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Economic Exogenous Shocks, Residents’ Welfare and
Optimal Fiscal Expenditure Rules

Zhao Weimin, Guan Zhihua
(School of Economics, Anhui University, Anhui Hefei 230601, China )

Summary: How to use fiscal expenditure rules to deal with exogenous shocks, most of the
existing studies start from the perspective of stabilizing economic fluctuations, pay insufficient
attention to residents’ welfare, and mostly investigate the single fiscal expenditure rule of total
amount, ignoring the cooperation between different types of fiscal expenditure. Based on the new
Keynesian model (NK-DSGE), assuming that the economic operation is subject to three kinds of
exogenous shocks of different nature, this paper analyzes and evaluates the optimal fiscal
expenditure rules and their combination from the perspectives of stabilizing consumption
fluctuations and ensuring residents’ welfare Specifically, this study divides public expenditure into
government consumption expenditure, government investment expenditure and transfer payment
expenditure, and evaluates the welfare guarantee effect of the above expenditure under the
smoothing rule, the output-oriented reverse adjustment rule, the debt-oriented reverse adjustment

rule and the simultaneous output-oriented and debt-oriented reverse adjustment rule
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coordinate interests, solve conflicts and establish order. We must strengthen the legal thinking of
regional interest adjustment, transform mature regional policies into law through necessary
procedures, form a reproducible authoritative rule system, and realize the transformation of
regional interest coordination from power intervention to legal governance. At the same time, we
should timely formulate the regional coordinated development law, give full play to the overall
coordination function of the top-level design, break through the obstacles in administrative
divisions, and distribute and adjust interests from top to bottom, so as to unify the strategic vision
and action principles in legislation, promote the institutionalization of regional coordinated
development, strengthen the inclined allocation of interests to vulnerable regions, clarify the legal
status, rights and obligations of regional organizations, promote the establishment of barrier-free
common market and common rules, and finally promote the realization of the optimal goal of
regional overall efficiency.

Key words: regional coordinated development; conflict of interest; governance tools; legal

governance approach
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respectively.The specific conclusion is that: From the perspective of restraining consumption
fluctuation, when production or investment is positively impacted, the smooth rule is the best
choice; when labor preference is negatively impacted, the debt-oriented rule is the best choice.
From the perspective of maximizing residents’ welfare, and based on the comprehensive
evaluation of long-term welfare effect and short-term welfare effect, under the positive impact of
technology on production, the optimal rule is that the smoothing rule is adopted for all three types
of expenditure; under the negative impact of labor preference, the optimal rule is that
consumption expenditure adopts output-oriented reverse adjustment, and investment expenditure
and transfer payment expenditure adopt both output-oriented and debt-oriented reverse
adjustment; under the positive impact of investment efficiency, the optimal rule is that
consumption expenditure adopts output-oriented reverse adjustment, investment expenditure
adopts both output-oriented and debt-oriented reverse adjustment, and transfer payment adopts
debt-oriented reverse adjustment.Finally, this paper verifies that when consumption expenditure is
biased towards the field of people’s livelihood and increases the substitution elasticity of public
consumption and private consumption, the welfare level of residents can be significantly improved.
In the post epidemic era, the uncertainty of world economic development has greatly increased.
This study shows that, compared with the single fiscal expenditure rule of total amount, different
types of fiscal expenditure are given different response rules according to the specific nature of
exogenous shocks, so as to increase the flexibility and accuracy of policies, better deal with the
uncertainty in the future, and ensure residents’ welfare to the greatest extent.

Key words: exogenous shocks; economic stability; residents’ welfare; fiscal rules
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