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FUNCTIONAL FINANCE IN THE CONTEXT OF  

CRISIS AND RETURN OF FISCAL POLICIES: 

A LITERATURE SURVEY 

Abstract 

Fiscal policies were developed in the 1930s. These years were in crisis and 
Classical Economic’s political recommendations were not enough to overcome the 
crisis. In this period of crisis the fiscal policies developed by Keynes have been 
applied until the 1970s and have led to overcome the crisis but the period of 
stagflation made fiscal policies to become of secondary importance and has brought 
the monetarist monetary policies into prominence. In the late 1980s, the monetarist 
monetary policies were suppressed and the New Keynesian policies were adopted. 
In the New Keynesian policies while  monetary policies play first fiddle  the fiscal 
policies play second. After the financial crisis in 2008, the  new Keynesian policies 
were not sufficient in predicting, preventing and eliminating the effects of  crisis, so 
the fiscal policies play in the fiddle  became a current issue again. 

In this article, it has been examined that why the importance of fiscal 
policies  have decreased over time and have gained importance in recent times. 
These studies have been made by adhering the framework of Functional Finance 
Approach developed by Abba P. Lerner. Functional Finance Approach is extremely 
important for Turkey’s current economic situation. Because the fiscal rules which 
include budgetary deficit and surplus according to the economical situation  will be 
carried into practice in Turkey in 2011. One of the basic arguments of  Functional 
Finance Approach is  having  budgetary deficit or surplus sticking to economical 
situations. 

  Key Words: Fiscal Policies, Crisis, Functional Finance.  
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