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I. 2006 Year End Results 
 
 

A. A Brief Look at the Central Government Budget 

Implementation 2006 Year End Results 
 
 

According to the budget implementation results announced by the 

Ministry of Finance in the month of February; 2006 central 

government budget was realized at 4 billion YTL deficit with 175.3 

billion YTL in expenditures and 171.3 billion YTL in revenues. 

 
 

However, when the shift between periods of collection and 

payment of the local government and fund shares is corrected as 

performed routinely every quarter, it can be seen that the 

cumulative budget deficit is 5205 million YTL instead of 3995 

million YTL. 

 
At the first glance, the fact that budget deficit was realized 

below the predicted budget deficit targets at the beginning of 

2006, gives the impression that the financial performance of the 

budget is fairly positive. According to the official figures, the 

positive development in the budget performance is essentially 

due to the 11 billion YTL surplus over the initial target in budget 

revenues. In this context, tax revenues were realized 5.3 billion 

YTL over the initial target and non-tax revenues were realized 

5.7 billion YTL over the initial target. 

 
As we explained in detail in our previous reports, this 

performance in revenues is due to one-time cautionary measures 

taken in 2006, proceeds f rom asset  sa les,  d i f ferent  

appl icat ions  in  the  booking procedures  of  

pr ivat izat ion  revenues,  and sh i f t s  in  the 

expectat ions  on  macroeconomic  parameters  such  as 

in f la t ion  and total  imports.  S ince  these  sh i f t s  were  

pos i t i ve,  taxes  col lect ions  especia l ly  rea l i zed  f rom 

fore ign  t rade  were  automat ica l ly  above  in i t ia l  
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pred ict ions. 



  

Table 1. Central Government 2006 January-December Realizations 
 
 



  

Because of its results, the 2006 budget has features that have to 

be discussed. It seems like these discussions will be focused on 

one-time cautionary measures to improve the budget balance, as 

well as representation of budget revenues not in accord with 

financial reporting standards and expenditures postponed to 

next year. When at the end of  the year,  we revis i t  

these i ssues that  we noted in our various reports published 

throughout the year, in terms of budget results we see a picture 

that substantially differs from that painted by the public 

authorities.  

 
As a matter of fact, misrepresentation of the budget deficit with 

certain accounting practices and expenditure deferments is not 

specific to 2006. Such practices have been being increasingly 

employed in the last two years. As TEPAV Stabi lity Institute we 

have continuously pointed out this matter in our 2005 Yearend 

Financial Monitoring Report and in other various reports we 

published in 2006. 

 
Following table shows a recalculation of the budget deficit 

taking into account certain assumptions and standards. 
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Table 2. Corrections to be made on the Declared Budget Balance 

 
 

The budget figures declared in this table are revised under two main 

headings: 

 

ϒ First of these are the corrections arising from the 

representation of budget revenue and expense items under 

incorrect headings not in compliance with financial reporting 

standards and thus with financial transparency principles. As 

a matter of fact, as we proposed in financial monitoring 

reports at various occasions, these corrections are 

transactions such as; 

 

- Combing out the fictitious effect of booking local 

government revenue shares in 2006 as 12 months but 

payments from these revenues as 11 months on budget 
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performance, 
 

- Addition of liabilities of advance payments in 2006 for 

pensioners’ tax refunds for 2005 which with a law passed 

at the end of the year, which were not written off as cost 

in the budget but instead but set off outside budget, 

 
- Addition of liabilities such as medicine and fuel that arose 

from purchases of goods and services, that are 

government liabilities and have to be allocated as 

allowance and expensed in 2006 budget but instead are 

kept in accrual accounts to be passed over to next year, 

 
- Addition of approximate debts to contractors, that are 

investment expenditures for the services performed but 

passed over to next year instead of being expensed in the 

current year, 

 
- Deduction from the total revenues of the proceeds of the 

organizations under SDIF gained either from asset sales or 

from privatizations that instead of being handed over the 

to Treasury to cover for their debts (has to be accounted 

for as a financing item) has been added to the budget as a 

revenue item to compensate for the legal duties 

previously unpaid, 

 
added to the budget deficit. 

 

Total of these factors are estimated at 8.9 billion YTL. As a 

result the budget deficit is increased to 12.9 billion YTL (2.3 % in 

proportion to GNP). 
 

ϒ The second group of corrections are excluding the effects that, 

rather that being financial policy decisions, are one-time 

cautionary measures such as privatization revenues and Bağ-Kur 

premium amnesties that are doubtful in terms of quality and 

sustainability. 
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When these two groups of corrections are taken up together, the 

real budget performance, in other terms the actual budget 

deficit, is calculated at 18.5 billion YTL instead of 4 billion YTL 

and at 3.3 % of GNP. 

 
Another important issue is that general budget trial balances are 

not published on time. General budget organizations trial 

balance is one of the most important financial reports that 

delayed expenditures can partially be followed. Although this 

trial balance has to regularly be published as obligated by Public 

Financial Management and Control Act no: 5018 and State 

Accounting Regulation, it has not been published by Ministry of 

Finance since October. This obstructs us from seeing how 

much of the budget expenses from budgeted expenses 

account no 323 have been put off to next year. 

Chart 1. Realization Ratio of the 2006 Central Government 

Corrected Program Defined Primary Performances to Budget 

Targets(%) 

 
 
 
 

2006 performance seems to be realized at a better ratio (115.8 %) in 

contrast to budget targets. On the other hand, when budget balances in 

line with financial reporting standards are applied, it can be seen 

that the realization ratio is below the target (87.4 %) 
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(correction II). When the effect of one-time cautionary measures is also 

combed out, it can be seen that the realized ratio is considerably below 

the target, at 77.9 % (correction III). 

 
In the following table 2006 primary surplus targets and 

realizations are given. Corrections on the program defined 

primary surplus calculations are based on the calculation in 

Table 1 and Table 2. 
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Table 3. 2006 Central Government Primary Balance Realizations 

 

 
The most important fact that can be deducted from taking into 

consideration the effects of primary surplus performance and the 

measures designed to create primary surplus on organizational 

performance and capacity is that, under current circumstances, Turkey 

has the capacity to create a maximum of 4 – 4.5 % primary surplus. 

During extraordinary periods such as crises, primary surplus/GNP ratio is 

attempted to be increased with expense and revenue measures. Also 

when risks arise in reaching primary surplus targets determined above 

capacity, the ratio is increased with financial tricks such as periodical 

deferment of expenditures and misreporting of realized purchases of 

goods and services by taking advantage of the inadequacy of the 

accounting system.  Inability to reach expected cost reductions from 

structural reforms, especially from health expenditures, and emergence 

of negativities in the balances of extra budgetary organizations give rise 

to increased financial pressure on the budget and concerns on the 

attainability of performance criteria.  This shows that, especially for the 

last two years, some measures may have been taken on budget figures.   
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B. Budget Expenditures 
 
 

According to 2006 provisional figures budget expenditures were 

realized at 175.2 billion YTL. In comparison with 2006 targets, 

total budget expenditures were exceeded by 1 billion YTL and 

primary expenditures were exceeded by 1.3 billion YTL. As a 

result, deviation in total expenses was 0.6 % and in primary 

expenses was 1 %, a figure considerably below the deviation in 

macro parameters, especially inflation.  
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Table 4. 2005-2006 January-December Comparable Budget 

Expenditures 
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When we look at the main items, greatest deviations in contrast 

to original targets were realized in purchases of goods and 

services in health expenditures, transfers to SSI under the 

current transfers item and capital transfers to extra budgetary 

organizations, especially to local governments. 

 
We have noted in the previous section that even though the 

budget seems to be successful in terms of financial discipline 

due to the fact that although inflation has been realized at 

approximately twice the target, the budget expenditures have 

deviated 1% below, this success in controversial. In that sense, 

when 1.7 billion YTL of accrued expenses that are not expensed 

in the 2006 budget is added to unaccrued investment 

expenditures that are estimated to be at least 1.3 billion YTL, 

increase in total expenditures is calculated at 13 %.   

 

Primary expenditures increased by 15.3 % in 2006 in comparison 

to the previous year results adapted to the same base.1 When 

the above mentioned delayed expenses are taken into account, 

the increase is calculated as 18 %.  

 

Greatest contribution to the increase, as can be seen in the 

following table, comes from current expenses with 51.6 %. This 

increase I followed by current transfers with 30.8 %.  In the 

current transfers item, the main expenditure that caused the 

increase was the duty loss due to tax refunds to pensioners.2 

 
 
 
 
 
 
 
 
 
 
 
 

1  Tax Refund to Pensioners was also corrected for 2005 on the table provided by 
the Ministry of Finance. 
2  In 2006, tax refund payments to pensioners has been started to be shown in budget as 
duty loss payment for social security institutions. 
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Table 5. January-December Contribution of Central Government 

Primary Budget Expenditures to Primary Expenditures 

 
 
 

In 2006 budget expenditures, the ratio of inflexible expenses to 

total expenses is 74.8 %. Although budget expenditure figures 

change according to the structure of the delayed expenses, we 

can say that the ratio of inflexible expenses is high.3 

 

The fact that there is an increase, even though small, in the 

ratio of inflexible expenses to total expenses in comparison to 

before the stabilization program is crucial in that it shows that 

the effect of structural arrangements and measures on the 

budget is limited. Actually budget has started to become an area 

where the mandatory expenses are met but the ability to apply 

policies is quite limited. Public authority continually 

mentions that economic expectations are constantly 

turning positive and budget performance is better than it 

has been in many years, yet we see the inability to reflect 

these on the financial policy as a weakness of the 

government in performing fundamental duties. 

 
 

3  Examples of inflexible expenses are employee expenses, state premium expenses 

for social security institutions, some current transfers items like transfers to overseas 

and shares from the revenue, capital transfers for continuing projects of KÖYDES 

and General Directorate of Rural Services and interest expenses. 

 



16/37   

Chart 2. Development of the Share of Inflexible Expenses in Budget 

Expenses (1999-2006) 
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Central government budget health expenditures increased by 32.5 % in 

2006 in comparison to the previous year. 

 

In an environment where the amount of budget health 

expenditures that are delayed and/or not accrued exceeds 1.2 

billion YTL, liabilities arising from health expenditures of social 

security institutions are clearly much higher. 

 
When we look at the increases of the sub-items in health 

expenses, it can be noted that the greatest increase is in green 

card expenses with 61 %. The fact that medication expenses 

(except green card medication expenses) has fallen by 14 % 

prevented a greater total increase in health expenses. 
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Table 6. Comparative Budget Health Expenditures (2004-2006) 

 
 

At the end of 2006 total health expenses exceeded the budget 

allowance by 132 %.  Main item that caused the health expenses to 

exceed the allowance is, as mentioned above, the green card expenses 

with 182 %.  

 

Chart 3. Realization Ratio of January-December Total Health 

Expenditures and Green Card Expenditures to Budget Allowances 

(2004-2006) 

115,3116,2

157,3

83,1

181,9

127,8
109,7

90,5

107,4 107,8

131,8

68,2

0,0

20,0

40,0

60,0

80,0

100,0

120,0

140,0

160,0

180,0

200,0

Health Expenses Green Card Medication Treatment & Other Health Exp

2004 2005

2006

 

The table below shows the 2006 budget implementation results in 

terms of functional classification of public expenses. This table 

gives some very beneficial clues on the differences between 

financial policy declared at the beginning of the budget year and 
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the realized financial policy at the end of the year. 
 

Table 7. Functional Distribution of the Budget (2006) 
 

 

According to this table, a 0.6% positive deviation can be observed 

between the initial budget and yearend results of the expenses incurred 

by the state defined functions. In terms of sub-items greatest deviation 

can be observed in housing and community welfare services and health 

services. These are followed by economic affairs and services, vacation, 

culture and religion services, social security and social relief services. 

These deviations are generally met by cost cuts at general public 

services.  

 

In this light, treatment expenses that increased more than expected, 

additions to KÖYDES allowances (housing and community welfare 

services) and land transportation expenses (economic affairs and 

services)  attract attention. 

Chart 4. Functional Expense Structure of the Budget (2006) 
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However, other than a few exceptions, there is no great difference in 

the percentage distribution between the initial allowances and yearend 

realizations. On the other hand, when compared to the 25 members of 

the European Union, the situation is very different in terms of financial 

policy implementation choices. 

 

Chart 5. Percentage Distribution of Central Government Functional 

Expense Structure In Comparison to EU Countries (2004) 

 
 

Source:  EUROSTAT,  “Trends  in  Government  Expenditure  by  Function  2000-2004”, 
(2006);  Ferhat  Emil,  “Economic  and  Functional  Classification  of  General  Government 

Expenditures”,  Background  Paper  to  World  Bank  PER  Study  (2005);  H.  Hakan  Yılmaz, 

İstikrar   Programlarında   Mali   Uyumda   Kalite   Sorunu:   2000   Sonrası   Dönem   Türkiye 

Deneyimi” (2007). 
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According to the chart above, in our country an important part 

of the general management expenses are appropriated to 

general public services which also include interest payments. 

Although the share of health services is marginally below the EU 

averages, it should be kept in mind that our health expenses 

arise more from curative rather than preventive health services 

and problems caused by mismanaged medication pricing 

systems. Thus there is a difference in quality in health expenses 

in comparison to EU countries. Defense and security expenses, 

on the other hand, are at a slightly higher level than EU 

averages. Vacations, education, culture and religious services 

are below EU averages and more than half of this function is 

allocated to religious services. 
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C. Budget Revenues 
 
 

At the end of 2006, central government budget revenues were 

realized at 171.3 billion YTL. Budget revenues have exceeded 

initial targets by 6.8 % at the yearend. Total budget revenues 

were made up o 97.3 % general budget tax revenues, 1.9 % 

special budget revenues and the rest 0.8 % revenues from 

regulation and supervision agencies. 

 
 

80.2 % of central government budget revenues are from tax 

revenues whereas the rest 19.2 % is from non-tax revenues. 
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Table  8.  2006 Central Government Budget Revenue Predictions and 

Realizations 
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This positive development in budget performance in comparison to 

initial targets is due to an 11 billion YTL increase in revenues. Tax 

revenues exceeded targets by 5.3 billion and non-tax revenues 

exceeded by 5.7 billion YTL. 

 
62 % of the 5.3 billion YTL increase in tax revenues, 3.3 billion YTL, 

comes from import taxes. The VAT collections from international trade 

increased as imports exceeded initial target. 

 
Export VAT collections were followed by the increases in income tax and 

bank and insurance transaction tax. 

 
Corporate tax collections were 1.7 billion YTL below the initial target. 

As a result, the positive effect of the increase in income tax on total 

tax revenues was decreased. 

 
On the other hand, internally collected VAT was below both the initial 

targets and MTFP (Medium Term Financial Plan – Budget Forecast). 

Realization is lower by 1.5 billion YL compared to 2006 forecasts of 

announced in October as 2007 budget package. Even though inflation 

and growth exceeded target and forecast, VAT collection is falling. This 

shows that, alongside the reliability of forecasts and the increase in VAT 

refunds in exports, there are unpaid and delayed public liabilities.     

 
Similarly, Special Consumption Tax was also below initial targets and 

yearend revised targets. 

 
Increase in non-tax revenues are mainly due to one-time measures. 

Including resources from privatization revenues in budget and adding 

revenues from SDIF asset sales to budget as tax, penalty or interest 

caused non-tax revenues to exceed targets by 5.7 billion YTL. 

 
When we look at the development of the budget revenues in the context 

of general budget, as we have comparable data, there is a 14.1 % 

increase in general budget revenues compared to 2005. Whereas tax 

collection increased by 14.9 % and non-tax revenues increased 

by 13.7 %, received donations and capital revenue decreased 
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compared to previous year. 

 
Table 9. January-December General Budget Revenues (2005-2006) 
 

  

In 2006 greatest contribution to the increase in tax collections came 

from VAT collections.  The increase was realized at 39.3 % with the 

crucial increase in periodical VAT collections from imports. VAT 

collections were followed by a 24.1 % contribution to the increase of 

income tax performance.  

Income tax collections increased by 19.5 % compared to same period 

previous year due especially to the increase in collections from wages 
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and returns on stocks and bonds. Third in line is Special Consumption 

Tax (SCT) with 20.1 %. 

 
In this context, 57 % of total tax collection in 2006 is made up of VAT 

and SCT collections. With a 1.6 pts increase compared to the same 

period of previous year, share of VAT from imports in total taxes rose to 

18.5 %. 

 

 
 

60.2 % of the increase in total tax collections in 2006 was due to the 

increase in SCT and VAT collections. When income tax collections are 

added, this ratio is close to 85 %. 

 
 
 

Table 10. 2006 January-December Budget Tax Revenue Realization and 

Contribution to Increase 
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When we look at general budget tax revenues, share of direct taxes in 

total tax collections continued the downward trend in 2006 and reach an 

all time low of 31.5 %. In the same period, the share of indirect taxed 

increased to 68.5 %. 

 

Chart 6. 2000-2006 January-December Development of the Share of Direct 

and Indirect Taxes in General Budget Revenues 

 
 

II. Developments in Budget Financing and Cumulative Debt  
 
 

As of the end of the year, General Government Budget balance recorded 

a deficit of 5.5 billion YTL, whereas central government budget deficit 
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was lower, close to 4 billion YTL. This situation, which we observe for 

the whole year with official data, has not changed at the end of the 

year. Accordingly, it is apparent that the central government budget 

balance is greatly influenced by the comparatively positive performance 

in the budgets of Special Budget institutions and regulation and 

supervision agencies. On the other hand, the escrow accumulation is 

also quite low (184 million YTL) as of the yearend. However, advance 

payments were the most important item that increased the cash deficit 

as it passed from budget balance to cash balance in both definitions. 

Table 11.  General Budget and Central Government Budget and Cash 

Balances (January-December) 

 
 

Whereas the General Budget cash balance and central government cash 

balance recorded deficits of 6.4 billion YTL and 5.5 billion YTL 

respectively, cash balance of the Treasury which provided cash finance 

for all these transactions recorded a 7.7 billion YTL deficit in the same 

period. The fact that deficit financed by the Treasury throughout the 

year is substantially above the deficit in official accounts, points to the 

existence of transactions that are paid in cash and not accounted in the 

budget. 

 

As a result, we believe that the reasons for the Treasury cash deficit to 

be almost twice the budget deficit should be explained by both the 

Undersecretariat of Treasury and the Ministry of Finance. 
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Chart 7.   Comparison of 2006   January-December General Budget Cash 

Balance, Central Government Budget Balance and Treasury Cash 

Balance 

 
 

Table 12. Treasury Cash Balance (January-December) 
 

 

Throughout the year, the share of variable interest rate debt in central 

government cumulative internal debt decreased by 2 points. In the last 

six months, the share of debts with variable interest rate in cumulative 

debt was 51 % - 52 %. The rigidity in the interest structure can be 

interpreted as a comparative inability to attain alternatives in variable 

interest borrowing after the fluctuations in the second half of the year. 

Recent CPI-indexed bonds (where the capital is protected against 

inflation) issued by the Treasury can be seen as an effort to create 

alternatives. 
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Chart 8. Interest Structure of Central Government Cumulative Internal Debt 

 
 

On the other hand, it can be seen that YTL bonds still hold a clear 

weight in cumulative debt. 

 
Chart 9. YTL-FX Structure of Central Government Cumulative Debt 

 

 

Throughout the year, most important developments in internal 

borrowing were in maturity and interest structures. Maturity was more 

variable in internal debt bidding, whereas upward rigidity in interests 

due to May June fluctuations was noteworthy. At the second half of the 

year when the valuation in the exchange rates returned to previous 

levels, the Treasury borrowing rates remained at 19-20 % levels despite 

capital inflows. This is expected to have a negative effect on 2007 debt 

burden and budget balances. 
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Chart 10.Internal Borrowing Average Maturity and Interest Rate 

 

The most determining factor in 2006 budget financing structure is the 

exchange of net borrowing with privatization revenues. Even though 

using various privatization revenues in Treasury debt repayments 

throughout the year slowed down the increase in internal borrowing, 

continuing rigidity in internal borrowing interest rates is increasing real 

interest burden and limiting the positive effect of privatization revenues. 

Chart 11.  January-December General Government Financing Structure 
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  ANNEX 
 
 

Annex Table 1. 2006 Central Government Budget Allowances and 

Expenses (January-December) 
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Annex Table 2. 2005-2006 General Budget Revenues (January-

December) 
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Annex Table 3. % Distribution of 2006 Central Government 

Budget Expenses According to Functional and Economic Classification 

(January-December) 

 

 
 

3. a) 
 
 
 
 
 
 
 
 
 
 
 
 

 
3. b) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



  

 

Annex Table 4. 2005-2006 General Central Government Budget Expense 

Comparisons (January-December) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



  

Annex Table 5. General Budget Financing (January-December) 
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Annex Table 6. Composition of the Central Government Cumulative Debt(January-December) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 

 


