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Abstract:

In democratic countries, at both local and national level, voters expect a fair and effective provision of
services for them. Politicians, on the other hand, strive to increase services for pressure and interest groups and
politically close citizens instead of democratic components. Bureaucracy grounds generally steers investments by being
on the axis and under the influence of political polarization. This situation both causes the public resources to be spent
on inefficient areas and prepares the ground for the emergence of economic and social problems due to polarization.
Central government having sufficient resources is decisive in this. However, this situation causes the activity of the
state to expand enormously. The main purpose of this study is to examine how social polarization has an impact on
public investments at local and central levels. In this study, Turkey's public investment with the local administrations 's
politic power to be used to express dummy variable is the party and the use of public resources that might influence the
polarization was analyzed by Hausman test. The findings strongly demonstrated that polarization has a significant
effect on public investment. In addition, according to the other findings of the research, it can be concluded that the
negative effects of political polarization on public investments also bring about social polarization and indirectly paves
the way for another problem such as injustice in income distribution. In order to prevent polarization, a number of
recommendations are given to politicians to leave certain duties of the central government and the authority to use
income sources to local administrations to reduce political and social polarization.
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1. INTRODUCTION

The concept of polarization has become mature with the formation of different societies in
terms of race, religion, language, ideology and income diversity. Social polarization emerges as an
important concept in the economics literature with articles examining the economic effects seen as a
result of polarization. While polarization affects the economy by shaping households' expectations
about areas of activity such as government spending and investments; It acts as an external pressure
on policy makers, as policy makers feel obliged to consider polarization in their decision-making
processes in order to be re-elected. The point at which the economic literature is concerned with
polarization is how the decisions emerging from this political climate shaped by households and
policy makers regards macroeconomic phenomena. The macroeconomic effects of polarization are
seen on economic reform processes such as private and public investment, government spending
and budget deficits, fiscal policies and taxation.

The periodic uncertainty experienced in political terms in some of the countries in the world
may not be caused by the uncertainty of the elections, which is always a pre-requisite of democracy.
On the contrary, it is a parameter of uncertainty that is postponed in order not to decrease the
sympathy of the society towards political authority by popular expenditures in order not to lose the
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power of power. In this way, although public expenditures or investments seem to have created an
internal benefit on a significant segment of the society, it enables that society to become
impoverished over time and reach a level that will only create external benefit for certain segments.
It can be said that the economic problems brought about by polarization in low-income countries
create more serious issues, especially investor portfolio revenues, compared to developed countries.
Because it is accepted that economic growth contributes both to the success of the political
authority and to social apprehension. Although it is known that polarization is not sustainable, the
uncertainty that will be experienced in the economic environment may cause the investments to fail.
Therefore, in the presence of uncertainties or unstable political environment, the marginal
profitability of investments will decrease and this will also bring about the problem of efficient
resource management.

The degree of efficiency of public investments, which is a parameter of economic life,
decreases as the political authority insists on continuing the dependence of the power-society
against the society by removing the democratic processes over time. This situation is frequently
encountered in developing countries. Therefore, the economic consequences of social polarization
enable the market mechanism to become entangled with deepening problems such as uncertainty,
growth, unemployment problems and financial marginalization (frightening some capital owners)
both in the private sector and the public. In other words, the polarization crisis starting from the
income distribution will extend to regional inequalities and from here to the ineffectiveness of the
framework determined by macro-economic programs.

The expectation that economic growth in the world economy will increase at a slower rate than
the predictions made with the Covid-19 outbreak, With the reality of accessibility brought by
globalization, it was also effective to observe the need for larger rational reforms in areas such as
health and economy, which societies should consider in terms of their own future triggered the
writer to come up with such a paper.

Especially if trust in public institutions is low and the perception that certain interest groups are
favored by public policies is established in the society, populist investment or policy approaches are
seen that do not have good relations between governments and their citizens, are not inclusive, do
not strengthen sustainable growth, increase income distribution injustices and only provide short-
term benefits.

The effects of social polarization on the economy through the production and consumption tools
listed above are examined in the following sections and this study focuses on the effect of
polarization on public investments and offers recommendations for a recipe.

2. POLARIZATION, POLITICAL CLIMATE AND COMMON POOL PROBLEM

If a homogeneous society, which is the components of different beliefs, ethnic groups and
political views, is considered, it will be seen that the income differences on the basis of sectors
increase in an economy that has entered the process of industrialization with unequal income
distribution at the beginning. Larger differences will also be observed in sectors' expectations for
government spending. In this case, income disparities across sectors encourage governments to be
more persistent in spending more for their favorite sectors. From this point of view, polarization is
regarded as a balance of political economy over unsustainable fiscal goals, a reflection of the
interest groups formed by the industrialization process through the influence of the initial
distribution of income and competing for the focus of government spending. If the income
inequality that increases with the wage gap between sectors turns into a conflict of interest over
government spending, policy makers' disagreement in the use of government resources will prevent
the economy from reaching a social optimum, as policymakers will tend to be more impulsive in
directing resources during their government period. Moreover, in a polarized society, fiscal deficits
will be greater in a polarized society due to policy makers' propensity to spend more on their
favorite sectors and inequality in income distribution. Also, intertemporal fiscal policies will
become more volatile.
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Woo (2004), in his article examining the relationship between fiscal instability and social
polarization, states that when policymakers' budget use turns into a common pool problem, the
decline in growth rate and output is an increasing function of polarization through unsustainable
fiscal policies that herald large budget deficits. Basically, governments borrow from future periods
to finance expenditures, through taxation. At this point, it is necessary to talk about the discounting
rate. If the policy maker discounts the future period at a relatively higher rate than its own period, it
will increase its spending both in order to create a negative externality to future governments and to
ensure benefit maximization for a particular group or sector it supports. The way policy makers use
their power in an environment of political uncertainty created by polarization will lead to further
fluctuations in financial expenditures through shocks in government revenues. Moreover, the
behavior of policy makers to spend government resources to maximize their utility functions is one
reason for the permanently low levels of capital stock and output in the economy as deficits will
gradually erode private sector capital accumulation as deficits turn into deficits in the public budget
balance.

According to Satya R. Chakravarty (2015), social polarization means the widening of the
gap between certain human subgroups in terms of their social conditions and opportunities. The
nature of the relationships between high ethnic diversity and issues such as social cohesion, public
interest, corruption and growth has been explained in many important contributions to the literature.

3. POLARIZATION AND POLITICAL UNCERTAINTY

The environment of political uncertainty created together with the uncertainty in the election
results can make it attractive for governments to behave prudently and implement inefficient
policies in the decision-making process. This point can also be used to clarify the link between
growth and polarization found by Easterly and Levine (1997). Ultimately, inefficient policies and
governments that exceed their budgets finance their expenditures through taxation, and in the long
run, under-investment and low per capita income are observed as a result of governments'
investment decisions. It is observed that the political uncertainty has increased as the behavior of
the governments repeats their expenditures and investments regardless of the budget balance. This
situation points to a vicious circle of short-sighted decisions. This cycle, which can be
conceptualized as dynamic inefficieny, is compatible with the negative relationship between
political uncertainty and private investment found by Barro (1991).

The efforts of governments to fulfill the demands of pressure and interest groups in order to
be re-elected may cause public resources to be spent on a number of unnecessary investments rather
than priority service areas. However, the support of the governments in the fields of activity and
institutions of a number of non-governmental organizations that are beneficial to the public can be
considered as a right step in terms of regaining the vote of those who are close to their own policies
(Kusat and Dolmaci, 2011: 129).

Political instability is also associated with high inflation by Aisen and Veiga (2006, 2008),
as governments increase their confidence in seigniorage revenues. Seigniorage is basically the
revenue that the state generates by using its right to print money, and it determines the amount of
goods and services it purchases. If the process is followed, it will be seen that the governments are
printing money to finance the budget deficits and the increased seigniorage revenues due to the
increase in the monetary base will pose an upward risk for inflation.

In addition, political uncertainty appears as a factor that mitigates the responsibility of the
parties. In a society with increased social polarization, party polarization will be seen as an
ideological reflection of polarization, and this polarization will give governments the luxury of not
owning the financial burden of the preceding or the next period in an environment of political
uncertainty. The effect of political uncertainty is also increased by using government debt. It is
shown by Alberto Alesina and Guido Tabellini (1990) that as polarization between governments
increases, the likelihood of the next government being re-elected decreases. Government debt,
which has been transformed into a strategic variable by policy makers to shape the preferences of
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future governments, will be used by the government, which has the authority to access taxes, in the
political climate shaped by party polarization, to leave less resources to the policymaker of the next
period and raise taxes in order to finance the expenditures it wants to increase. . Excessive taxation
in the aforementioned current period, on the other hand, decreases the investment in the future
period and also narrows the tax base. Negativities that put downward pressure on growth through
the investment channel are only partially balanced as a current government with the expectation of
being re-elected will shape its policies by considering the next period. (Pinho,2004:32).

Since the long-term political uncertainty affects the decision-making processes of
politicians, it affects the economy and the social environment worse over time through the
preferences of public spending and investment by policy makers. Budget deficits, inflation and the
short-term preferences of the governments can turn into an element of pressure and present itself as
a negative risk on aggregate supply and aggregate demand. Moreover, the effects of the
consequences on aggregate supply and demand that provoke polarization by increasing the tension
on the society can cause severe damage to the society and economy through tutelage such as civil
war, revolution, protests. When the literature is reviewed on the subject, Jong-a-Pin's (2009) study
on the measurement of political instability and its effect on economic growth is included as an
explanatory study. In this article, Jong-a-Pin states that the situation that drives governments to
excessive spending behavior and triggers the above-mentioned processes is related to the existence
and polarization of ethnic groups, religion and language groups. Moreover, examining the effect of
twenty-five indicators of political instability on economic growth reveals that the increase in the
instability of the political regime resulted in slower economic growth. An unstable macroeconomic
environment is often considered detrimental to economic growth (Campos and Nugent, 2002).

4. POLARIZATION AND POLITICAL ALLOCATION OF ALLOWANCES

Governments can make government spending in favor of some interest groups (pork-
barrelpolitics) to increase their chances of being re-elected. In this respect, government spending
may be a sign of politicians' concerns about re-election and political uncertainty. At this point, it
will be useful to talk about the concept of party polarization. Party polarization is used to explain
the difference between the ideal policies of different political parties in a society. On the other hand,
policy polarization conceptualizes the difference between the policies implemented by current
policy makers and those of other parties. The allocation of political allowances by governments for
re-election can be associated with party polarization to the extent that they deem other parties'
policies harmful. (Velasco, 1999, s. 41-46).

Hetherington (2001) argues that increasing party and policy polarization reveal the
differences of parties. At the same time, he says that the polarization of the parties and the
meaningful separation from each other creates an effect that facilitates ideological voting for
citizens. Given this situation, voters who act according to their own interests will want the party that
values their concerns to be re-elected and the elections will be a reflection of party polarization.

Eric Maskin and Jean Tirole (2019), in their article on the political allocation of allowances,
mention three characteristics of either excessive promotion of public spending or an equally
excessive public deficit where taxes remain constant. The first is when the authority holders face
constraints due to financing from inefficient allowances. The second is that governments must
decide between pleasing interest groups and increasing their accountability, as expenditures can be
monitored by the voters in the budget balance. Finally, he states the budget deficit constraints
determined by law, such as the European Stability and Growth Agreement (Stability and Growth
Pact).

Nouriel Roubini (1991) provides some preliminary evidence that an important reason for the
failure of the balance approach in fiscal policy is that fiscal deficits are partially determined by
political factors and that the differences in budget deficits between countries may be due to political
instability measures. In particular, an increase in the degree of political instability, as suggested by a
number of new theoretical approaches, appears to lead to larger budget deficits.
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The provision of certain services by local administrations with sufficient own resources and
independent spending, management and organization will reduce the pressure on bureaucrats and
weaken the possibility of governments to use resources in unproductive areas due to political risks.
Thus, bureaucrats will spend more time on their essential duties, that is, solving economic and
social problems. In addition, this will be a useful method in reducing some probable budget deficits
(Sanlisoy and Kok, 2010: 106).

Investments should be made by which administrative unit at a local or national level is
likely to be made less costly and more effectively, in order to use the resources optimally. Most of
the time, the central administration allocates much more resources and invests in areas that are not
at all effective for political reasons. When left to local administrations, services that will provide
more social benefits with less input are undertaken by the central administration and are offered in
an ineffective manner (Cetinkaya, 2020: 13-15).

The marginal cost of investments is reduced when increasing returns to scale under the
conditions of economies of scale. Therefore, it can be said that investments that require high fixed
costs in terms of many investments should be submitted by the central government. But the central
administration has an extraordinary workload on services and investments side. In this respect, it
may be an alternative to leave the services that local administrations cannot perform alone, to the
unions established by local administrations among themselves. It shows that it would be more
appropriate to leave such services to local administration unions. This situation may also support
the healer of some problems in terms of social stratification. Most of the time, it is likely that a
polarization in income will arise within regions due to social, economic and geographical
conditions. While the socio-economic opportunities of some local regions are wide, other units are
weaker. Therefore, local administrations produce solutions to the problem of resource insufficiency
by establishing unions and combining their resources. This situation is handled more easily without
any intervention of the central administration (Chobanov & Mladenova, 2009: 6; Sanlisoy, 2010:
198-199).

With the emergence of political polarization, the central administration sometimes
personalizes the problem and tends not to allocate resources to local administrations that do not vote
for them in terms of investments. It may be slower and unwilling to invest in the service demands
of the citizens, including the minority. In this respect, it would be more appropriate to undertake
some services by local administrations, which are administrative units that are closer to the public
and have the potential to follow current problems easily. Thus, the problem of social stratification
will be resolved without reflecting on political practices (Ozbudun, 1979: 93).

Social stratification problems that are likely to arise in regions less developed and more
developed regions, through horizontal financial transfers to less developed regions (as the income
gap will be eliminated by the financial assistance of local administrations among themselves)
without the need for central government to allocate resources or can be solved with less resource
allocation. Politicians, who allocate less resources to the development differences that arise between
the regions, will thus be able to spend the resources for financing the priority and necessary
investments at the national level (Cetinkaya, 2020: 25-26).

5. POLARIZATION AND INVESTMENT

The literature suggests that the presence of multiple veto actors (government decision
makers) with polarized interests increases the credibility of sovereign commitments, but reduces the
ability of governments to adjust policies when faced with external shocks that compromise their
ability to fulfill their commitments. If the state is credited, countries will be considered more
creditable if the initial effect continues; the second is less. Studies address the issue in two ways.
First, he asks whether the net effect of multiple veto players is positive or negative, using the
country's creditworthiness metrics. Second, the authors go beyond the existing literature to suggest
that the net influence of multiple veto actors depends on the nature of social polarization in a
country. In particular, he argues that political competition in countries with ethnic polarization is

157



THE USV ANNALS OF ECONOMICS AND PUBLIC ADMINISTRATION VOLUME 21, ISSUE 1(33), 2021

fundamentally different from countries polarized by income or wealth. Evidence supports the
estimate that when countries are more ethnically polarized, more than one veto actor is more
important, and less important when income inequality is greater. He argues that political
competition is fundamentally different in ethnically polarized countries from countries polarized by
income or wealth. (Keefer, and Knack, 2002).

Since it enables a segment of the society that is in need of support and has a low income to
benefit from the activities of non-governmental organizations, it is likely to contribute to justice in
income distribution. The important point here is that the fields of activity of this segment, which we
call the pressure and interest group, are more directed towards which income level in the society.
Some expenditures that will increase the income levels of those who are already high in income and
who are in a privileged position in the society may further expand the sphere of influence of the
influential people and ensure that some jobs will be done by the government in a short time.
However, if this situation is used by governments as a permanent tool, it may create another kind of
polarization environment against the government. It should be kept in mind that those who think
that the government has behaved unfairly in resource allocation and lost its limited resources to
interest groups closer to the government will be more reluctant to support the current government in
the upcoming elections. (Oksar, 2009: 125-126).

6. PUBLIC INVESTMENT

It can be said that there are basically two aspects of social polarization in politics. While the
first of these is intellectual polarization, the other is income polarization. The effect of the
intellectual polarization on the fiscal policies of the government is that it causes the government to
constantly increase public expenditures for the sector that supports their policies. In this way,
governments accelerate a number of investments that will satisfy those they think they vote for,
rather than the minority that expresses the opposite view. In polarization in terms of income, a
possible social polarization that may occur between the poor and the rich in society can be
mentioned. Governments often fail to establish an order and balance between these two
polarizations. On the one hand, while focusing on social transfer expenditures in order not to lose
the votes of individuals who adopt their own political policies, but on the other hand, it also enables
the segment of the upper income group and support their own policies to expand their business and
activity volume. And for this reason, they allocate extraordinary resources to this segment,
increasing the area of activity of the state as much as possible. This situation also provides an
opportunity for some negative situations to arise in terms of budget balance in the future. Another
possible result of the issue related to this situation is that the investments are negatively affected.
Governments whose budget deficit increases as much as possible will have to spend their income
sources for financing the budget deficit instead of priority investment areas (Catalbas, 2007: 91-93,;
Chobanov & Mladenova, 2009: 6).

Decrease in investments will pave the way for another economic instability, such as a
decrease in employment. High unemployment will make it necessary to re-allocate resources to
unproductive public expenditures such as unemployment payments and social benefits, which will
not directly contribute to production. In this case, it is inevitable for governments to make a choice.
It is necessary to decide which policy should be given priority in terms of ensuring justice in
income distribution, which are among the objectives of fiscal policy, ensuring economic stability, or
ensuring economic growth and development. Either they will pave the way for the investment
demands of business people they feel close to in order to ensure economic growth, or they will
temporarily ignore economic growth and increase the expenditures for the demands of middle and
low income citizens. Politicians generally closely follow the results of voting in their policies to be
elected again. They often abandon politically risky policies, albeit against efficiency, and prefer
political spending to save the day instead of solving general macroeconomic and social problems.
This situation brings to the agenda a deadlock problem in itself in terms of income distribution.
Because it will either spend the resources in a way that favors the socially more grassroots and
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undertake a situation where there is another uncertainty and risk in terms of politics, or it will
prepare the ground for another political risk by using the resources in favor of the interests of
another socially more advantageous but not interested in income distribution. In fact, the main
reason for these two possible negative situations is the inability to prevent social and political
polarization in the first place. Leaving the views on how to overcome this problem to the later part
of the study, it is now necessary to focus on what situation these two clientelist policies actually put
the state in (Yay, 2002: 35; Sanlisoy, 2010: 197-200).

Alesina and Tabellini's (1990) finding that the median voter currently prefers borrowing
from the future for higher public spending is also coupled with Cukierman's (1992) statement that
the politician prefers the seigniorage income that will be received today over future reform,
inadequate public investment it causes a disruption in expenses. Reducing polarization and political
uncertainty above the threshold will lower the current discount value and increase public investment
when a threshold is set on the government's appetite for investment and spending, on the basis of a
situation where public spending will be disrupted, considering a government in which the process is
reversed and that avoids interruption of public spending. When the political uncertainty and
polarization diminish further, the additional halves will gradually decrease as the marginal
profitability of investments decreases. However, if polarization and political uncertainty remain,
governments will continue to make public spending and investment decisions in their interests in
order to be re-elected. Public expenditures and investments, taxes or seigniorage revenues of the
governments in their own terms will be financed forward, and those that cannot be financed will be
transferred to the next government term. Considering this situation with the burden of previous
periods and the willingness of re-election of policy makers, it will be seen that the short-term policy
preferences of elected governments will be normalized and eventually a tightening (gridlock) will
be observed in public investments. When the literature is reviewed on the subject, the findings of
Bohn's (2008) article on the effect of polarization on the economy are in line with what has been
described. In his article, Bohn states that the effect of polarization on the economy appears as
inadequate public investment, as in the case of political uncertainty. He adds that the prospect of not
being re-elected adversely affected the governments' own terms in terms of the decisions to be
taken in the second term.

7. TIME SHIFT AND COST OF CHANGE

In addition to the insufficiency of public investment as a result of the attitudes of political
makers prioritizing short-term policies, it is also necessary to mention the time shift and cost of
change concepts in terms of delaying long-term investments.

Governments determine state policies in every period. If the policy of the second period is
different from the policy chosen in the first period, both parties are exposed to the cost of change
and the cost of change increases depending on the size of the policy reform and this increase is
called the marginal cost of policy change. The concept of cost of change is used in the case of
policy reform for expenditures and losses arising from the existence of the current situation. These
costs include additional investments that must be made to facilitate the change process.
Consequently, these costs, which depend on the scope of the policy reform, are covered by taxes,
prices of goods and services, and limited employment. The policy makers, who are the addressees
of the households who have burdened the cost of change, postpone long-term public investments as
they will suffer from financing problems and there is a decrease in welfare in the economy.
Gersbach et al. (2019) asserts that if party polarization increases, welfare will decrease while policy
polarization increases, excluding the case where party polarization remains reasonable compared to
the marginal cost of change.
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8. POLARIZATION AND THE IMPORTANCE OF INSTITUTIONS

In a polarized society, when the economy is left to the control of households and policy
makers, the processes run against growth and prosperity. The restriction of the process's impact on
the economy can be attributed to regimes establishing the necessary institutional infrastructure. The
polarization stated by Alesina and La Ferrara (2005); If the necessary institutional infrastructure is
provided, the view that it brings significant benefits also appreciates that institutions can be
beneficial despite polarization. In addition to creating an adequate infrastructure for institutions, it
will inspire confidence for the markets, as well as the pleasure of policymakers to be re-elected and
to satisfy some interest groups, will be restrictive in terms of the cost of these policies and against
the short-term and inefficient policies.

Testa (2012), in his article describing how polarization can be beneficial for society,
determined the process of being beneficial as a primary goal of dominance over the ideological
dimension of politics in the long run, and started by considering the future elections by showing
their candidates among those who are accountable to the electorate in the elections. He states that
the candidates in political campaign thanks to the party polarization, and as the ideological distance
between the other parties' candidates widened, they became more inclined to renounce their own
interests, considering the future of their party. He concludes his analysis by stating that when
polarized parties struggle for elections, ideological stances increase political competition and
elected candidates become more accountable. Moreover, Testa (2010) linked the increase in party
polarization across thirty-five democratic countries with the decline in political corruption using the
1996 to 2004 time frame.

As it is understood, the appreciation of the importance of institutions by the regime in a
polarized society will increase the accountability of the candidates put forward by the parties and
reduce political corruption. However, as the established institutional infrastructure can follow long-
term investments and policies, the political allocation of allowances will help polarization processes
against political uncertainty.

In the Torah and the Bible, a mythological sea monster believed to represent evil is
mentioned. The monster called "Leviathan™ lives in the sea and swallows everything that comes in
its way and grows steadily. As it grows more and more dangerous, it has become impossible to
fight this sea monster after a certain period of time. Probably, although this monster represents the
appetite of the individual belonging in religious terms, it can also be said for states that take what
individuals have in order to spend and finance them as living institutions. This issue was discussed
by T. Hobbes before. At the same time, this situation coincides with the assumption that bureaucrats
and politicians use these revenues for their arbitrary demands. Hobbes stated that states, whose field
of activity is highly developed and very eager to increase public expenditures, are the main sources
of economic instability and social injustice after a while. The philosophers who approached the
solution of this problem from another perspective are Brennan and Buchanandir. Brennan and
Buchanan stated that if an effective and efficient public sector size is aimed, this should share some
financial and administrative powers of the central administration with the local government.
Buchanan stated that some of the public services and investments belonging to the center should be
shared by the local administrations by granting broad powers to local governments, especially
regarding taxation authority (Korlu and Cetinkaya, 2015: 97-98).

Buchanan describes this situation with the idea that "Political federalism is a tool for
restrictions on the size and scope of the regulatory activities of the state, as well as on the total
budget, tax rates and tax issues” (Cetinkaya, 2020: 31).

Philip Keefer and Stephen Knack (2003) found that social polarization (in the form of
income inequality, ethnic tensions, or other differences) undermined both the credibility of
government promises and the ability to respond to crisis. However, it is treated in isolation from the
role of political institutions and free from all social polarizations, and it is revealed that institutions,
particularly the number of veto players (or checks and balances) in a country, are the key to
credibility.
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9. EMPIRICAL EVALUATION AND PUBLIC INVESTMENT IN TURKEY

Polarization and thought-provoking effect of public investment relationship is not an
exception for Turkey. Today, it is a common situation, especially in developing economies. While
conflicts among policy makers are the cause of inefficient investments, inefficient investments can
manifest themselves as negative pressure on macroeconomic indicators over time.

The view of the change in public investments over the last 20 years is shown below. Despite
the increasing public investments, the negative course of macroeconomic indicators such as
inflation, foreign trade balance and interest rates is suspicious about the profitability of investments.
The chart below will be useful to notice the increasing trend in public investments.

Inflation, (annual %) Current account balance (% of GDP)
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40.0 0.0
30.0 2.0 10111213141516171¢19
20.0 -4.0
10.0 -6.0
0.0 -8.0
< m wn N~ o g9 9’5 g -100
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y oo /,\/\/_/
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0.0
-10.0 12345678 910111213141516171819

Source: Worldbank

As can be seen from the graphics above, The Turkish economy has shown signs of stability
and development since 2002. However, the negative developments in macroeconomic indicators in
the last 5 years are worrying.

Especially the increase in unemployment and the decline in per capita income levels
suppress the increase in social welfare. In such cases, it is difficult to spread public investments to
the base and to ensure income distribution justice. Because the most important thing that the ruling
parties want to do in difficult situations is to increase their investments in cities where voting
interests are more.

Table 1. Public Investments in Turkey (million TRY)
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
7.612 8.197 15533  16.009  16.093  19.899  21.608  21.513  21.915  27.458
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
33832 36400 44434 52881  56.279  62.240  76.606  94.518  94.953  71.508
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Public investments support the innovative and productive investments of the private sector
and trade, increase the quality of life of the citizens and direct them primarily to infrastructure
investments and within this scope, in the allocation of investment allowances, public investments; It
is ideal to direct them to areas that will contribute to growth, stimulate the development potential of
the regions, increase employment and the welfare of the country.

Empirical method

In this section, up expressed assesments, we can provide the ultimate interpretation of the
results by an empirical short analysis for Turkey.

The scope of the study is 2004-2019. Turkey in 30 metropolitan owned by public investment
variable (INV) that expresses the (GOV) dummy variable is the local government's ruling party is
determined and used in the model. The purpose here is to see whether the polarization affects the
use of public resources depending on whether the parameter of the GOV variable given in equation
1 is meaningful or not.

INV,, = @; + BTREND + GOV, + e;, 1)

If the dummy variable is;
0, Ruling Party

GOVye = { 1, Other

Model prediction

In the expression in Equaiton 1, it was estimated by both random and fixed effects model,
and the results are given in table 2.

Table 2. Efffect Models

Fixed Effects Model Random Effects Model
Std.

Variable | Coefficient |Std. Error | t-Statistic | Prob. Coefficient | Error t-Statistic | Prob.
C 360385 94450.3 3.815605 |0.0002 |359741.7 170611.1 |2.108548 |0.0355
@TREND | 58400.34 7437597 |7.852044 |0 58383.91 7395.92 7.894069 |0
GOV -446070 161764.5 |-2.75753 |0.0061 |-444580 145209.4 |-3.06165 |0.0023
Table 3. Correlated Random Effects - Hausman Test
Test cross-section random effects
Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.
Cross-section random 000000 2 1.000

When the results are examined, the dummy variable coefficient is found to be significant for
both models. In other words, we see that polarization has a significant effect on public investments.
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When the Hausman test given in Table 3 was examined ( Hausman,1978), it was concluded that the
random effects model was suitable.

These results, in other sense, together with the accompanying process of polarization of
economic fluctuations experienced in Turkey in recent years also shows that in a process towards
inefficiency in resource use. However, we should note that with the contraction of employment in
recent years, per capita income has fallen. We think that this increases the youth unemployment and
accelerates the polarization process. Considering that Turkey's population above the European
average; We are concerned that the growing number of male and female populations will be caught
in the midst of social polarization.

10. CONCLUSION

While polarization has a shaping effect on the preferences of households and policy makers,
it has an impact on macroeconomic indicators. As a result of the polarization, the differentiating
public investment preferences of the households cause the public investment decisions of politicians
to cause a common pool problem, and the process that affects macroeconomic indicators begins.
The addition of political uncertainty to the equation in the process is the reason why the ruling
parties are used and allocated political allowances in order to create negative externalities to other
parties. The use of investment decisions to create negative externality to other parties that are seen
as potential rulers affects the profitability of investments. When this situation is combined with the
method used for financing investments, it shows its effects in macroeconomic indicators. For
politicians, financing methods that can be listed as taxation of public investment, seigniorage
incomes, domestic and foreign borrowing cause different problems. The tax burden faced by
households for financing gradually shrinks the tax base, reducing welfare. The expansion of the
monetary base in the name of seigniorage revenues leads to inflation over time and decreases the
welfare. In the case of domestic borrowing, the exclusionary effect, which is observed with the
increase in interest rates as a result of increased demand for money, creates negative pressure on
welfare by decreasing private investment. Testa's (2012) study mentioned in the "Polarization and
the Importance of Institutions” section gains importance at this point where it is clear that
polarization affects the economy. As a result of the polarization shown by Testa (2012), it will be
useful to consider that politicians put forward more accountable candidates in order not to lose
power, and Alesina and LaFerrara (2005) discovered that polarization may be beneficial for the
economy if sufficient institutional infrastructure is established.

Since there is no immoral solution to polarization, it would be more appropriate to continue
the search for solutions through legal and judicial arrangements by dealing with policy makers so
that polarization does not result in a decrease in welfare.

It is important to properly establish an adequate institutional infrastructure in order to solve
the dynamic inefficiency created in the economy through public investments as a result of
polarization. The size of the country and its population will help determine a solution route. The
high number of public investments spread over a large area due to the high population makes it
difficult to track and control the investments. In addition, it should not be ignored that the
coordination problem may be seen due to the difference in the sectors in which public investments
are made. In order to solve both problems, supervision and determination of standards should be
done centrally, and also the responsibility of public investments should be transferred to a single
unit in order to ensure the coordination between the units considered as the addressee of the
investments. However, it will be beneficial to follow up the projects by locally authorized branches
and report them to the main unit.

Another dimension of public investment is the intervention of politicians. As mentioned in
the "Polarization and Political Allocation of Grants" section, politicians are able to allocate the
opportunities given to them in accordance with their own interests. Politicians' allocation of
resources to their favorite sectors causes inefficiency of investments. Measures on the issue should
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be taken by laws, but a balance should be created between the officials appointed by the laws and
elected policy makers in a way that does not cause tension.

The most important aspect of the problem is the financing of public investments with public
means. As mentioned above, as long as all financing aspects of public investments are not treated
with restraint, macroeconomic indicators are disruptive. Governments' budget deficits should be
restricted because polarization is a norm and the measures to be taken against the mentioned
disorder are delayed when faced with a situation of political instability. It is important that budget
deficits are not burdened on households in order not to experience a decrease in welfare in the
economy. In order for public investments to be made in the long term, the budget deficits of the
governments should be restricted in a suitable basis.

When an overall evaluation of the results of the analysis of economic investment with social
stratification is an inverse relationship as alleged in the literature it seems to be verified in terms of
Turkey. Considering the political and social polarization environment in which Turkey's need to
make structural changes in the political sphere as well as in the economic sphere and the
relationship between these changes while political polarization and social welfare impact should not
be ignored. As a matter of fact, the elements that constitute political polarization and polarization
arising from the internal structure of the political field should be resolved with the necessary legal
regulations; Depending on the internalization of the compromise culture in the policy, there is a
need for non-governmental organizations and pressure groups that contribute to the implementation
of reconciliation among the people and policy-making to restructure themselves. In addition, by
transferring certain powers belonging to the central government to local governments, both the
service burden of the central state will be alleviated and public resources will be provided to the
citizens more effectively by the service units closest to the public, as required by the principle of
availability. Thus, with less political favoritism and less pressure and the influence of interest
groups, public resources will be used more efficiently by providing services to the minority group.
With this practice, which is also beneficial for the emergence of development differences between
regions, it will be possible for the central government to introduce fairer regulations with less cost
in providing justice in income distribution.
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