
SUPPLY SIDE POLICIES 
Aggregate supply: Total amount of goods and services produced in a country at a 
given price level in a given time period. 

Supply side policies: Government supplies designed to increase the aggregate 
supply of goods and services in an economy. They tend to be ‘business friendly’ 
and are used to influence the behaviour of different groups of consumers and 
producers to remove obstacles that prevent economic growth. Its aims:

• improve flexibility in labour markets by removing restrictions to promote labour 

productivity

• increase/restore incentives to work by lowering taxes on work and enterprise so 

as to increase productivity

• improve the efficiency of different markets by removing barriers to competition 

through privatisation, deregulation and helping small firms

• increase investment by improving the flow of capital in capital markets 
- Overall, by boosting the supply of goods and services in an economy, supply-
side policies are expected to improve productivity, increase the productive 
potential of the economy, help raise the rate of economic growth, increase 
employment and supply of exports as well as reduce inflationary pressures 
because more goods and services will be available to satisfy aggregate demand.

Impact of Supply Side Policies on Productivity & Total Output 
Supply side policies generally improve the productivity of production factors. A 
number of supply side policies have attempted to increase labour productivity 
using the following approaches.

Improving flexibility: When the government introduces a range of anti-trade union 
legislation to weaken unions and help labour markets work more freely (e.g. by 
closing shops and making secondary picketing illegal), there is less disruption 
when new working practises and new technology are introduced. There are also 
fewer strikes relating to wages, which makes labour become more flexible and so 
productivity increases. 

Training & education: If people receive more education and training, the quality of 
the workforce will improve because workers gain more skills and improve their 
existing ones, which means they make less mistakes and this would make them 
occupationally mobile. This will help improve labour productivity and increase 
aggregate supply. Some supply side policies are designed to promote more 
competition. If the government can make markets more competitive, there will be 
pressure on firms to be more cost effective and innovative. This will help to raise 
productivity. Privatisation and the deregulation can play a role in this aim. Finally, 
productivity can be increased with more investment. If businesses purchase new 
technology and update their production facilities, efficiency will improve.

Total output: Supply side policies are designed to boost the productive potential 
of the economy. When the aggregate supply of goods and services increase in a 
country, there will be economic growth. This means national income will rise and 
hence, living standard will be improved. In addition, more jobs will be created and 
pressures of demand-pull inflation will lessen.







Impact of Supply Side Policies on Macroeconomic Objectives 
* Privatisation  
Positive impacts: 
- Operating more efficiently due to the motive to make profit to survive  Wasting 

fewer resources. 

- Providing what customers want and will pay for due to the motive to make profit 

to survive  Lowering prices for consumers & increasing quality of services/
goods.


- Short-run income boost for the state from sale of public businesses to private 
owners.


- Reducing the need for public subsidies  taxes can be lowered

Negative impacts: 
- Cuts in service levels and hikes in prices if the profit motive of private sector 

firms is mainly to satisfy shareholders by paying them generous dividends. 

- State monopolies could turn into private monopolies  price increases and 

poor-quality services particularly in industries like water supply and energy 
distribution  consumers exploited.


* Deregulation  
Deregulation in business generally means tackling problems such as:

• excessive of paperwork

• obtaining unnecessary licenses 

• having lots of people/committees to approve a decision

• various ‘trivial’ rules that slow down business development 

Many governments have addressed these problems by relaxing regulations that 
restrict competition. However, inadequate or insufficient regulation may bring 
problems.

* Education & training 
- Investment by governments and firms in education and training will help to 

improve the quality of human capital, so workers will be more productive. If 
people are educated and are able to develop a range of skills such as literacy, 
numeracy, communication, analysis, problem-solving, evaluation, critical 
thinking and language, they are more employable. This, in turn, will help to 
increase the total output in the country. In addition, this will help to increase the 
international competitiveness of the country. Improving the skills of the nation’s 
workforce is a key element of supply-side policies. Governments can help by 
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investing more in schools, universities and colleges. They can also provide firms 
with incentives to invest in training. They could offset training costs against tax, 
or perhaps by meeting some of the training costs. 


- Investment in education is very expensive and the returns on the investment are 
not seen for many years. Consequently, funds for education in many countries 
are often inadequate. In many developing countries, state school isn’t free — the 
students or their families meet the costs of books, uniforms and teachers.


* Policies to boost regions with high unemployment  
* Infrastructure spending 
Investment in infrastructure will improve transport and communication systems. 
This will help private sector firms because people will be more geographically 
mobile and the distribution of goods will be easier. This will help to lower structural 
employment in the country and the efficiency in distribution will lower the costs of 
production for firms. All of this will lead to an increase in the productive potential of 
the economy. Investment in education and healthcare will improve the quality of 
human capital. This will also help private sector firms because workers will be 
better educated, healthier and so will lead to less absenteeism and more efficiency. 
It will also provide further support to boost the economy giving certainty to the 
construction industry about upcoming infrastructure projects and creating more 
job opportunities in construction.

* Lower business taxes to stimulate investment \ 
Investment in the private sector can be increased if firms are confident about the 
future and there are funds available for investment. The government can also play 
a role by maintaining a stable economy and helping to increase the flow of 
investment funds to firms. Examples of measures that could be used:

• About one half of all private sector investment is funded from profits. Therefore 

by taxing profits less, more will be available for investment.

• Firms can offset the cost of investment against tax. They can claim capital 

allowances when buying machines and equipment.

• Tax incentives have been used to encourage people to save more and buy 

shares in companies. In some countries, tax relief may be given to individuals 
who invest in new companies or IT companies.


* Lower income taxes to encourage working  
High taxes on income and profit will reduce output in the economy. This is 
because high taxes reduce the incentive to work and discourage people from 
setting up/developing businesses. Also, entrepreneurs are less likely to undertake 
risky business opportunity. As a result, many countries have reduced taxes on 
personal earned income and business profits.


Government Controls 
Governments can pass new legislation to help protect the environment, impose 
fines on firms that exploit consumers and workers and introduce controls as a 
means of maintaining standards in business conduct. These controls have 
advantages because they reduce the exploitation of vulnerable groups/sectors. 
However, they may impose costs on firms that might inhibit their growth and 
development.



