TT defined in the
Equations 4 or 8, 10 and 14, respectively. The results are presented in
Tables 18, 19 and 20 and Figures 1 to 6.
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4.3. Treatment of the Results

In Equations 4 and 8, there are two different interpretations of net financial
contribution of the agricultural sector (R). In the first one, its components are
value added in the farm sector (Fa) and total consumption and investment of
farmers (C; and l;, respectively). One can see from the results that while the
value of F, increases over time, its contribution in GDP decreases. The same
thing is true for C¢ as well: Its share decreases over the whole period,
especially one can see a serious fall in the share of Cr. But this outcome is
not surprising, since the real income of the farmers decreased sharply after
the 1980s. The values of I; are also increasing over time but its contribution
fluctuates.

Looking at the other interpretations of R, one can see again three
components: net income transfers and net capital transfers to non-negative
sector (KN), net government investment in farm sector (Krg - Kgr) and net
inflow of government taxes/subsidies (Tig - Tgr). As seen from the KN values,
the private transfers to non-agricultural sector increased rapidly. KN values
increased throughout the period. Its contribution to GDP was around 4.5 per
cent after 1968, but it decreased rapidly in 1985. It constitutes the largest part
of R. The net inflow of government taxes/subsidies takes negative values.
This shows that, with the minus sign for this term in the Equation 10, its
contribution is positive. lts contribution decreases over time and drops
sharply in 1985 then increased a little in 1990. The contribution of net
government investment in farm sector increases in 1968 and except 1985 it
did not change its values much.

Examining the real net product contribution of the agricultural sector (r) one

can observe that for both choices of P, namely of Px and IMPGDPDEF r is

first negative, then it turns to positive. The contribution of TT before the
1980s is high, then it decreased very sharply especially in 1985. So, before

“the 1980s the contribution of agriculture is mostly through TT but after

the1980s it lost its significance. The values of TT are larger when we take P
to be IMPGDPDEF but the trends of TT and r are similar for both choices of
P.
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Table 19a: Real Net Product Contribution alind Real Value of the

Financial Surplus of the Agricultural Sector,

P=Px (at 1981 Prices, TL Billion)

Real net Real value of
Years Xa ma product TT the financial
(Xa/Px) | (Ma/Pm)| contribution | (=ma(1-Pm/Px)) | surplus of
of agg. sector agg. sector
(r (r'=R/P)
1963 | 928.76 | 1138.60 -209.84 282.49 72.62
1968 | 1057.97 | 1108.48 -50.51 199.31 148.80
1973 | 1338.95 | 1348.24 -9.29 239.72 230.38
1979 | 1714.57 | 1537.79 176.78 151.17 327.94
1985 | 1999.91 | 1623.02 376.89 -78.39 298.51
1990 | 2299.26 | 1933.11 366.15 99.94 466.09

Table 19b: Real Net Product Contribution and Real Value of the

Financial Surplus of the Agricultural Sector,

(as % of GDP)

Years Xa ma r TT r
(=ma(1-Pm/Px))

1963 | 27.33 33.50 6.18 8.31 2.14
1968 | 23.34 24.46 1.12 4.40 3.28
1973 | 23.40 23.57 0.16 419 4.03
1979 | 22.98 20.61 2.37 2.03 4.40
1985 | 21.50 17.45 4.05 0.84 3.21
1990 | 19.23 16.17 3.06 0.84 3.90

42




Table 20a: Real Net Product Contribution énd Real Value of the

Financial Surplus of the Agricultural Sector,

P=IMPGDPDEF
(at 1981 Prices, TL Billion)

Years Xa ma r TT r
1963 028.76 1138.6 -209.84 296.89 87.05
1968 1057.97 1108.48 -50.51 218.38 167.86
1973 1338.95 1348.24 -9.29 269.08 259.79
1979 1714.57 1537.79 176.78 167.87 344.64
1985 1999.91 1623.02 376.89 -84.59 292.31
1990 2299.26 1933.11 366.15 90.14 456.30
Table 20b: Real Net Product Contribution and Real Value of the

Financial Surplus of the Agricultural Sector,

(as % of GDP)
Years xa ma r TT r
1963 27.33 33.50 6.17 8.31 2.56
1968 23.34 24 .46 1.12 4.40 3.70
1973 23.40 23.57 0.16 4.19 4.54
1979 22.98 20.61 2.37 ° 2.03 462
1985 21.50 17.45 4.05 0.84 3.14
1990 19.23 16.17 3.06 0.84 3.82
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CHAPTER 5

INTERNATIONAL COMPARISONS

The method that we have been used, as mentioned before, was a method
suggested by Karshenas (1989). In his study, he worked on five countries in
certain time periods. These countries and respective time periods are India
(1951-1971), Taiwan, China (1911-1960), Iran (1963-1977), Japan (1888-
1937) and China (1951-1980). In this chapter we will examine his results
together with our own. But first of all we will give an overview of the Turkish

economy between the years 1960-1990.
5.1. General Observations on the Turkish Economy (1960-1990)

At the end of the 1950s, there was an economic crisis showing itself with a
growing balance of payments difficulties and inflationary pressures. In those
years, the way out of recurrent crises was seen to establish a planned
economy, for the reasons that we are not gomg to elaborate here. Therefore,
at the beginning of the 1960s Turkey has passed on to the stage of a
‘planned’ economy. Starting with 1963, five-year-plans were prepared and
put into effect. The period that we are interested in contains five planning
periods. Between the years 1960-1980, import substitution policies were

implemented; thereafter there was a great change in policy perspective.
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After 1968, while the relative contribution of the agricultural sector declined,
the contribution of the other two sectors increased (see Table 21 and Figure
7). From Table 22, one can observe the growth rates of the sectors at the
first six five-year-plans. It is easy to follow the decrease in the growth rate of
agricultural value added during this period. Besides, there is a dramatic
decrease in the values of output in 1978 and an increase in 1984. The former
is due to the economic crisis culminating in the late 1970s and the latter is
caused by the e conomic recovery following the policy changes after 1980.

Details will be mentioned in this section.

Table 21: Sector Shares in GNP (%, With Current Prices)

Sectors 1963 1968 1973 1979 1985 1990

Agriculture 36.1 39.8 30.7 26.7 19.7 16.8
Manufacturing| 17.9 16.7 17.3 19.8 21.9 24.8

Services 46.0 43.6 52.0 53.5 58.4 58.4

Source: Statistical indicators (1923-1995), SIS

Table 22: Value Added Growth Rates by Sectors
(Annual Averages)

PLAN | PLAN Il PLAN Il 1978
1963-67 1968-72 1973-77 PROGRAM

@ @® @ ©® @ ® (@ (b

Agriculture | 4.2 3 4.1 1.8 3.7 1.2 4.1 2.8
Industry 12.3 10.9 12 9.1 11.2 8.8 8.8 34
Services 6.8 7.2 6.3 6.6 7.7 7.3 - 0.1
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Table 22: Value Added Growth Rates by Sectors
(Annual Averages) continue

PLAN IV 1984 PLAN V PLAN VI
1979-83 PROGRAM 1985-89 1990-94

(a) ® @ ©® @ (b) (a) (b)

Agriculture | 5.3 0.3 3.5 0.5 3.6 0.8 4.1 1.6
Industry 9.9 2.4 6.6 9.9 7.5 6.5 8.1 3.8
Services 8.5 2.6 4.5 7.9 6.5 5 6.7 4.1

(a) Targeted
(b) Realized

Source: Economic and Social Indicators (1950-1998), SPO

Although there was a continuous increase in output during the 1963-70
period, the signals of an economic crisis started to appear afterwards. In the
years 1978-79 a crisis broke out; the country faced an acute foreign
exchange shortage and was virtually unable to repay her foreign debt. The
intermediate goods could not be produced in desired quantities at that time,
because of shortages of imported raw materials, thus aggravating the crisis.
The industrial structure at that time was basically serving the needs of the
internal markets due to import substitution policies and these policies ended
up with an overvalued currency which,idiscouraged exports. Although the

workers’ remittances provided a substantial part of the necessary foreign

exchange during the beginning of the 1970s, with the onset of oil crises in the

second half of the 1970s, they became inadequate. Industrial development
and fast mechanization of economic activities, together with the emphasis put
on the highway transportation increased the demand for oil substantia!ly.
Therefore, the spectacular increases in the oil prices first in 1973 and later in
1978-9 had a strong negative impact on the economy. The necessary
measures to adjust to these shocks were not taken in time. The increase in
military expenditures because of and after the Cyprus Peace Operation in
1974, deterioration of the foreign relations due to the embargo imposed by

the USA, the slowdown in foreign capital inflows and the squeeze in credit
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opportunities towards the end of the 1970s all fuelled the crisis. Economy
could not overcome this situation until the decisions made in January 24,
1980 (Sahin, 2000).

The policy shift after the 1980 lessened the role of and the interventions by
the state and led to greater reliance on market forces. The new policy
agenda was put into effect mainly by privatization, tax reductions, free
exchange relations and deregulation.

After 1980’s, the passage to neo-liberal policies under the leadership of the
USA in the world and accelerating tendencies of globalization had a strong
impact on Turkey as well. The import substitution policies that met with an
impasse at the end of 1970’s were progressively replaced by export oriented
policies after 1980. Oyan (1998) examines the period of 1980-1998 in three
subperiods: 1980-88, 1989-93 and the period after 1994. According to him,
while the first subperiod w as characterized by freer international trade, the
second and the third periods are the ones where free capital movements
comes to the foreground. In period 1980-88, the economic policies produced
a combination of low wage - undervalued TL, while in 1989-93 rising real
wages were coupled with overvalued TL. After 1994, real wages fell and TL
was again depreciated in real terms.

After the January 24 program, economic policies basically aimed at
decreasing the domestic demand in order to divert the firms that formerly
served for domestic markets to respond to foreign demands. Lowering real
wages was instrumental in such a shift in‘market orientation. In this respect,
the index of real wages in public sector came down from 100 in 1979 to 48 in
1988. There were parallel changes in the private sector wages as well. Real
incomes of the people which make up about 85 per cent of the society, i.e.
wage earners and farmers were lowered consciously. The prices of the
products of state- owned economic enterprises. (SOEs) were mcreased
dramatically. The worsening of terms of trade against the agriculture was a
complement to these policies. Real income of agricultural producers that
constituted an important part of the domestic demand was decreased both in
absolute as well as in relative terms.

Another measure which also contributed to reducing domestic demand was

the liberalization of financial markets. In contrast to the low and even

54




negative real interest rate policies whicH were characteristic of financial
repression b efore 1980, financial liberalization resulted in high real interest
rates which had an adverse impact on investment. With the financial policies
implemented during this period, the tax burden of high income groups was
reduced with the prospect of increasing corporate savings and channeling it
to investment. But, unfortunately, this policy did not work well in this period
and the void left by the SOEs retreating from economic activity was not
properly filled by private investors. The fiscal discipline was also seriously
impaired in the 1980s by the establishment of extra budgetary funds reaching
to almost 50 per cent of the central budget revenue in 1988. Thus, the rising
deficits of the public sector in the 1990s led to greater reliance on debt
finance which eventually turned out to be unsustainable. In fact, in 1998,
according to the first six months’ budget information, 84 per cent of the tax
revenue was earmarked for interest payments.

The public investment was reduced, and the share of SOE's investment in
public investment also decreased. Curbing SOE’s investments for purposes
of maintenance and modernization led to a worsening of their productive and
financial performances.

The increasing distributive tensions in the 1980s finally led to the
abandonment of low wage — undervalued TL combination for some time.
From the late 1980s on, the increase in real wages was the main problem for
the business which was offset by real appreciation of TL and/or a reduction in
the tax burden. In search of an alternative, the government increasingly
tempted to borrow from international markets by attracting short term capital
inflows in the 1990s with the prospect of lucrative arbitrage opportunities.
This process came to a halt by occasional financial breakdowns first in 1994
and later in 2000-2001. Because of financing foreign debt partly by internal
borrowing, there was a net income transfer abroad.

Turkey’s gradual liberalization of foreign trade since 1980 reduced the
room for maneuver for policy interventions. With the adherence to the WTO
Agreement and the entry to the Customs Union with EU in the 1990s, the
possibilities of control over the foreign trade were further minimized.

After looking at the Turkish economy in general let us look at the place of

agriculture in this economy.
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While the share of the agriculture in the riational income was about 30 per
cent in 1960, this decreased to the range of 25-30 per cent in the 1970s and
to 20-25 per cent in the 1980s. In the 1990s it first declined below 20 per cent
and later stayed around 15 per cent (Kepenek and Yentirk, 1996). The
contribution of the agricultural labor force to the total was about 77 per cent in
1962, it then declined to 67 per cent in 1972 and stayed around 60 per cent
at the end of the 1970s. While this share decreased to 50 per cent during the
1980s, it declined further to about 40 per cent in the 1990s.

As discussed earlier, resource flow form the agricultural sector to the other
sectors may be in the form of labor transfer or production inputs. Also,
agricultural sector will function as an internal market for the other sectors, it
provides for their basic needs.

We have observed the decrease in the agricultural labor force before. The
outmigration from the farm sector started after Second World War, especially
after 1950s. Because of the mechanization that started in the1950s and the
ongoing lower relative productivities of agriculture, migration continued since
then (Kepenek and Yentiirk, 1996). The labor transfer from agriculture to
other sectors was generally in the form of the migration of males who are in
working age with strong physical ability and being able to adapt themselves
to the work environment of other sectors more easily. With this labor transfer,
the agricultural sector was not only denied from a dynamic and capable labor
force, but also suffered a loss in capital as well (Sahin, 2000). Migration
caused shortages of infrastructure services and led to deterioration in the
quality of education, housing and health services in urban areas.
Nevertheless, it contributed to the development of the domestic labor market
and created a labor surplus in urban areas which kept urban wages within
certain limits. Urban employment o pportunities could not grow at the same
pace with migration so the migrant agricultural labor could not be fully
absorbed.

In the context of the contribution of the agricultural sector to the Turkish
economy, we should also discuss the productivity developments in
agriculture. One can find the figures for agricultural productivity growth in
agriculture in Table 23 and comparisons of the growth rates with labor

productivity in other major sectors in Table 24.
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Table 23: Annual Growth Rate of productivity of Turkish Agriculture
(Q,/ Ly) 3, (Given as Percentage)

Period %
1965-75 1.9
1975-85 3
1980-85 2.2

2 a and La stand for agricultural output in 1968 prices and
agricultural labor, respectively.

Source: Dura (1991): 107.

Table 24: Growth Rates of Values Added per
Labor in Major Sectors

Sectors  1962-77 1977-83 1984-89

Agriculture 3.9 2.9 3.6
Industry 5.9 1.1 3.3
Services 2.9 1.7 2.0

Total 5.8 2.6 4.4

Source: SPO (1985)

As can be seen from the Table 24, the growth of productivity in the
agricultural sectoris well below that in ihdustry in the 1960s and the early
1970s. The labor productivity of the agriculture increased very rapidly during
the 1975-85 period compared to the past ten years, which could be attributed
to the slow down in output growth and continuing outmigration from rural
areas leading to productivity improvements in agriculture. However, it
declined substantially in the ten years following 1985.

An international comparison of labor productivities in agriculture is offered
in Table 25 for the years 1960 and 1980 (Dura, 1991). Although labor
productivity in Turkish agriculture approximately doubled from 1960 to 1980,
Turkey’s inferior position relative to productivity leaders and major developed
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economies remain. This position has nét also changed much since 1980
(Cakmak and Zaim, 1998).

Table 25: Agricultural Labor Productivity for Some Countries

Countries 1960 1980
USA 93,8 285,1
Australia 103,8 256,2
Denmark 46,4 131,2
England 47 116,3
Fed. Germany 371 113,7
France 32,4 101,8
Austria 30,5 90,8
Argentina 34,9 63,8
Italy 14,5 46
Spain 9,2 44.8
Japan 10,3 27,8
Greece 9,1 25,8
Colombia 8,3 17,2
Yugoslavia 6,6 14,3
TURKEY 6,1 12,7
Syria 7,2 10
Mexico 5,1 7.5
Egypt 4,4 4,6
Pakistan 3,1 4,2
India 2,2 31

Note: 1. Only includes male labor force.
2. Productivity is measured in terms of "wheat unit".
One wheat unit is equal to one metric ton of wheat.
Dura (1991): 109.

Source: Kawagde and Hayami (1983).

Since the early 1950s to our time, there was a flow of modern capital
investment into the agricultural sector, which reflects the technological
development in the sector. \With mechanization the cultivated area expanded
and efficiency in production has increased. This in tumn increased the
agricultural production. Thanks to generous subsidies given to agriculture,
modern inputs such as tractors, fertilizers, insecticides, and irrigation

increased; however these were not fully reflected in the increase in
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agricultural production (for estimates of agricultural production function see,
inter alia, Akder et al., 1999; Gakmak and Zaim, 1998). Here, not only the
quantity of these inputs but other factors are also important; for example,
labor efficiency and especially the working organization and management
system must be considered. As we mentioned before, the educated and
better qualified labor force has been migrating to the urban areas since the
early 1950s. Besides deterioration in labor skills, there were also instances of
improper use of especially the fertilizers and combine harvesters, sometimes
agricultural machines were not properly used or maintained (Kepenek and
Yentrk, 1996).

Within the framework of input-efficiency relation, the size of the enterprises
is also important. When we look at the general aspect of the agricultural
sector during the 1963-80 period, we see that the number of the enterprises
increased from 3.1 million to 3.7 million, the cultivated area form 16.7 million
hectares to 22.6 hectares. But, the existing enterprises were usually small in
size. In fact, according to the census of 1980, 62 per cent of the agricultural
enterprises cultivated land smaller than 50 hectares.

When we compare the general agricultural census of 1980 and 1991 we
see that the number of agricultural enterprises has increased from 3650910
to 4068432 corresponding to an increase of more than 417 thousand. In the
developed countries the number of agricultural enterprises decrease and
their size increase over time. Also, the minimum size of the enterprises that
are suitable for the use of modern techniques increases more rapidly than
the average size of the enterprises. It is just the opposite in Turkey. During
the period 1980-91 the number of enterprises has increased and the average
size of them decreased by 6 hectares. 63 per cent of the agricultural
enterprises had land smaller than 50 hectares (Sahin, 2000). While the
number of small e nterprises i ncreased their size got smaller. On the other
hand, the number of big ones decreased while their size increased. This
shows a land aggregation in favor of e nterprises that are large and above
average in size.

In Turkey, the cultivated land is partitioned to small pieces mostly through
inheritance. This disables the rational use of land and also complicated the

production planning and the use of agricultural tools. This, together with thre
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outdated methods of fallow and improper crop rotation, impeded the

technological development. Because of the inequality in distribution of land
among the enterprises, the number of landless peasants has increased over
time. According to general agricultural census of 1991, the number of families
that use only the rented land is around 48 thousand which is 1.18 per cent of
total agricultural enterprises. If we add the families that cultivate the land of
others as partners and the ones that partly using others’ land besides their
own, then we end up with 300 thousand families. These usually find job in
summer as seasonal workers. Other times they are temporally unemployed
or try to find jobs in cities (Sahin, 2000).

According to our calculations, net financial contribution of the agricultural
sector (R) is positive for the years considered. On the other hand, real net
product contribution of the agricultural sector (r) for both choices of P, namely
of P, and IMPGDPDEF is first negative, then it turns to positive. Before the
1980s the contribution of agriculture is mostly through TT but after the1980s
it lost its significance.

5.2. The Case for Five Other Countries

Karshenas (1989) derived interesting results from the study of his sample
of five developing countries. There are three countries (India, Iran and China)
where ‘net finance contribution’ of agriculture to the economic growth
appears to be negative. But, interestingly, these are the ones following
import-substituting i ndustrialization p olicies d uring the respec’uve p eriods of
analysis. So, these particular cases provide counterevidence to the argument
that these kinds of policies will help to extract resources from agricultural
sector for industrial development. In fact, Karshenas (1989) shows that this
argument may not be valid for many other developing countries with similar
initial conditions and development policies.

All the five economies considered had large agricultural labor reserves. The
important thing was the productive utilization of the agricultural surplus labor.
In this regard, for the developing countries, the inflow of the agricultural labor
factor i ncome from non-agricultural a ctivities becomes important. In Japan,

there was a substantial agricultural taxation and substantial capital outflow,
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but, the inflows due to large factor incomé flows and terms of trade effects
overshot the outflows from agricultural sector. Together with Japan, other two
countries that showed fast rates of industrial growth, lran and Taiwan
(province of China) can be compared with India, where inflow of factor
income was negligible. This comparison shows that “the rate of growth of
non-agricultural sector is a major determinant of factor income flow in the
market economies” (Karshenas, 1989: 67). When we compare India with
China, we note that India experienced a great difficulty in absorbing the large
agricultural surplus labor, while China was quite successful in that issue with
the help of substantial inflows of wage income from non-agricu|turél activities
to the farm sector. This was achieved through introduction of new
organizational forms.

When we look at the terms of trade effect, we see that in Iran, China and
India there was a continuous improvement in agricultural terms of trade in the
respective periods. Farm sectors in these countries received relatively large
income gains from this improvement. In Japan, although there were some
fluctuations in terms of trade effect, they gained a large amount of income in
agricultural sector (with 1888-92 prices). Only in Taiwan (province of China)
were the terms of trade one of the maijor reasons for an outflow of resources
from agriculture. So, one can see that, the countries that exhibited major
surplus inflows to agriculture through terms of trade improvements are the
ones that applied import substituting industrialization policies.

Besides these important factors, one should also consider the ‘real’ factors
such as population growth, labor absorption in non-agricultural sectors and
technological progress. In fact, these factors may have important
consequences. In China, for example, although the institutional setup gave
many options for government to extract resources from agricultural sector,
there was a great population pressuré on the land and a sluggish growth of
productivity of labor in agriculture. Because of this, price subsidies on
investment goods used in agriculture and the great use of internal resources
of the agricultural sector in agricultural investment became ineffective and
resource extraction was limited. But in countries where agricultural labor

productivity grew relatively fast such as Japan and Taiwan (province of
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China), resources could be transferred from agriculture through various
policies.

When we compare these results with Turkey, first of all we see that
although import substitution policies were implemented in Turkey before
1980, the ‘net financial contribution’ of the agriculture (R) was positive in the
years of ‘planned economy’. Therefore, Turkey sets a counterexample to
those given in Karshenas (1989). But the observation that Karshenas made
about the terms of trade effect in his sample of countries is supported for
Turkish case. Here one can refer to our findings indicating that resource
transfers from agricultural sector were realized mostly through terms of trade
effects before 1980.

As in China, one can observe that in spite of the subsidies given to the agri-
cultural sector and technological improvements, the expected increase in
productivity was not achieved. This was because of the profile of the
workforce in agriculture and the small size of the enterprises. If the inputs to
the agricultural sector could have increased the productivity of the agricultural
labor force, Turkey could have transferred resources from the agricultural

sector by this way.
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CHAPTER 6

CONCLUSIONS

In the early stages of development, the main source of industrial
investment in the mostly agrarian economies is the agricultural surplus.
Therefore, the concept of agricultural surplus was central to the theories of
economic development. The important thing is to define the determinants of
the agricultural surplus, try to understand the mechanisms of extraction of it
and also the use of it for development in industry. In spite of the importance
of this concept in development economics, agricultural surplus has no clear
definition.

In this study we have reviewed different notions of agricultural surplus
suggested by Karshenas (1989). Our problem was to collect the data
necessary for the calculations of agricultural surplus in line with these
definitions. The best way of doing this, as it is suggested in the literature, is to
use a SAM framework. It enables us to present the data in a systematic
fashion, provide checks for the inconsiétencies in the data, overcome the
problem of missing information and do international comparisons. The
available studies 'on SAM for Turkey were not suitable for our purpose of
study. So, we needed to construct the necessary SAMs for the sample years
1963, 1968, 1973, 1979, 1985 and 1990.

Constructing SAM for Turkey was not an easy task because of data
problems. Some of the data were not available so, we needed to undertake
some new estimation. Some had to be calibrated in order to suit to the latest
official national accounts figures. We started with /O tables. Current priced
I/O tables are calibrated to get the GNP values of SPO. Import taxes were
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separated only for the years 1985 and 1990. We extracted it from the tables
of other years as well. Investments are made consistent with Temel and
Saygili (1995)'s figures. These calibrated final entries are used in the
construction of SAMs. Since we do not have reliable data for household
behavior, their consumption and s avings p ropensities are e stimated mostly
by guesswork and reference to other studies. Transfers are calculated either
by the available data or as a residual from the balance of accounts.

Extraction of agricultural surplus may be through taxation, voluntary
transfers, rental payments to the landlords and net transfer of balance of
account of agriculture or indirectly though internal terms of trade changes. In
order to examine the later procedure, we needed to consider the price
effects, that is, to distinguish the real part from the impact of relative price
change. For this purpose, we have constructed the constant price I/O tables
with 1981 as a base year. The original 64-sector 1/0 tables are aggregated
first to 34-sector ones and multiplied row-wise with proper price deflators,
then aggregated into two-sector ones. The constant price figures are also
calibrated in order to conform to the official GNP estimates.

Agricultural surpluses, both in current and real terms, are calculated using
the collected data. The relative contributions of the determinants of
agricultural surplus according to its different definitions are examined. The
results showed that the contribution of agriculture to other sectors was mostly
through terms of trade changes before 1980s. After the 1980s, terms of trade
effects lose their significance. Again up to'the 1980s, the private transfers are
important in the net financial contribution of agriculture.

There are also a number of case studies for other countries concerning the
intersectoral flows. In this study we only referred to some of them, without
fully citing their quantitative results. International comparisons between
Turkey and other countries seem to be an area of research which requires
further exploration. So the results of the study may be a primer for this
purpose. It is also believed that the SAMs constructed here in this study will

be useful for other research as well.
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Table XIlI: Price Indices 1963-1990 (1981=100)

Sectors 1963 | 1968 | 1973 | 1979 1985 | 1990
Agriculture 3.61 | 4.10 | 6.93 | 29.46 353.60| 2666.40
Animals 260 | 3.67 | 7.48 | 44.66 366.60| 2972.55
Forest products 270 | 3.56 | 5.63 | 45.30 363.00| 2961.50
Fishery 225 | 3.34 | 5.10 | 33.19 {495.90 4750.00
Coal minig 163 | 2.54 | 5.32 | 27.96 | 339.00 2690.90
Crude petroleum 163 | 2.54 | 5.32 | 27.96 | 527.50 2211.00
Metal mining 3.03 | 3.91 | 6.09 | 40.97 |493.70 3557.60
Stone quarrying 3.03 | 3.91 [ 6.09 | 40.97 |512.70 3487.30
311-312 3.10 | 3.91 | 6.90 | 34.91 [337.72 2576.11
313 323 | 4.08 | 4.93 | 28.22 | 322.44 2758.78
314 714 | 9.02 [10.99] 27.81 | 381.00 2353.30
321-322-324 3.37 | 3.83 | 6.44 | 32.79 | 330.96 3007.54
323 182 | 2.07 | 5.17 | 55.52 | 363.19 2759.66
33 233 | 3.00 | 6.21 | 42.86 | 362.98 2961.57
341 280 | 3.61 | 5.90 | 29.76 | 334.98 3342.53
342 580 | 2.87 | 5.90 | 29.76 | 557.39 2307.19
351-352 230 | 3.23 | 5.04 | 34.99 | 343.75 2445.24
353-354 130 | 1.60 | 2.78 | 23.02 401.50| 2666.67
355-356 280 | 3.61 | 4.94 | 28.00 381.96 | 2152.07
36 250 | 3.16 | 5.37 | 31.53 394.52| 3524.68
37 200 | 3.74 | 5.73 | 36.75 297.70( 2107.99
381 242 | 3.77 | 5.59 | 37.83 328.53 | 2548.94
382 3.03 | 3.91 | 7.07 | 35.00 209.44 | 2464.58
383 310 | 3.99 | 5.66 | 28.08 236.68| 1991.45
384 3.03 | 3.91 | 6.07 | 33.27 301.84| 2626.63
Other manufacturing 201 | 3.44 | 5.76 | 36.49 362.40| 3304.50
Electricity Gas and water 345 | 4.81 | 8.56 | 39.19 533.07 | 3460.80
Construction 215 | 3.39 | 5.46 | 42.54 369.39| 3517.69
Wholesale and retail trade 255 | 3.02 | 5.71 | 33.36 377.25| 2980.54
Transportation and communicat] 2.93 | 3.33 5.80 | 32.13 [ 388.67| 3061.60
Financial institutions 288 | 3.81 | 7.82 | 32.92 378.50| 5217.70
Business and personel services 206 | 3.67 | 6.98 | 35.80 327.63| 1847.87
Government services 311 | 4.39 [10.31] 53.48 204.63| 4934.76
Ownership of dwellings 145 | 2.11 | 5.07 | 31.38 401.65| 1883.95




Table XIV: Prices and Implicit Deflators -

Years Px Pm IMPGDPDEF |IMPAGRDEF [IMPNAGRDEF
1963 | 0.03355 | 0.02522 0.02799 0.03316 0.02384
1968 | 0.03956 | 0.03244 0.03506 0.04013 0.32214
1973 | 0.07341 | 0.06036 0.06510 0.07595 0.06079
1979 | 0.39242 | 0.35384 0.37340 0.40296 0.36312
1985 | 3.59066 | 3.76407 3.66690 3.54240 3.70002
1990 |31.08003|29.47331| 31.74704 31.46900 31.81000
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