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 Public policy serves as a fundamental instrument in achieving 
sustainable social welfare through the effective management 
of national resources and the implementation of equitable 
taxation systems. This study aims to analyze the role of fiscal 
policy, particularly taxation and public expenditure, in 
alleviating poverty, promoting income redistribution, and 
fostering inclusive economic growth. Employing a library 
research approach that focuses on scholarly works published 
within the last five years, this study identifies that the 
integration of progressive taxation, targeted social transfers, 
and strategic public investment significantly contributes to 
reducing economic inequality and improving social well-
being. Moreover, evidence demonstrates that adaptive fiscal 
measures, such as social protection programs and fiscal 
stimulus packages introduced during the COVID-19 
pandemic, have effectively maintained macroeconomic 
stability and protected vulnerable groups from severe 
economic shocks. The findings underscore that public 
policies grounded in justice, transparency, and inclusiveness 
play a crucial role in enhancing the resilience of national 
economies. Hence, the formulation of socially responsive and 
equitable fiscal frameworks becomes imperative for ensuring 
long-term welfare and balanced economic development. 
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1. Introduction 

Public policy is a fundamental instrument in the execution of state functions 

to achieve social welfare and reduce economic inequality. Through fiscal policy, 

which encompasses the taxation system and government expenditure, the state 

possesses the capacity to allocate resources efficiently for the benefit of the wider 

community. Taxation not only functions as the primary source of state revenue but 

also as an instrument for income redistribution and economic stability control. In 

the context of modern governance, the effectiveness of public policy lies in its ability 

to balance the demands of economic growth with the principle of social justice so 

that the results of development can be equally enjoyed by all segments of society. 

Over the last five years, various countries have implemented fiscal policy 

reforms oriented toward enhancing social welfare. In the European region, for 

instance, progressive tax reforms were applied in an effort to reduce income 

distribution inequality and suppress structural poverty (Chambers & Moreno-

Ternero, 2017). An equitable taxation system functions not merely as a tool for 

collecting state revenue but also as a mechanism for welfare equalization through 

subsidies, social programs, and the provision of public services such as education 

and health. Tax policies that are adaptive to social and economic conditions have 

been proven to lower the absolute poverty rate and expand public access to essential 

basic services necessary for improving the quality of life. 

Furthermore, fiscal policy also plays a crucial role in strengthening national 

economic resilience against global volatility, as proven during the COVID-19 

pandemic. Countries in Europe and Asia implemented expansionary fiscal policies 
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through the provision of economic stimulus and social assistance to maintain 

household purchasing power and sustain macroeconomic stability (Doorley et al., 

2020). These measures indicate that the function of public policy is not limited to 

long-term development planning but also includes the ability to respond to 

emergency situations to prevent a widespread decline in social welfare. In the context 

of developing countries, fiscal policy, especially regarding taxation and public 

spending, faces structural challenges. A number of studies affirm that the 

implementation of direct taxes focused on high-income groups, coupled with 

increased allocation for social spending, has been proven effective in encouraging 

income redistribution and significantly lowering poverty figures (Chude et al., 2019). 

These findings reinforce the argument that a fiscal policy design which considers the 

characteristics of the national economy is a prerequisite for optimizing the state's 

role in enhancing social welfare. 

Moreover, the orientation of fiscal policy is not solely directed at accelerating 

economic growth but also at achieving social justice and sustainable human 

development. According to Sánchez and Navarro (2021), welfare policies that 

emphasize social investment such as education, health, and child protection have a 

direct impact on cross-generational poverty alleviation. This approach highlights the 

importance of holistic public policies, which integrate economic and social 

instruments in a balanced way to create a more inclusive and equitable societal 

structure. Therefore, this research focuses its study on analyzing the role of public 

policy, especially fiscal policy and the taxation system, in enhancing social welfare 

and reducing poverty during the last five-year period. Through a review of current 
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literature, it is hoped that a comprehensive understanding can be obtained regarding 

the effectiveness of fiscal policy as a catalyst for welfare equalization across various 

economic contexts. Thus, the results of this study are expected to contribute to the 

development of a public policy model oriented toward social justice, economic 

sustainability, and overall public welfare. 

2. Literature Review 

2.1. Public Policy and the Fiscal Role in Social Development 

Public policy functions as a strategic framework guiding government efforts 

to address social inequality and improve public welfare. In the context of social 

development, fiscal policy occupies a central position as the main instrument in 

realizing economic equalization and social justice. Through the mechanism of 

taxation and public expenditure, the government can redistribute income from high-

income groups to low-income groups, thereby creating a more equitable social and 

economic balance. According to Chambers and Moreno-Ternero (2017), the 

application of a fair and progressive taxation system is an effective step to suppress 

income distribution inequality in various European countries. He asserts that a tax 

system design that considers the economic capacity of citizens can be the foundation 

for forming inclusive and sustainable social policies. 

Furthermore, the effectiveness of fiscal policy depends not only on the aspect 

of state revenue but also on how the government strategically allocates public 

spending. Expenditure directed toward priority sectors such as education, health, 

and social infrastructure plays an important role in strengthening the foundation of 
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social welfare. Mazzanti et al. (2020) explain that public investment in infrastructure 

development and improving the quality of human resources has a direct impact on 

structural poverty reduction. Therefore, welfare-based public policy needs to 

integrate tax instruments and state spending synergistically to create inclusive 

economic growth that is oriented toward social justice.  

2.2. Effectiveness of Taxes and Social Transfers on Poverty Alleviation 

One crucial component of public policy is how tax policy and social transfer 

programs are implemented to alleviate poverty. Sánchez and Navarro (2021) confirm 

that welfare states in Europe that implement targeted social transfers and progressive 

taxes successfully reduced child poverty rates and improved family income 

distribution. These policies show that tax is not merely a fiscal tool but also a social 

mechanism for improving the quality of life. In the global context, the COVID-19 

pandemic provided an important lesson about the flexibility of fiscal policy in facing 

crises. States used a combination of tax policies and cash assistance to maintain 

public purchasing power and curb the rate of poverty during the pandemic (Doorley 

et al., 2020).  

This finding emphasizes the importance of an adaptive fiscal policy response 

to short-term economic shocks. In addition, the implementation of progressive taxes 

can provide greater fiscal space to finance social programs without causing excessive 

fiscal pressure on vulnerable groups. In the context of developing countries, taxation 

policy has also been proven to have a positive effect on income redistribution. 

Chude et al. (2019) found that direct taxes and social spending successfully increased 

income equalization and reduced economic disparity between regions. This indicates 
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that designing tax policy that considers the local social and economic context is 

crucial in ensuring the effectiveness of fiscal policy.  

2.3. Transformation of Fiscal Policy Towards Inclusive Welfare 

In recent years, there has been a paradigm shift from fiscal policy focused on 

macroeconomic stability toward policy oriented toward inclusive welfare. Kanbur et 

al. (2018) demonstrate that the optimization of taxation policy can be an effective 

tool for reducing poverty when accompanied by public policies that ensure the 

provision of quality social services. This approach emphasizes the importance of 

synergy between the tax system and social protection policies so that the 

redistribution effect runs sustainably. Responsive fiscal policy also demands 

transparent and accountable governance. Hirvonen  et al. (2018) confirm that a 

strong link between the tax system and social protection can create a long-term 

impact on poverty reduction.  

They highlight the importance of integrating tax data and social assistance 

programs so that subsidy distribution is more precisely targeted. Fiscal transparency 

also increases public trust in the government, which in turn strengthens the 

legitimacy of social policies. By considering these various studies, it can be concluded 

that period marks an important phase in the evolution of global fiscal policy. Fair 

tax reform, increased social spending, and good public governance have been proven 

to strengthen the state's capacity in tackling poverty and improving social welfare. 

The main focus of modern public policy is not just on economic efficiency but also 

on social justice that guarantees every citizen equal opportunity for a prosperous life. 
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3. Method 

This research applies the literature review method (library research) as the 

main approach in obtaining a comprehensive understanding of the relationship 

between public policy, the taxation system, and social welfare. This approach was 

chosen because it is capable of providing a strong theoretical foundation and allows 

the researcher to examine empirical results and global fiscal policy trends that have 

developed over the last five years. Through a review of scientific literature, this 

research seeks to explore patterns, theories, and best practices that can explain the 

role of fiscal policy in encouraging the equalization of public welfare. The initial stage 

of the research was carried out by collecting secondary data sourced from reputable 

scientific journals, reports from international institutions, and academic publications 

published within the last five years.  

The selection of literature was done purposefully based on several main 

criteria: (1) containing discussion on public policy and fiscal policy; (2) highlighting 

the relationship between the taxation system and welfare equalization; and (3) 

presenting empirical analysis of the influence of fiscal policy on poverty alleviation. 

Several works used as main references include research by Chambers and Moreno-

Ternero (2017) on tax fairness Chude et al. (2019) who examined the role of direct 

taxes in the context of developing countries and Sánchez and Navarro (2021) 

regarding social welfare policy, The next stage involved content analysis of the 

collected literature.  

This process included the identification of key themes such as the 

effectiveness of the progressive tax system, the contribution of social transfers, and 



Muhammad Fuad Riyadi 

                                                                                           |   26 

 

the influence of public expenditure on enhancing social welfare. Each source was 

analyzed in depth to find conceptual and empirical patterns that show the 

relationship between fiscal policy and poverty reduction in various economic 

contexts. The final step is literature synthesis, where the results of the analysis are 

compared across countries and socio-economic contexts to obtain a comprehensive 

picture of the variation in fiscal policy effectiveness. This approach provides an 

integrative understanding of how fiscal policy theory and practice are interrelated in 

promoting social justice. This literature review method has the advantage of a broad 

data coverage and its ability to link theory with contemporary public policy reality. 

Thus, this approach allows researchers to produce strong conceptual findings 

supported by empirical evidence from the last five years. 

4. Results 

The results of this research indicate that over the last five years, public policy 

focused on balancing economic efficiency and social justice has undergone 

significant development in various countries. One important finding is that fiscal 

policy that emphasizes the principles of fairness and income redistribution is a key 

element in reducing poverty levels and strengthening social welfare. The main 

instruments supporting the achievement of these goals include progressive tax 

policies, increased allocation of social spending, and reform of the public 

expenditure system directed at creating inclusive and equitable economic growth. 

The research conducted by Suryanto et al. (2018) asserts that a taxation system that 

is fair and proportional to the economic capacity of the community has great 
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potential in curbing poverty rates, especially in countries with high social inequality. 

In countries who implementing a progressive tax structure supported by a 

comprehensive social protection system succeeded in maintaining poverty levels. 

This success was achieved through the synergistic integration of fiscal and social 

policies that balance tax contributions with social benefits received by citizens.  

This Nordic fiscal policy model demonstrates that tax design which considers 

the ability to pay principle is a fundamental component in realizing social justice and 

welfare sustainability. Meanwhile, Chzhen (2017) highlight that state welfare policy 

plays an important role in reducing child poverty and improving household welfare. 

Their research results show that the combination of education subsidies, family 

allowances, and a progressive tax system had a positive impact on long-term welfare 

improvement. Countries that consistently implemented this policy model 

experienced a decrease in the Gini coefficient during the research period, signaling 

a decline in the income inequality rate. This study also confirms the importance of 

continuity between fiscal policy and social policy so that the income redistribution 

effect can be sustained in the long term and is not just temporary. 

In the context of the global crisis, particularly during the COVID-19 

pandemic, fiscal policy acted as a vital instrument in maintaining economic stability 

and public purchasing power. Based on a study by Doorley et al. (2020), fiscal 

measures such as the provision of direct cash assistance, tax cuts for affected sectors, 

and increased social security budgets proved effective in controlling the surge in 

poverty figures during the pandemic period. These policies functioned as a social 

buffer that helped the community face the negative impacts of job loss and income 



Muhammad Fuad Riyadi 

                                                                                           |   28 

 

reduction, especially for the middle-to-lower group. Although most of these policies 

were temporary, their effectiveness shows that a fast and targeted fiscal response can 

reduce socio-economic risk and prevent the occurrence of extreme inequality during 

a crisis. 

On the other hand, in developing countries, fiscal policy faces more complex 

challenges due to limited fiscal capacity, low tax compliance levels, and weak public 

institutions. However, Nugroho et al. (2021) showed optimistic results through their 

research focusing on direct tax policy in developing countries. The study revealed 

that the application of direct taxes on high-income groups, accompanied by 

increased government expenditure on the education and health sectors, successfully 

reduced the national poverty rate. This finding emphasizes the importance of tax 

system reform and strengthening the capacity of fiscal institutions to expand the 

state's revenue base without adding burden to low-income groups. By improving 

fiscal governance and increasing transparency, developing countries can maximize 

their tax potential to support sustainable social welfare programs. 

Furthermore, the research by Mazzanti et al. (2020) indicates that public 

investment directed at sustainable development has a positive correlation with 

increased social welfare. In their study on fiscal policy in the European Union, they 

found that public spending focused on the development of green infrastructure and 

renewable energy not only created new jobs but also strengthened the economic 

capacity of local communities. This kind of investment provides a double dividend: 

on one side supporting economic growth, and on the other side improving the 

quality of life and strengthening social resilience. Thus, the orientation of public 
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policy toward the environment (green fiscal policy) is an important strategy in 

creating sustainable welfare. In general, various literature results show a paradigm 

shift in global fiscal policy over the last five years. The policy focus is no longer 

solely directed at increasing economic efficiency but also at strengthening social 

justice and economic inclusion.  

Countries with strong fiscal systems and transparent governance tend to have 

better social resilience in facing crises. Conversely, countries with regressive tax 

structures and low social spending allocation are more vulnerable to increased 

inequality and a decline in public welfare. This shift in orientation marks an 

important transformation in how the state manages public resources for purposes 

that are more oriented toward social equalization. One trend that is increasingly 

prominent is the increased integration between taxation policy and the social 

protection system. Hirvonen et al. (2018) emphasize the importance of integration 

between the tax system and social protection programs as a strategy for lowering 

poverty rates. Their research results show that the integration of fiscal data with 

digital-based social assistance systems accelerated the process of distributing 

subsidies to vulnerable community groups.  

This digitalization of fiscal policy increases the efficiency and transparency of 

aid distribution, while also strengthening public accountability.  This model shows 

how innovation in fiscal governance can improve the effectiveness of redistribution 

policies in developing countries with limited fiscal capacity (Wahid & Sarfiah, 2021). 

From these various findings, it can be concluded that the effectiveness of fiscal 

policy in achieving social welfare is determined by three main pillars fairness in the 
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taxation system, efficiency in public expenditure, and integration between fiscal and 

social policy. When these three elements work synergistically, public policy can 

function optimally as a strategic instrument in encouraging inclusive and sustainable 

social development. Nevertheless, the success of public policy implementation is 

highly influenced by institutional capacity and the political commitment of the 

government. Countries with good fiscal governance, high budgetary transparency, 

and strong public oversight mechanisms generally show more effective results in 

implementing redistribution policies.  Conversely, countries with high levels of 

corruption, weak bureaucratic capacity, and political instability face great challenges 

in ensuring that fiscal policy can reach target groups accurately.  

The results of this research reinforce the view that fiscal policy has a dual role: 

as an economic instrument for regulating growth and as a social instrument for 

ensuring justice and public welfare. Through an adaptive progressive tax design, 

increased efficiency in social spending, and transparent fiscal governance, the state 

can build a strong foundation for long-term public welfare. Thus, the synthesis of 

these literature review results confirms that fair, integrated, and adaptive public 

policy is a key factor in lowering poverty and strengthening social cohesion in the 

modern era. The last five years have been an important period that showed that the 

synergy between the taxation system, social spending, and good public governance 

is capable of creating a more humane, inclusive, and equitable development model.  
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5. Discussion 

The results of the analysis indicate that over the last five years, public policy 

and fiscal policy have played an increasingly significant role in realizing social justice 

and reducing poverty levels. The paradigm shift toward policies oriented toward 

inclusive welfare reflects that the modern fiscal approach is no longer limited to 

efforts to maintain macroeconomic stability but is also directed at strengthening the 

social foundation of society. Countries with progressive fiscal systems have proven 

that the synergy between a fair taxation structure and effective allocation of public 

spending can result in more evenly distributed welfare across all segments of society 

(Suryanto et al., 2018). 

These findings reinforce the view that tax does not merely function as a 

source of state revenue, but also as a strategic social engineering instrument. The 

implementation of a progressive tax system contributes to the redistribution of 

income from high-income groups to low-income groups, thereby helping to 

suppress economic inequality. Even so, the effectiveness of this policy is highly 

determined by the level of transparency and the capacity of fiscal institutions in 

managing public funds efficiently and accountably. According to Nugroho et al. 

(2021), the success of fiscal policy in developing countries depends on the 

government's ability to ensure the optimal use of taxes, especially for funding 

strategic sectors such as education, health, and social protection that have a direct 

impact on public welfare. 

In addition, public policy that is adaptive to global crisis dynamics has proven 

to be a crucial factor in maintaining socio-economic resilience. The COVID-19 
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pandemic became an important moment that showed the vital role of fiscal policy 

in facing emergency situations. The study conducted by Sandjaja et al. (2020) 

confirmed that the implementation of expansionary fiscal policy, including social 

assistance programs, wage subsidies, and tax burden reductions for affected sectors, 

was able to significantly reduce the socio-economic impact of the pandemic. This 

finding shows that responsive and flexible public policy can function as a social 

stabilizer that protects vulnerable groups from economic shocks and declining 

welfare. Furthermore, the integration between fiscal and social policy emerges as one 

of the determinants of welfare redistribution effectiveness. The research of Nursini 

(2019) shows that the synergy between the taxation system and social protection 

programs increases the efficiency of aid distribution and strengthens public 

legitimacy toward government policy.  

This approach emphasizes the importance of data governance and cross-

institutional coordination to achieve more accurately targeted and sustainable 

welfare distribution. Thus, the results of this analysis confirm that the direction of 

current public policy needs to shift from an orientation solely on economic growth 

toward a development model based on social justice and welfare equalization. The 

success of fiscal policy should not only be measured through budget balance 

indicators but also through the extent to which the policy is able to narrow social 

gaps and improve the quality of public life. States that are able to integrate the 

principle of fairness in the tax system, efficiency in public expenditure, and 

transparency in fiscal governance will have stronger resilience in facing global socio-

economic challenges in the future.  
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6. Conclusion 

This research concludes that public policy, especially through fiscal 

instruments such as taxes and social expenditure, plays a vital role in creating 

sustainable social welfare and reducing poverty levels. Over the last five years, fiscal 

policy designed with the principle of social justice has proven effective in curbing 

inequality and strengthening the economic foundation of society. Countries with 

progressive tax systems and transparent public expenditure policies show more 

positive results in achieving welfare equalization. Tax policy is not only a tool for 

collecting state revenue but also a strategic means for economic redistribution. When 

taxes are combined with targeted social protection programs, the result can 

strengthen social resilience while significantly lowering poverty levels.  

Furthermore, the experience during the COVID-19 pandemic confirmed the 

importance of adaptive and crisis-responsive fiscal policy in maintaining purchasing 

power and socio-economic stability. Thus, the direction of public policy in the future 

needs to emphasize the integration between economic and social policy. Fiscal 

transparency, institutional accountability, and public participation are primary 

prerequisites for the success of redistribution policy. A fiscal policy approach that is 

fair, inclusive, and oriented toward human welfare is an important foundation in 

creating a prosperous, equitable, and resilient society in the face of global challenges.  
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