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English Translation

2008 BUDGET HAS BEEN PRESENTED TO THE TURKISH PARLIAMENT

___________________________________________________________________________

I. Introduction

One of the government budgets which are legal texts granting the authority and permission to the government for collecting and expending the income was presented to the Turkish Parliament under the name of 2008 Draft Central Administration Budget Law in October as a requirement of the provisions of the Constitution. In Article 162 of the Constitution, it is stipulated that the government budgets shall be presented to the Turkish Parliament within 75 days at latest as from the beginning of the relevant year. The negotiations on the budget will begin in the Planning and Budget Commission in the early November and the discussions on the text approved will continue in the General Assembly. The text approved in the General Assembly will be promulgated in the Official Gazette before the date of 01.01.2008 and take effect at this date.

Undoubtedly, the importance of the government budgets does not emerge from the sole fact that government is granted the authority and permission to make expenditures for the performance of the public services and collection of the income to be used in financing these expenditures. The more important function of the budgets is their impact on our economic and social lives. The budgets, reaching nearly one third of the national income of our country, yield economic results due to the transfer of huge amounts of resources from the persons and special corporations to the public in the national economy while ensures re-distribution of the national income among the individuals during the collection of the income and expending it to public services. This power of the budgets makes them very important instruments that the Governments use in the application of their policies.

Another feature of the government budgets is that they show annual program of the government preparing it; for budgets display where the government receive resources at which amounts within one year, how much of the resources is allocated for which public services and what the priorities are with regard to public services.

It is worth noting that the government budgets are the source of the powers of the administrators in the country. In more explicit words, the expenditure authorization granted to the budgets is the source of the individual powers of the politicians entitled by the society to govern the state and the bureaucrats they appoint. This authorization whose monetary size reaches nearly one third of the national income renders the politician and the appointed bureaucrats entitled to govern the state a focus of power. Due to this power, administrators are always surrounded with crowds. Sudden dispersion of the crowds around those who lose this authorization and sudden evacuation of the buildings of the parties which lose their authority to govern are significant implications proving the power of the expenditure authorization in the name of the society.

Despite their important effects on our social lives, government budgets are generally disregarded. The fact that civic awareness in our country has not developed sufficiently and the informal economy have their relative shares in this condition. The widespread informal economy, in order words the fact that people do not pay tax as much as they must, prevents the formation of the ownership feelings on the budget resources obtained through taxes and the interest in the expenditure items and forms consequently.

In fact, government budgets, being texts over which how much and where the national income will be allocated by the public, directly affect everyone in the state in some way. These results emerge during both the collection of the resources and their expenditure on public services. However, as noted above, due to the informal economy, in order words, since the burden of the budget resources (taxes) cannot be distributed on a fair basis among the individuals, the attention of the people cannot be drawn on the budget resources and their expenditure places and forms. Therefore, the budgets cannot create the impact which they are supposed to and is very important for the budget to be solid and realistic.

According to the negotiation agenda announced to the public by the Turkish Parliament Presidency, 2008 Central Administration Draft Budget Law will be discussed in the Planning and Budget Commission between November 5, 2007 and November 29, 2007. Following the completion of these negotiations, the Draft will be discussed in the Turkish Parliament General Assembly. Upon the completion of these negotiations and approval of the Draft, 2008 Central Administration Budget Law will take effect at the date of 01.01.2008 after being promulgated in the Official Gazette until 31.12.2007.

Minister of Finance declared in his speech for the introduction of the budget at the date of 18.10.2007 that fiscal discipline and structural reforms will continue, within this context social security reform will be put into application, the decrease in the public debt inventory will be sustained, the pressure of the interest expenses on the budget will be decreased and expenditure quality will be improved.                    

II. Macro indicators taken into consideration during the preparation of the budget

The macro indicators taken into consideration during the preparation of the budget are presented in the following table.

	GNP (TRY)
	TRY 716,6 billion

	GNP (USD)
	USD 520,1 billion

	Growth rate
	5,5%

	Year-End Consumers’ Price Index
	4%

	Year-End Producers’ Price Index
	3,75%

	Import
	USD 182 billion

	Export
	USD 117 billion

	Income per capita
	USD 7.000


III. Budget expenses

Of the budget expenses foreseen to be as TRY 222,3 billion in total, TRY 56 billion is consisted of interest expenses and the remaining TRY 166,313 is consisted of expenses other than interest. The portion exceeding ¼ of the budget expenses covers interest expenses. Of the expenses other than interest, TRY 48,6 billion is allocated to personnel expenses, TRY 22,9 billion is allocated to purchases of goods and services, TRY 37 billion to the deficit of social security institutions, TRY 5,6 billion to agricultural supports and TRY 11,7 billion to investment expenses. The proportion of budget expenses to GNP is 31,02%.

As for the officer wages which is a hot issue on the agenda, the government plans to make an increase at the rate of 10,5% on the lowest officer wages and 4,1% on the highest officer wages in 2008.

The distribution of 2008 budget expenses is shown on the table below.         

	
	2007 initial 

allocation

(Billion TRY)
	2007/9 

realization

(Billion TRY)
	2008 allocation

(Billion TRY)
	Change as 

compared to the 

Initial allocation

of the previous 

year (%)

	Total budget expenses
	204,9
	153,9
	222,3
	8,49

	Personnel expenses
	43,6
	33,0
	48,6
	11,46

	Social sec. premiums
	10,1
	4,1
	6,4
	(36,63)

	Purchases of goods 

and services
	15,5
	13,6
	22,9
	47,74

	Interest expenses
	52,9
	42,8
	56,0
	5,86

	Current transfers
	60,8
	47,7
	69,2
	13,81

	Financing of Social Sec. 

Institution deficits
	31,5
	24,8
	37,0
	17,46

	Support to 

local administrations
	13,6
	9,6
	15,0
	10,29

	Those transferred to 

Funds
	2,9
	2,2
	3,6
	24,13

	Agricultural support
	5,2
	5,1
	5,6
	7,69

	Capital expenses
	12,1
	7,5
	11,7
	(3,30)

	Capital transfers
	3,6
	2,6
	2,1
	(41,66)

	Granting loan
	3,6
	2,5
	3,9
	8,33

	Legal reserves
	2,3
	-
	1,3
	(43,47)


Another important difference of 2008 budget from the former is that the primary surplus is decreased to 5,5% from 6,5%. This change in rate will provide an additional resource amounting to TRY 6,5 billion to the Government. The primary surplus is shown as TRY 38,2 billion on the budget. Budget deficit is TRY 17,7 billion; the proportion of this budget to GNP is 2,5%.    

IV. Budget income

TRY 171,8 billion of 2008 budget income which is foreseen as TRY 204,5 billion (net amount after rejected and returned amounts) in total and indicates 8,8% increase as compared to 2007 budget will be obtained from tax income whereas TRY 33,2 billion from income other than tax. The proportion of budget income to GNP is 28,54%.

The distribution of the tax income which is foreseen as TRY 171,2 billion after deducting rejected and returned amounts on 2008 Central Administration Budget is determined as follows. 

	
	Foreseen in

2007 budget 

(billion TRY)
	Foreseen to be

realized in 

2007 year-end

(billion TRY)
	2008 estimate

(billion YTL)
	Change according

to the estimate

on 2007 year

end estimate 

(%)

	Budget income
	188,1
	187,9
	204,5
	8.83

	Income from

those other than tax
	30,0
	36,9
	33,2
	(10,02)

	Total tax income    

(including rejected

and refunded)
	173,9 
	170,2
	187,8 


	10,34

	Total tax income    

(excluding rejected

and refunded)
	158,1 
	151,0
	171,2
	13,37

	Income tax                                                         
	33,4
	34,3
	38,1  


	11,07

	Corporate tax                                                   
	11,9
	13,0
	14,5  


	11,53

	Domestic VAT                                              
	20,2
	16,5
	17,7 


	7,27

	Motor Vehicles Tax                                        
	3,6
	3,4
	3,9  


	14,70

	Special Consumption

Tax                                          
	41,1
	38,6
	44,7  


	15,80

	Banking and

Insurance Transactions

Tax                  
	3,1
	3,2
	4,0  


	25,00

	VAT Levied During 

Import                                                
	29,6
	26,0
	30,5  


	17,30

	Stamp Duty                                                       
	3,6
	3,7
	4,2  


	13,51

	Fees  
	4,6
	4,8
	5,4  


	12,50

	Other Taxes
	7,3
	7,1
	8,2
	15,49


As it is clear from the table, the share of the indirect taxes levied on income and earnings in the total tax revenues is 30,7%. The indirect taxes are still dominant in the tax revenues (69,3%).

We can say that a more realistic estimate has been given relating to the collection of domestic VAT in 2008 when compared to 2007. As it is clear from the table, it is understood that the domestic VAT collection which is estimated as TRY 20,2 billion for the year 2007 will be realized below 18-19% of this amount. Within this scope, a 17% increase is expected to emerge in Value Added Tax levied during import when compared year-end estimate.

There seems a meager change in the proportion of loan interests to tax income. The rate which is 33,4% in 2007 is 32,7% in 2008. In summary, one third of the tax revenues will continue to be paid in 2008.

Another important feature of the new budget is that the share of the tax revenues in GNP increases from 23,4% to 23,9%.          
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