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Abstract 

Fiscal policy plays a central role in helping developing economies maintain stability, respond to 

economic shocks, and improve household welfare. This article examines the role of fiscal policy 

in strengthening economic resilience and improving welfare in developing economies. A 

literature review method was used to examine recent research and policy reports concerning 

fiscal management, social protection, public investment, climate resilience, and macroeconomic 

stability. The findings indicate that prudent fiscal policy can create buffers against economic 

shocks while supporting essential public services, productive investment, and social protection. 

However, developing economies continue to face constraints related to debt burdens, limited 

fiscal space, weak revenue systems, and vulnerability to climate and external shocks. Therefore, 

effective fiscal policy requires stronger revenue mobilization, better-targeted social protection, 

productive public investment, and sustainable fiscal management to support both resilience and 

long-term improvements in welfare. 
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1. Introduction 

Fiscal policy is one of the main instruments available to governments for managing 

economic conditions and promoting social welfare. Through taxation, government expenditure, 

transfers, and public investment, fiscal policy can influence aggregate demand, employment, 

public services, and the distribution of economic resources. In developing economies, these 

functions are particularly important because governments often need to respond to economic 

instability while simultaneously addressing persistent development gaps (World Bank, 2024). 

Developing economies are frequently exposed to multiple sources of economic 

vulnerability, including commodity-price fluctuations, external financial pressures, natural 

disasters, climate change, and global economic downturns. These shocks can reduce government 

revenues, increase expenditure needs, and weaken household welfare. Building fiscal resilience is 
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therefore important because it provides governments with greater capacity to respond without 

destabilizing public finances (International Monetary Fund, 2024).  

Fiscal resilience depends partly on the ability of governments to create fiscal buffers during 

relatively stable periods. When governments maintain sustainable debt levels and strengthen 

revenue systems, they have greater room to increase spending during crises. Conversely, limited 

fiscal space can force governments to reduce essential spending precisely when vulnerable 

households need greater protection (International Monetary Fund, 2024).  

Government expenditure is particularly important for welfare improvement because public 

resources finance education, health, infrastructure, social protection, and other essential services. 

The effectiveness of these expenditures depends not only on how much governments spend but 

also on whether spending is well targeted, efficiently managed, and aligned with development 

priorities (World Bank, 2024).  

Social protection is another major fiscal instrument for improving welfare. Cash transfers, 

social assistance, and other safety-net programs can help households maintain consumption 

during periods of economic stress. Adaptive social protection can also help households respond 

to climate, disaster, and conflict-related shocks while supporting longer-term productivity and 

resilience (World Bank, 2024). 

Climate change has increased the importance of fiscal resilience in developing economies. 

Natural disasters and climate-related shocks can destroy infrastructure, reduce household 

income, interrupt production, and create large unexpected public expenditures. Recent research 

indicates that fiscal policy can contribute to resilience by financing investments that reduce the 

economic costs of future climate shocks (Rezai et al., 2024).  

Public investment in resilience may require substantial fiscal resources, but it can also 

generate long-term welfare benefits. Research on disaster-prone developing economies finds that 

investing in resilience capital can improve welfare despite the high costs involved, although the 

fiscal instruments used to finance such investment can influence the final welfare outcome 

(Endegnanew et al., 2025).  

Fiscal policy also needs to balance short-term support with long-term debt sustainability. 

Excessive fiscal expansion may create debt vulnerabilities, while overly rapid consolidation can 

weaken economic activity and reduce support for vulnerable households. International policy 

assessments therefore emphasize rebuilding fiscal buffers while protecting priority investments 

and essential social spending (International Monetary Fund, 2024). 

The welfare effects of fiscal policy also depend on the structure of the economy. 

Households in low-income countries may have limited access to formal employment, financial 

services, insurance, and credit markets, making them particularly vulnerable to economic shocks. 

Fiscal programs therefore need to consider the characteristics of vulnerable households when 

designing stabilization and protection measures (International Monetary Fund & World Bank, 

2024).  

Based on these considerations, this article examines the role of fiscal policy in 

strengthening economic resilience and improving welfare in developing economies. The 

discussion focuses on fiscal space, social protection, public investment, climate resilience, debt 

sustainability, and the quality of government spending. 
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2. Research Method 

This article employs a literature review method to examine recent research and policy 

reports concerning fiscal policy, economic resilience, and welfare improvement in developing 

economies. The review focuses on evidence regarding fiscal management, public investment, 

social protection, climate resilience, and macroeconomic stability (International Monetary Fund 

& World Bank, 2024). 

The literature was selected according to its relevance to the relationship between fiscal 

policy and welfare outcomes. Particular attention was given to studies examining how 

governments use fiscal instruments to respond to economic and climate shocks while 

maintaining sustainable public finances and supporting vulnerable populations (Rezai et al., 

2024).  

The selected literature was analyzed thematically by identifying findings related to fiscal 

buffers, public expenditure, social protection, public investment, climate resilience, debt 

sustainability, and welfare. The findings were then synthesized to explain how fiscal policy can 

simultaneously strengthen short-term resilience and contribute to longer-term welfare 

improvement. 

 
3. Results And Discussion 

Fiscal policy can strengthen economic resilience by providing governments with the 

capacity to absorb shocks and maintain essential public services. During periods of economic 

downturn, fiscal support can help stabilize demand, protect employment, and prevent temporary 

shocks from producing deeper economic and social damage. This stabilizing role is particularly 

important in economies where private insurance and financial markets are less developed (World 

Bank, 2024). 

The effectiveness of fiscal stabilization depends strongly on the amount of fiscal space 

available. Governments with sustainable debt positions are generally better able to expand 

expenditure during crises, while countries facing severe debt pressures may have limited options. 

International evidence emphasizes that rebuilding fiscal buffers is important for strengthening 

resilience and maintaining policy flexibility in developing economies (International Monetary 

Fund, 2024).  

Domestic revenue mobilization is therefore an important component of fiscal resilience. 

Stronger and more efficient tax systems can provide governments with predictable resources for 

financing development priorities. Improvements in revenue systems can also reduce excessive 

dependence on volatile external financing and create greater capacity to respond to future 

shocks. 

The composition of government spending is equally important. Public resources directed 

toward education, health, infrastructure, and productive investment can generate long-term 

benefits by improving human capital, productivity, and access to economic opportunities. Fiscal 

policy becomes more effective when spending is directed toward programs with strong 

development and welfare impacts rather than simply increasing the overall size of the 

government budget (World Bank, 2024). 

Social protection provides a direct mechanism for protecting household welfare during 

periods of economic stress. Well-designed safety nets can help poor and vulnerable households 

maintain basic consumption when faced with inflation, unemployment, disasters, or other 

shocks. The World Bank has emphasized the expansion of social protection systems and 
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stronger delivery mechanisms as important elements of resilience in developing countries (World 

Bank, 2024).  

Adaptive social protection can strengthen this function further by allowing programs to 

respond to different types of shocks. Systems that combine regular assistance with shock-

response mechanisms can provide immediate relief while also supporting longer-term household 

resilience. Evidence from vulnerable developing regions demonstrates the potential of such 

systems to address poverty while strengthening communities against climate and disaster risks 

(World Bank, 2024).  

Climate shocks create a particularly significant fiscal challenge for developing economies. 

Natural disasters can destroy infrastructure, reduce agricultural production, interrupt economic 

activity, and increase government expenditure. Research on fiscal policy and climate shocks 

suggests that economies with greater fiscal constraints may experience larger economic costs 

from disasters, highlighting the need for policies that build resilience before shocks occur (Rezai 

et al., 2024).  

Investment in resilience can therefore be understood as a form of preventive fiscal policy. 

Spending on climate-resilient infrastructure, disaster preparedness, and other protective measures 

can reduce the future economic costs of disasters. Although such investment may require 

substantial resources initially, it can generate welfare benefits by reducing losses and helping 

economic activity recover more quickly following shocks (Endegnanew et al., 2025).  

The financing structure of resilience investment also matters. Governments need to 

determine whether projects should be financed through taxation, borrowing, budget 

reallocations, or other instruments. Evidence from developing economies indicates that different 

financing methods can produce different macroeconomic and distributional outcomes, meaning 

that the choice of fiscal instrument should be considered alongside the benefits of the 

investment itself (Endegnanew et al., 2025).  

Fiscal consolidation presents another important policy challenge. Developing economies 

may need to reduce deficits and rebuild fiscal buffers after periods of crisis, but rapid 

consolidation can weaken economic activity and reduce support for vulnerable households. 

International policy guidance therefore stresses the importance of protecting priority investments 

and social programs while gradually restoring fiscal sustainability (International Monetary Fund, 

2024).  

Debt sustainability is closely related to welfare improvement because excessive debt-

service obligations can reduce the resources available for education, health, infrastructure, and 

social protection. Low-income countries with high financing needs may face particularly difficult 

trade-offs between servicing debt and funding essential development programs (International 

Monetary Fund & World Bank, 2024).  

The quality of fiscal expenditure is also important for welfare outcomes. Governments can 

improve fiscal effectiveness by strengthening public financial management, procurement, 

expenditure monitoring, and the evaluation of public programs. Better management allows 

limited fiscal resources to be allocated toward higher-impact areas such as health, education, 

infrastructure, and employment creation (World Bank, 2024). 

Fiscal policy can also support inclusive economic participation. Investments in 

infrastructure and human capital can help reduce barriers that prevent poor households and 

disadvantaged communities from participating fully in economic activity. Over time, this can 
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improve productivity and income opportunities while reducing structural sources of 

vulnerability. 

The interaction between fiscal policy and monetary policy is another important 

consideration. Fiscal expansion can support economic activity during downturns, but excessive 

fiscal stimulus may create additional inflationary pressure if supply capacity is constrained. 

Effective policy therefore requires coordination between fiscal and monetary authorities to 

balance growth, inflation, and financial stability objectives (International Monetary Fund, 2024).  

Developing economies also face the challenge of maintaining public investment during 

periods of fiscal stress. Public investment is often among the first areas to be reduced when 

governments need to control expenditure, but persistent underinvestment can weaken long-term 

productivity and resilience. Protecting high-quality development investment can therefore help 

prevent short-term adjustment from undermining future growth (International Monetary Fund, 

2024).  

The welfare impact of fiscal policy is also influenced by the distribution of benefits. 

Universal programs may provide broad protection, but targeted programs can direct limited 

resources toward households with greater needs. The appropriate balance depends on 

institutional capacity, administrative systems, and the nature of the shock faced by households 

and communities (World Bank, 2024).  

Fiscal policy should also respond to changing forms of economic vulnerability. Climate 

change, technological transformation, demographic shifts, and conflict can create new risks for 

households that are not adequately covered by traditional social protection systems. This makes 

flexible and adaptive fiscal institutions increasingly important for long-term welfare protection 

(World Bank, 2024).  

The evidence further suggests that fiscal policy is most effective when it combines 

immediate stabilization with structural improvements. Short-term transfers can protect 

households during crises, while investments in education, health, infrastructure, and productive 

capacity can strengthen their ability to withstand future shocks. This combination can help 

transform fiscal policy from a reactive instrument into a broader strategy for resilience and 

development. 

Overall, fiscal policy can improve welfare and economic resilience when it is supported by 

adequate fiscal space, effective expenditure management, sustainable debt levels, and strong 

social protection systems. The evidence from developing economies indicates that resilient fiscal 

frameworks are particularly important in an environment characterized by frequent economic, 

climate, and external shocks (International Monetary Fund & World Bank, 2024). 

  
4. Conclusion 

Fiscal policy has an important role in strengthening economic resilience and improving 

welfare in developing economies. Through public expenditure, taxation, social protection, and 

investment, governments can reduce the effects of economic shocks while expanding access to 

essential services and economic opportunities. 

However, fiscal policy effectiveness depends on the availability of fiscal space, the 

sustainability of public debt, the quality of government spending, and the ability of social 

protection systems to reach vulnerable households. Fiscal resources need to be managed 

carefully so that short-term crisis responses do not weaken long-term development capacity. 
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Climate change and other emerging risks also require governments to shift toward more 

preventive and adaptive fiscal strategies. Investment in resilient infrastructure, disaster 

preparedness, human capital, and flexible social protection can reduce future losses and 

strengthen household and national resilience. 

Therefore, developing economies need fiscal policies that balance stabilization, welfare 

protection, productive investment, and fiscal sustainability. A strong fiscal framework should not 

only respond to crises but also build the economic and social capacity needed to withstand future 

shocks and support improvements in living standards over the long term. 
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