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Turkey has made significant progress over the last two decades regarding fiscal 

consolidation and a strong reform of fiscal policy. The highly fragile country of the 

1990s, whose primary fiscal concern was to sustain its public finances in the short 

term, has become a successful transition model. Now the authorities are discussing 

the adoption of fiscal rules as a new anchor in public finances. A draft Fiscal Rule Law 

was prepared and submitted to the parliament in 2010. This article examines the 

fiscal policy framework of Turkey in the 1990s and 2000s and its striking economic 

and social consequences. The article also examines the attempts to adopt fiscal rules 

for Turkey.
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1. Introduction

Turkey is among the countries which performed fairly well during the last global crisis. 

Deterioration in the public finances was limited. In October 2010, the Turkish government 

announced its new Medium-Term Programme covering 2011 to 2013. According to this 

programme, general government deficit as a share of GDP, which reached its peak at 5.5% 

in 2009, is targeted to decrease to 1.1% of GDP by the end of 2013. Parallel to above-the-line 

estimations, general government debt stock is projected to decrease to 36.8% of GDP at the 

end of the Medium-Term Programme period from 45.5% in 2009 which is currently well 

below the EU average. Moreover, some authorities estimate a high real GDP growth rate of 

over 7%, while it is forecast at 6.8% in a cautious official medium-term scenario for 2010. In 

this context, exit from the crisis will be quicker than expected, and the Turkish government 

is not currently in search of any additional stimulus measures while many other countries 

are still adding new fiscal burdens to their public finances. Comprised of additional 

expenditures and mostly temporary tax rate cuts, the total stimulus package cost 3.3% of 

GDP in 2009, and the total fiscal burden of the package is gradually decreasing. Throughout 

the recent crisis, the Turkish government did not face a banking crisis, and there was no 

need to back up the financial sector. The nominal interest rate on the government’s internal 

borrowing has been decreasing and stands currently at around 8%. According to the latest 

figures, the real interest rate of the total internal debt stock is below 1%. Taking all these 

achievements into account, credit rating agencies are on the verge of upgrading Turkey’s 

credit rate to the investment grade.

All of these achievements are the result of a strong fiscal adjustment process, as 

evidenced by the fiscal space which enables the authorities to manoeuvre easily during 

a crisis. In the Turkish case, two main periods serve to illustrate this situation. The first 

period is the 1990s in which Turkey applied excessive deficit financing and experienced 

three big recessions mainly driven by public deficits. The second period covers the 2000s in 

which Turkey went through a serious fiscal transformation by means of a comprehensive 

reform agenda and adopted a tightened fiscal policy in line with certain overall fiscal limits. 

Between 2000 and 2008, Turkey implemented three stand-by agreements in collaboration 

with the International Monetary Fund. Moreover, alignment with the acquis of the European 

Union has always been a strong motive in creating a new fiscal management system.

In May 2008, Turkey finalised the 19th stand-by agreement, and the Turkish government 

chose to make its own way free from the IMF despite opposite expectations in the global 

economic downturn. In this process, the authorities initiated efforts to set up a new legally 

binding fiscal anchor for the general government sector with the aim of ensuring fiscal 

sustainability. Within this perspective, the draft Fiscal Rule Law was prepared and submitted 

to the parliament in the first half of 2010, and it is still on the agenda of the Turkish Grand 

National Assembly.

This article describes Turkey’s fiscal performance and transformation over the last two 

decades, and tries to show a connection between fiscal stance and economic performance. 

In addition, implicit fiscal rules which have been applied in the 2000s and the draft Fiscal 
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Rule Law are examined. Turkish experience in this framework can serve as an example for 

other countries to draw lessons for their own public finances.

2. Fiscal stance and economic performance in the 1990s

Deficit financing is seen as a way of creating funds for a developing country with 

the aim of meeting social and physical infrastructure expenditures. However, in many 

developing countries – as is also the case in Turkey – there is a dilemma of limited domestic 

savings, and these countries (which do not have natural resources such as oil or natural 

gas) are generally dependent on external financing from the rest of the world since they are 

in a net importer position.

If deficit financing is applied excessively in this context, public deficits may have 

serious disruptive effects on the sustainability of the current account balance and, as an 

important component of the interest rates, the high risk premium will eventually make 

borrowing more costly. In this process, a high crowding-out effect on private investments 

may hamper economic growth. Thus, deficit financing as a political tool applied to promote 

development may itself turn out to be an obstacle to economic performance.

In the 1990s, the Turkish government applied a lax fiscal policy and an excessive deficit 

financing strategy in order to attain high growth performance. Till the end of this period, 

public deficits – which comprise the central government budget, local governments, the 

social security system, extrabudgetary and revolving funds, and state-owned enterprises 

(SOEs) – reached a peak of 11.7% of GDP.

Although the main determinant of declining public finances was the central government 

budget, the social security system and local governments – which initially had balanced 

budgets – also started to create deficits. Moreover, the management of public enterprises 

was totally irrational in the 1990s. The SOE system, which was seen as a practical way of 

implementing populist policies, ran a deficit of 1.2% of GDP on average.

Table 1. Fiscal outlook of Turkey in the 1990s
Per cent of GDP

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

Public sector balance –5.5 –7.5 –7.9 –7.7 –4.6 –3.7 –6.5 –5.8 –7.1 –11.7
General government –2.5 –4.9 –4.9 –6.6 –4.3 –4.0 –6.6 –6.1 –6.2 –9.9

Central government1 –2.7 –4.5 –4.2 –5.7 –3.6 –3.5 –6.3 –5.8 –5.6 –9.3
Local governments 0.0 –0.2 –0.6 –0.5 –0.3 –0.2 –0.2 –0.2 –0.3 –0.3
Social security system2 0.2 –0.1 –0.2 –0.4 –0.4 –0.3 0.0 –0.1 –0.3 –0.2

State-owned enterprises –3.0 –2.6 –3.0 –1.0 –0.3 0.3 0.1 0.2 –1.0 –1.8
Public sector interest payments 3.8 4.6 4.6 6.2 8.1 7.1 8.7 6.7 9.6 11.5
Nominal interest rates 53.0 80.0 86.5 86.7 158.0 123.2 134.2 124.5 115.5 109.6
Interest payments as share of tax 
receipts

32.8 37.2 35.4 46.7 61.1 56.2 64.6 45.6 62.0 70.3

Public sector primary balance –1.7 –2.9 –3.3 –1.5 3.5 3.4 2.2 0.9 2.5 –0.2
Public savings 2.6 0.7 –0.6 –0.7 –0.1 –0.1 –1.1 0.8 –1.4 –5.0
Saving-investment balance –3.9 –5.0 –5.7 –6.1 –2.8 –2.9 –5.1 –4.2 –6.6 –10.0

1. Central government includes the consolidated budget, extrabudgetary funds and revolving funds.
2. The social security system includes social security institutions, the unemployment insurance fund and the general health 
insurance system.
Source: State Planning Organization of Turkey.

In this period, sustainability of the public finances was the primary concern for policy 

makers. The sustainability bias, political instability and institutional weaknesses resulted 
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in high borrowing costs. Nominal interest rates on domestic government borrowing were 

over 90% on average. Furthermore, throughout this period, government borrowing for the 

current year was always higher than the previous year’s public debt stock (which brings 

to mind a well-known case of “Ponzi financing”). As a result of this deadlock, total interest 

expenditures paid by the public sector increased to 11.5% of GDP in 1999 (up from 3.8% in 

1990). In addition, public sector interest payments as a ratio to tax receipts exceeded 68% 

at the end of the period.

As a consequence of this situation, public savings entered a negative phase starting 

in 1992. Declining public savings simultaneously resulted in the deterioration of the public 

saving-investment balance which ran a deficit of 10% at the end of the 1990s. Deterioration 

in the public saving-investment balance necessitated more external financing from the rest 

of the world in order to close the current account balance. Increasing dependency on highly 

mobile short-term external capital inflows increased the fragility of the Turkish economy.

The other important problem in Turkey in the 1990s was inflation. Lax fiscal and 

monetary policy together with a semi-independent central bank created an inflation rate 

of 60% on average. Inflation weakened Turkey’s economic performance in many different 

ways. The most apparent was the instability of economic growth, as periods of rapid 

economic expansion alternated with periods of equally rapid decline in economic activity. 

However, the economic and social effects of inflation were much more far reaching. Growth 

rates were not only volatile but were also well below the average of the most successful 

emerging markets. By undermining confidence in the Turkish lira, inflation also resulted in 

high and unstable nominal and real interest rates, with dramatic consequences for society.

Speculative and arbitrage activities attracted more and more resources, and distorted 

the operation of financial markets and institutions. When the government had to pay real 

interest rates of over 30% for its debt stock, private capital moved away from job-creating 

activities into financial investments. When banks had to charge even higher real interest 

rates on their loans, the credit process was disrupted and enterprises that have limited 

access to external capital suffered. Ultimately, those who suffered most from a high inflation 

environment, high real interest rates, and unstable growth were the weaker segments of 

the population – those who could not invest in high-yielding assets and who have to rely 

on their payroll-based income.

Triggered by high volatility of short-term capital flows, uncertainties, and the 

sustainability of the public debt stock bias, Turkey experienced three major crises in the 

1990s. The situation in the 1990s can be summarised below:

• Turkey could not achieve its development targets.

• Uncertainties created a highly volatile and fragile economic environment.

• Deficit financing without any pre-defined limits enabled governments to use resources 

for populist policies, and created a high crowding-out effect on private investments.

• The policy framework changed the economic behaviour of entrepreneurs and altered 

income source expectations from real investment returns to speculative gains.

• Inflation resulted in an unfair distribution of income, causing an excessive burden to fall 

on payroll-based workers.
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Box 1. Institutional features of the fiscal management system in Turkey in the 1990s

A. Accountability and transparency

• Limited scope of the budget: Only the so-called consolidated budget was submitted to the parliament, 
thus excluding a significant proportion of the total government expenditures. Approximately one-third 
of the general government expenditure was kept outside of the budget scope. Quasi-fiscal activities and 
contingent liabilities were totally disregarded, and not all external financing was included in the budget.

• Budget classification: A functional classification did not exist, and the programme-based classification 
which was initiated in the 1970s was not efficient. The budget classification was not compatible with 
international standards.

• Extrabudgetary funds: The number of extrabudgetary and revolving funds reached tremendous amounts. 
Total spending by means of funds was 3% of GDP on average in the 1990s.

• Public procurement system: Existing procurement procedures failed to prevent corruption and were far 
from efficient.

• Internal and external control: A rigid tradition of inspection hampered budget execution while providing 
little assurance of effective control or efficiency in the use of resources. The fragmented structure of 
various inspection boards resulted in a lack of co-ordination. External control had limited scope and 
technical capacity.

• Earmarking: By means of various legal arrangements, earmarking of revenues for certain expenditure 
programmes (so-called special revenues-special budget appropriations) reached significant amounts.

• Monitoring and reporting: Reporting on public accounts and debt management, which enables voters to 
assess the government’s fiscal performance, was not sufficient.

• Tax expenditures: Tax exemptions and exceptions had broad coverage and a complicated structure 
due to numerous disorganised legal arrangements. The total fiscal burden of tax expenditures was not 
calculated.

B. Macro-level decision-making process and allocation of resources

• Multi-year budgeting: The consolidated budget was prepared on an annual basis and gave no indication 
of the consequences of current initiatives for subsequent years.

• Decentralisation: Agencies had little opportunity to access the policy formulation process. Line ministries 
were not provided with a binding ceiling in the budget preparation process. Therefore, the Ministry of 
Finance was the most powerful authority for determining the total budget appropriations and their 
allocation among various institutions.

• Decision-making process: Strategic decision making was neglected. There were no strategic plans 
or performance programmes for public agencies, and the link between development plans, annual 
programmes and the budget was missing. Since an efficient programme-based classification did not exist, 
the authorities could not make a sound assessment of expenditure programmes. Moreover, the highly 
volatile economic conjuncture discouraged policy makers from deliberating on longer-term horizons.

C. Social expenditures and government transfers

• Social expenditures: The budget had limited fiscal space for social policies. Interest payments increased 
to 40% as a share of total budget expenditures at the end of the period (as opposed to approximately 20% 
in 1990). Total unavoidable expenditures accounted for 80% of budget expenditures, thus undermining 
the quality of the budget and discouraging discretionary initiatives.

• Agricultural transfers: Agricultural transfers were mostly done as price and product supports.
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Box 1. Institutional features of the fiscal management system in Turkey in the 1990s (cont.)

D. Social security system

• Institutional structure: The social security system had a fragmented institutional organisation. There 
were three separate social security bodies: ES dealing with civil servants, BAG-KUR dealing with self-
employed and employers, and SSK dealing with private sector employees.

• Populist decisions: Populist decisions, mostly on the early retirement age and amnesties, distorted the 
operation of the social security system and worsened the actuarial balances.

E. Public enterprises (state-owned enterprises)

• Economic activity: As a market leader/monopoly in oil refining, petro-chemistry, telecommunications, 
airlines, mining, energy production and distribution, iron and steel, and cement industries, the 
government was directly involved in economic activity.

• Populist decisions: Populist decisions (mostly on product/service prices and duty loss) worsened the 
financial balances of SOEs while distorting the operation of markets.

3. Fiscal consolidation, reforms and implicit fiscal rules in the 2000s

After experiencing severe and consecutive fluctuations in the 1990s, the need for 

a strong fiscal consolidation process supported by a strong reform initiative became 

unavoidable. In 1999, the Turkish government decided to implement a comprehensive 

economic programme in collaboration with the IMF. In this context, the government put 

the 17th stand-by arrangement into practice in December 1999.

Almost all stand-by arrangements designed and implemented with the support 

of the IMF have common objectives: a sound monetary policy with the aim of achieving 

price stability, which requires an operationally independent central banking system; 

privatisation; restructuring of the banking system; a comprehensive reform agenda which 

also covers the social security and health sectors; and a tightened fiscal policy to achieve 

sustainable public finances. In this framework, the core of the desired transformation is 

private sector oriented growth. Therefore the main priority of the fiscal policy is to increase 

funds in the total saving pool which can be used for private sector investments. To this end, 

the main emphasis is to decrease public borrowing requirements and debt stock by means 

of a high level of primary surplus together with privatisation proceeds.

When Turkey initiated the 17th stand-by arrangement in December 1999, there was a 

cloudy economic environment: the contagious Asian crisis and the catastrophic Marmara 

earthquake which affected the most industrialised region of Turkey with a 34.7% share 

in total GDP. Moreover, the banking system collapsed in the crises of November 2000 and 

February 2001. In these successive crises, 20 private banks declared bankruptcy, and a total 

cost of approximately EUR 15 billion was assumed by the Treasury in order to restore and 

stabilise financial markets.

As a result of an extraordinary liquidity shortage, interest rates rose to record levels. 

In December 2000, the Treasury annulled its internal borrowing auction due to the interest 

rate which was extraordinarily high and thus not declared to the public; and in March 2001, 

interest rates on internal government borrowing approached the level of 200%. Starting first 

in the financial sector, the crisis spread to the real sector and deepened. In 1999 and 2001, 
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the Turkish economy recorded real GDP growth rates of –3.4% and –5.7% respectively, which 

had a disruptive effect on tax performance.

Moreover, the terrorist attacks of September 2001 affected Turkey’s foreign trade 

with neighbouring countries. Taking all these factors into consideration, a moratorium 

could have been seen as a foregone conclusion. However, the government put a series of 

austerity measures into practice and imposed new taxes starting from 1999. Together with 

privatisation proceeds and other one-off revenue collections, total returns from these new 

measures accounted for 3% of GDP in 2000. Thus Turkey achieved a high level of primary 

surplus in the first years of the 17th stand-by arrangement. In this framework, the primary 

surplus as a ratio to GDP was 4.3% in 2000 and 6% in 2001.

Except for the creation of a floating exchange rate regime as part of monetary policy, 

Turkey did not change its policy formulation throughout the crises. After the elections 

of November 2002, the new government continued its predecessor’s policies. Turkey 

implemented three successive stand-by arrangements: the 17th stand-by arrangement 

(1999-2002), the 18th stand-by arrangement (2002-05), and the 19th stand-by arrangement 

(2005-08). Thus, the term “stand-by period” covers the time frame between December 1999 

and May 2008.

Fiscal consolidation, which was the most significant component of the policy 

framework, was achieved through implicit fiscal rules and a strong reform initiative. In 

the stand-by period, Turkey employed all kinds of fiscal rules, among which the primary 

surplus rule was the most remarkable.

Thanks to the fiscal consolidation period, the public sector deficit of 12.1% of GDP in 

2001 turned to surplus in 2005 and 2006. An average primary surplus level of 6% as a ratio 

to GDP was achieved between 2000 and 2008. This amount was equal to 3.8% according to 

the stand-by definition which was based on the GFS system (government finance statistics 

of the IMF). A certain amount of property sales, privatisation proceeds, mint revenues, 

dividend payments from state-owned banks, interest gains, central bank profits and the 

risk account were excluded in the calculation of the surplus together with some other 

minor adjustments. Privatisation revenues which were used as a below-the-line financing 

item amounted to approximately EUR 30 billion between 2000 and 2008. Total public sector 

interest payments decreased to 5.5% of GDP in 2008 from 18% in 2001. Interest rates were 

19.2% in 2008, allowing the government to make borrowing auctions at a more reasonable 

cost.

In this framework, Turkey quickly decreased its debt stock to more sustainable levels. 

Calculated on the basis of European Union standards, the general government debt stock 

as a ratio to GDP decreased to 39.5% in 2008 (from 77.6% in 2001). As part of the pre-

accession process, Turkey has fulfilled the Maastricht Treaty requirement regarding general 

government debt stock since 2004. Moreover, the public saving-investment balance was 

improved and public savings were positive, which enabled the private sector to use more 

funds for private investments. Thus the tightened fiscal policy encouraged private sector 

oriented growth.

In the first years of the stand-by period, there were several spending cuts on discretionary 

expenditure programmes. Some current expenditure items, wage and salary increases, and 

investments were seen as a primary source of possible savings. However, in the following 

years, the government found more fiscal space in the budget for alternative spending 

programmes as the weight of interest payments as a share of total central government 
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budget expenditures decreased to 22% in 2008 from 44% in 2000. In this framework, the 

government enlarged the scope of the health-care system, raised the wages and salaries 

of civil servants in the low-income group, accelerated government investment projects, 

increased social expenditures, initiated projects for rural development, and increased 

transfers to the real sector. In addition, the government had the opportunity to rearrange 

the income tax rate regime and the value-added tax in some sectors. Also, the corporate 

tax rate decreased to 20% from 33% and relieved the social security premium burden of 

employment for entrepreneurs. Thus social welfare in Turkey increased perceivably, and 

Turkey attracted more and more foreign direct investment as competitiveness increased.

Box 2. Implicit numerical fiscal rules in the stand-by period in Turkey

A. Deficit rules

• Primary surplus rule: The primary surplus rule was the backbone of the debt reduction strategy. The 
primary surplus of the public sector was monitored monthly in the programme reviews. With the aim 
of focusing on risky components of the public sector, a special definition of the so-called “consolidated 
government sector” was determined in addition to the national annual public sector statistics. Within 
this scope, the realisation figures of the central government budget, the extrabudgetary funds, the SOEs, 
the social security institutions, and the unemployment insurance fund were disseminated quarterly. In 
calculating the stand-by defined primary surplus, as well as other minor adjustments, some items were 
excluded: a certain amount of property sales, privatisation proceeds, mint revenues, dividend payments 
from state-owned banks, interest gains, central bank profits, and the risk account. Thus, an average 
adjustment of 2.2% was made as a ratio to GDP. In this context, an average primary surplus of 3.8% was 
attained between 2000 and 2008 in the public sector. While the primary surplus rule for the consolidated 
government sector remained unaltered throughout the stand-by period, alternative primary surplus 
targets for specific sub-sectors were determined.

B. Expenditure rules

• Nominal ceilings for primary expenditures: Annual nominal ceilings were determined for central 
government budget primary expenditures as a performance criterion in the 17th stand-by period. Annual 
nominal ceilings were applied in the 19th stand-by period for the central government budget and the 
total primary expenditures of the social security institutions.

C. Revenue rules

• Revenue windfalls: Windfalls due to revenue over performance were committed for saving.

• Privatisations: Privatisation proceeds were targeted nominally or as a ratio to GDP indicatively. In addition, 
this revenue source was mainly used as a below-the-line financing item, according to the debt reduction 
strategy.

D. Debt and borrowing rules

• Short-term foreign debt stock: Nominal annual ceilings were applied for short-term foreign debt stock.

• Foreign borrowing: Nominal annual ceilings were applied for foreign borrowing.
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Table 2. Fiscal outlook of Turkey, 2000-08
Per cent of GDP

2000 2001 2002 2003 2004 2005 2006 2007 2008

Public sector balance –8.9 –12.1 –10.0 –7.3 –3.6 0.1 1.9 –0.1 –1.6
General government –7.3 –11.8 –10.8 –7.9 –4.1 –0.1 1.4 –0.2 –1.6

Central government1 –7.2 –12.4 –11.5 –8.4 –4.9 –0.8 0.7 –0.7 –1.8
Local governments –0.3 –0.2 –0.1 –0.3 0.1 0.1 –0.1 –0.5 –0.6
Social security system2 0.2 0.8 0.8 0.8 0.7 0.7 0.9 0.9 0.8

State-owned enterprises –1.6 –0.3 0.8 0.6 0.4 0.1 0.5 0.1 0.0
Public sector interest payments 13.2 18.0 15.5 13.4 10.4 7.2 6.2 6.0 5.5
Nominal interest rates 36.2 99.6 62.7 46.0 24.7 16.3 18.1 18.4 19.2
Interest payments as share of tax receipts 74.0 96.8 90.9 75.8 59.8 40.2 34.1 33.2 31.5
Public sector primary balance 4.3 6.0 5.5 6.1 6.8 7.3 8.1 5.9 3.9
Public sector primary balance (IMF definition) 1.9 4.3 3.4 5.2 5.4 4.5 4.8 3.0 1.6
General government debt stock n.a. 77.6 73.7 67.4 59.2 52.3 46.1 39.4 39.5
Public savings –3.4 –7.1 –4.8 –4.1 –1.0 2.8 4.2 2.4 1.7
Saving-investment balance –8.6 –11.2 –9.8 –7.8 –4.2 –1.2 0.6 –1.5 –2.5

1. Central government includes the consolidated budget, extrabudgetary funds and revolving funds.
2. The social security system includes social security institutions, the unemployment insurance fund and the general health 
insurance system.
Source: State Planning Organization of Turkey.

Reforms were the other dimension of the fiscal transformation. Irrespective of 

other specific legal arrangements, the public fiscal management system in Turkey was 

re-regulated by three main laws. The first, and the most important one, is the Public 

Financial Management and Control (PFMC) Law No. 5018 which was enacted in 2003 and 

fully in force by 2006. By setting the main framework of the fiscal management system, the 

PFMC Law established principles and merits, multi-year budgeting, budget scope, budget 

execution, performance management and strategic planning, internal control, accounting, 

monitoring and reporting.

The second important fiscal legislation was the Law on Regulating Public Finance and 

Debt Management No. 4749, enacted in 2002. This law set main procedures and principles, 

eliminated various disorganised legal arrangements on debt management and increased 

unity, determined pre-defined strategies for debt management, increased transparency 

with the help of standard reporting, and set boundaries for contingent liabilities.

Finally, the public procurement system was regulated by Public Procurement Law 

No. 4734, also enacted in 2002. In line with this legislation, the Public Procurement 

Authority was established, and effectiveness, transparency and competitiveness in the 

public procurement system were increased.
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Box 3. Fiscal reforms in Turkey in the 2000s

A. Accountability and transparency

• Budget scope: As the PFMC Law was completely put into practice in 2006, the comprehensiveness of the 
central government budget was expanded: 33 institutions were included in the budget. In addition, local 
governments, extrabudgetary funds, revolving funds, and social security accounts were also attached to 
the budget memorandum. Contingent liabilities were shown in the budget as part of a newly established 
risk account, and all external financing was included in the budget.

• Budget classification: An analytical budget classification was established in 2004. This classification is 
based on international COFOG codes (Classification of Functions of Government) with administrative, 
functional and economical breakdowns.

• Extrabudgetary funds: The vast majority of extrabudgetary funds were abolished, leaving only five: 
privatisation fund, social solidarity fund, saving deposit insurance fund, defense industry support fund 
and promotion fund.

• Public procurement system: The public procurement system became more transparent and efficient. 
Outsourcing of services such as cleaning, security, transportation, consultancy, food and other 
supplementary services became more prevalent, rather than the employment of new personnel in the 
public sector.

• Internal and external control: The scope of external control was expanded, and the new internal control 
concept was initiated in line with the PFMC Law.

• Earmarking: In 2004, earmarking of revenues for certain expenditure programmes was abolished by Law 
No. 5217.

• Monitoring and reporting: Basic standards were determined for public accounts in line with international 
standards. Specific reporting formats were defined such as activity reports, fiscal position reports, debt 
management reports and borrowing strategy reports. Data coverage, periodicity and timeliness of the 
general government account were rearranged.

B. Macro-level decision-making process and allocation of resources

• Multi-year budgeting: The multi-year budgeting system was initiated in 2006 according to the PFMC Law. 
Starting the budget process, medium-term programmes (MTPs) have been prepared for a rolling three-
year term, setting main principles and macroeconomic projections. On the basis of these MTPs, medium-
term fiscal plans have been prepared by the Ministry of Finance in order to set the ceilings for budget 
proposals.

• Decentralisation: Agencies had more opportunity to lead their decision-making process. Strategy 
development units were created in line agencies and given responsibility for preparing strategic plans, 
performance programmes, budget proposals and activity reports, together with the function of improving 
the internal control system in the parent organisation.

• Decision-making process: A strategic decision-making system was put into practice. Agencies under the 
scope of the PFMC Law are now supposed to prepare their strategic plans and performance programmes.

C. Social expenditures and government transfers

• Social expenditures: The government had more fiscal space for alternative social programmes as the 
weight of interest payments in the budget decreased.

• Agricultural transfers: Agricultural transfers were mostly done as income support.
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Box 3. Fiscal reforms in Turkey in the 2000s (cont.)

D. Social security system

• Institutional structure: Separate social security bodies were unified under the umbrella of the Social 
Security Institution.

• Retirement age: The retirement age was raised for a more sustainable actuarial balance.

E. Public enterprises (state-owned enterprises)

• Economic activity: The government completely withdrew from the sectors of textiles, milk, paper, 
forestry, mining, iron and steel, fertilizer, oil refining and distribution, petro-chemistry and cement. The 
government withdrew partially from telecommunications, airline industry, electricity production and 
distribution, sugar and meat production, and banking.

4. Attempts to adopt explicit fiscal rules

Fiscal rules, defined as numerical constraints on basic fiscal aggregates, set boundaries 

on the fiscal framework which governments commit to respect. In this context, fiscal rules 

are devised to resolve the conflict between economic and politico-bureaucratic rationality.

Fiscal rules have been employed in an increasing number of countries, and implicit 

fiscal rules have been seen as a means of fiscal consolidation in Turkey throughout the 

stand-by period. However, in order to determine a new fiscal anchor for the future, the 

Turkish government began to study the idea of permanent, legally binding fiscal rules when 

the stand-by period implemented with the collaboration of IMF came to an end.

After the 19th stand-by arrangement ended in May 2008, a new period in Turkish public 

financial management began. While most authorities expected the Turkish government to 

initiate a new stand-by arrangement with the IMF owing to the deepening global economic 

downturn, the government announced its new medium-term road map in which fiscal 

rules were enshrined. In September 2009, the Turkish government announced its Medium-

Term Programme (covering the three-year period 2010-12) in which detailed features of the 

selected fiscal rule alternative were declared. This policy document was also considered as 

an exit strategy from the global crisis, with the fiscal rule assigned as the backbone of the 

sustainable fiscal policy.

Although the global economic crisis caused preparation to be prolonged and 

enthusiasm to be somewhat dampened, concentrated efforts were completed in the first 

half of 2010 and the draft Fiscal Rule Law was submitted to the parliament.

The draft Fiscal Rule Law comprises 12 articles, and in a broad sense it not only 

regulates the numerical design of the fiscal rule but also assigns responsibilities, clarifies 

the operation of the rule together with its basic parameters, and determines main principles 

and standard requirements for accounting, monitoring and reporting.

With reference to terms used in the literature, the selected fiscal rule alternative is 

a cyclically adjusted deficit rule for the overall balance of the general government sector. 

According to the draft law, the general government deficit is aimed to converge to 1% of 

GDP in the long term. In determining the current year’s general government deficit ceiling, 

the numerical design of the fiscal rule takes into account the “deviation of previous year’s 

deficit from the long-term target” and “deviations of GDP growth from the benchmark GDP 

growth rate”. With the aim of supporting counter-cyclical fiscal policy, the fiscal rule seeks 
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to ensure convergence to the target deficit ceiling in the long term while making room for 

automatic stabilisers. Within this framework, central government budgets should also be 

prepared in line with the overall general government deficit targets for each year.

Box 4. The numerical design of the Turkish fiscal rule

 where:

 is the adjustment for the deviation of the previous year’s deficit from the long-term
  deficit ceiling.

 is the adjustment for the deviation of GDP growth from the benchmark GDP growth rate.

 is the convergence pace coefficient.

 is the general government deficit ceiling as a share of GDP for the current year.

 is the previous year’s general government deficit as a share of GDP.

 is the general government deficit ceiling target for the long term.

 is the cyclical adjustment coefficient.

 is the real GDP growth rate estimation for the current year.

 is the real GDP growth rate benchmark.

As already mentioned, the general government sector in Turkey is composed of the 

central government budget, local governments, extrabudgetary funds, revolving funds, the 

unemployment insurance fund, the general health insurance system, and social security 

institutions. The draft Fiscal Rule Law also referred to the standards of the European 

System of Accounts (ESA95) in calculating the general government deficits. The general 

government sector was chosen as the scope of the fiscal rule for two main purposes: for 

coherence with the common EU requirements in line with the Maastricht Treaty; and for 

comprehensiveness, which is thought to improve the quality of public finances in a broad 

sense.

The long-term general government deficit ceiling [ ] is determined as 1% of GDP by 

the draft Fiscal Rule Law, which means that the general government deficit will converge 

to it in the long term.

The general government deficit ceiling for the current year [ ] is calculated by making 

two adjustments: the adjustment made by taking into account the previous year’s general 

government deficit level, and the adjustment made by taking cyclical developments into 

account.

The adjustment for the previous fiscal year’s deficit [ ] provides a 

gradual convergence to the long-term general government deficit ceiling. The coefficient 

[ ] determines the pace of gradual convergence. Mathematically, the coefficient [ ] can 

take values between 0 and 1 and, if it gets closer to zero, the speed at which the general 

government deficit converges to the long-term deficit ceiling will decrease and vice versa.

The government’s enthusiasm or willingness is critical in determining the [ ] coefficient 

(the speed of convergence). In the draft Fiscal Rule Law, the value of this coefficient is 

determined as 0.33. In this way, 33% of the deviation of the previous fiscal year’s general 

government deficit [ ] from the long-term target of 1% is going to be compensated in the 

current fiscal year.
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The cyclical adjustment part of the formula [ ] aims to reduce undesirable 

effects of cyclical fluctuations on the economy. Moreover, it seeks to ensure counter-cyclical 

fiscal policy. In this context, the cyclical adjustment coefficient [ ] is determined as 0.33 in 

the draft law. As a rule of thumb, it can be assumed that one percentage point deviation 

of real GDP growth creates a 0.33 percentage point increase or decrease in the general 

government deficit. Thus, this coefficient represents elasticity of general government 

expenditures and revenues in relation to the real GDP growth. The real GDP growth rate 

benchmark [ ] which will be the basis of the cyclical adjustment is determined as 5%. 

Therefore, the cyclical adjustment is calculated as 33% of the deviation of the current year’s 

estimated real GDP growth rate from its benchmark value of 5%.

Depending on the current year’s growth rate projection, the cyclical adjustment may 

increase or decrease the current year’s general government deficit ceiling, which means 

that fiscal policy will be tightened when the estimated real growth rate is higher than the 

5% benchmark, whereas the fiscal policy will be relatively loosened when the estimated 

growth rate is lower than the 5% benchmark.

Finally, the binding general government deficit ceiling for the current fiscal year is 

calculated by subtracting the cyclical adjustment and deficit adjustment from the previous 

year’s general government deficit.

A simulation analysis will make it clear how the rule works. By using the data and 

projections published in the most recent Medium-Term Programme (covering the period 

2011-13), general government deficit ceilings for 2011, 2012 and 2013 can be easily calculated. 

However, before making calculations there is one point which needs to be clarified. According 

to the draft Fiscal Rule Law, the general government deficit calculation will be based on the 

ESA95 definition, but ESA-defined general government data have not yet been published. 

Therefore, the overall general government deficit excluding privatisation proceeds is used 

in this simulation analysis (see Table 3).

Table 3. Simulation of the Turkish fiscal rule
Per cent of GDP

2011 2012 2013

Previous year’s general government deficit 4.0 3.2 2.5

Cyclical adjustment coefficient 0.33 0.33 0.33

Convergence pace coefficient 0.33 0.33 0.33

Real GDP growth rate estimation for the current year 4.5 5.0 5.5

Real GDP growth rate benchmark 5.0 5.0 5.0

General government deficit ceiling target for the long term 1.0 1.0 1.0

Deficit adjustment –1.0 –0.7 –0.5

Cyclical adjustment 0.2 0.0 –0.2

Total adjustment –0.8 –0.7 –0.7

Current year’s general government deficit ceiling 3.2 2.5 1.8

In the most recent Medium-Term Programme (covering 2011-13), the ratio of the 

general government deficit to GDP is expected to be 4% in 2010. As mentioned before, the 

general government deficit ceiling in the long term [a*] is determined as 1% of GDP, and the 
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convergence pace coefficient of the deficit is determined as 0.33. This means that 

33% of the difference between 4% and 1% will be compensated in 2011. Therefore 

the deficit adjustment is calculated as 1% of GDP in 2011.

While calculating the cyclical adjustment in line with the Medium-Term 

Programme projections, we saw that fiscal policy will be loosened, as the real 

GDP growth rate projection of 4.5% is below the benchmark level. In this way, the 

government will have the opportunity to increase the deficit by as much as 33% of 

the growth rate deviation. Therefore the cyclical adjustment is calculated as 0.2% 

of GDP in 2011.

Finally, the total adjustment is –0.8% of GDP, and the general government deficit 

ceiling is 3.2% of GDP in 2011 according to the formula.

In 2012, since the growth rate projection is equal to the benchmark level, the 

cyclical adjustment is zero. Similar to the year 2011, the formula suggests a fiscal 

tightening in 2013 owing to the cyclical developments in 2013.

Within this framework, growth rate projections will have a critical role in 

practice. If growth rate projections deviate too much from realisations, the cyclical 

adjustment component of the formula will be unrealistic. Taking the structural 

characteristics of Turkey into consideration with sharp booms and busts, the 

deviation will unavoidably be high in some periods. In addition to aiming for 

accurate projections, it is also important to allow prudence margins which will 

give policy makers enough flexibility to respond to unanticipated developments. 

There is no provision in the draft law on prudence margins, but neither is there any 

provision preventing them.

In addition to the general government deficit rule which could be considered as 

the backbone of the draft Fiscal Rule Law, there are also two other rules on budget 

balance. According to these two supplementary fiscal rules, revolving funds should 

have a balanced budget and the SOE system as a whole should not create borrowing 

requirements.

The draft Fiscal Rule Law also proposes that the Medium-Term Programme 

prepared by the State Planning Organization and the Medium-Term Fiscal Plan 

prepared by the Ministry of Finance be combined under the name of “Medium-

Term Programme and Fiscal Plan”. This document is going to be the new basis of 

multi-year budgeting and fiscal rule implementation, and will include the general 

government deficit ceilings.

In order to ensure healthy monitoring and evaluation of the fiscal rule, general 

government data will be published quarterly, and the realisations of the fiscal 

rule will be announced to the public in the Fiscal Rule Monitoring Report by the 

Ministry of Finance by the end of April after the closing of each fiscal year. In this 

context, however, an independent monitoring authority which will be responsible 

for checking compliance with the fiscal rule is not foreseen in the draft law.

The Turkish Court of Accounts (TCA) is assigned as an audit authority to check 

accounts and their conformity with international standards. Moreover, the Plan 

and Budget Committee of the Turkish parliament will be informed about targets, 

updates and deviations in this process, thus increasing the accountability and 

transparency of the government.

http://tureng.com/search/monitoring and evaluation
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5. Conclusions

Turkey made significant progress in fiscal management throughout the 2000s, both 

quantitatively and qualitatively. However, there is still much to be done in order to achieve 

the goal of a fiscal system that is governed more responsibly and transparently. The strategic 

management framework is still inadequate, since agencies try to interpret the system on 

the basis of the traditional input-oriented approach. Moreover, it is vital to establish a sound 

programme-based monitoring infrastructure together with a fully functioning internal 

control system in order to supervise performance outputs. Decision making is not based on 

a functional classification in the budget process, and there is still a missing link between 

nationwide policy documents and individual agency priorities. Therefore, the authorities 

should focus on the efficiency of implementation of legislated reforms in the forthcoming 

periods.

Irrespective of existing institutional deficiencies, and beyond the other progress in the 

reform agenda, fiscal consolidation itself created a significant transformation in the 2000s. 

First, the government had more opportunity to focus on social and physical infrastructure, 

as the interest burden of the budget lessened. In this context, total general government 

social expenditures (previously just below 10% of GDP) are now over 17%. Moreover, average 

completion time of the total investment programme is now around 4.5 years (12.5 years in 

2001). In addition, fiscal space created through fiscal consolidation enabled the government 

to manoeuvre easily in the last global crisis. The general government deficit, which 

unavoidably reached 5.5% of GDP in 2009, is estimated to decrease to 1.1% of GDP in 2013; 

and the general government debt stock (which was 45.5% of GDP) is projected to decrease 

to 36.8% of GDP in 2013.

The second and maybe most important contribution of fiscal consolidation has been 

with regard to the real sector. Fiscal consolidation in the 2000s contributed to private 

sector oriented growth. Severe and consecutive fluctuations in the 1990s discouraged 

entrepreneurs from taking risks in the face of uncertainties. Therefore, the real sector 

found that speculative gains were the most secure and reasonable way of making profit 

due to the high interest returns of government borrowing. This phenomenon affected the 

mentality and perception of society, where economic agents mostly focus on the short 

term, and planning for the future was seen as futile. Taking all these factors into account, it 

could be said that the crowding-out effect of the policy chosen in the 1990s was rather far 

beyond the numerical results.

Keeping in mind that rules are more effective when they are put into force after basic 

fiscal consolidation is completed, and that a rule should not be introduced in an environment 

of heightened macroeconomic uncertainty, a fiscal rule which is designed to serve as a new 

anchor in fiscal policy will most probably be put into practice in Turkey as soon as the 

clouds of the current global economic crisis have completely dissipated. The selected fiscal 

rule alternative in Turkey is aimed to support ongoing reforms by means of its standard 

requirements for accounting, monitoring and reporting. Moreover, it will support counter-

cyclical fiscal policy through its flexibility in the face of conjunctural changes. Therefore, 

the fiscal rule will determine the boundaries of discretionary fiscal policy in Turkey in the 

near future.
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