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Supply side policies 
 
W hat are supply side policies? 
 
Supply side policies are governm ent policies designed to increase the productive capacity of 
the econom y, so shifting the LRA S curve outw ards. These can be broadly categorised into: 
 
Encouraging competition: Through privatisation of state ow ned assets and deregulation of 
industries. This happened lots during the tim e Thatcher w as Prim e M inister and m ost 
industries that have been privatised have also been deregulated. The N H S has not been 
privatised, although the industry regulations allow  other providers of health care. W ater 
services is probably the only exam ple of an industry that has been privatised but not 
deregulated. 
 
Providing incentives: Rem oving or decreasing disincentives to w ork such as unem ploym ent 
benefits. It is debateable as to how  effective decreasing benefits is at increasing participation 
in the w ork force. 
 
Increasing competitiveness: Investm ent in education, research and developm ent m aking the 
U K com petitive w ith overseas econom ies. 
 
Effects in the short run  
 
The effects here are m inim al. The governm ent m ay increase its governm ent discretionary 
capital expenditure as m ore is spent on investing. Firm s m ay also be encouraged to increase 
their investm ent by being offered subsidies or tax relief for doing so. Therefore in the short run 
there m ay be a sm all increase in aggregate dem and w hich m ay, if the econom y is near full 
em ploym ent cause inflation. 
 
Long run effects 
 
Supply side policies aim  to increase aggregate supply by increasing either the quantity or 
quality of the resources in the econom y. Prim arily this takes the form  of increasing capital 
through investm ent, encouraging entrepreneurship and im proving the quality of labour. 
 
Labour: A im  prim arily to increase occupational m obility through im proving skills of the 
w orkforce. 

• Rem ove trade unions. 

• Reduce w elfare benefits. 

• Reduce m inim um  w age. 

• Decrease tax rates on incom e. 

• Reduce taxes on labour. 

• Reduce costs of changing jobs. 

• Increase training and education. 
 
Capital: 

• Decrease taxes to increase profits, so encourage m ore entrepreneurship and 
investm ent. 

• Encourage lending to private firm s for investm ent. 

• Rem ove tariffs to increase efficiency. 
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• Encourage sm all firm s to enter the m arket to encourage com petition and keep 
prices low . 

• Privatise state ow ned assets and deregulate industries letting the free m arket 
allocate scarce resources. 

 
In the recent budget the governm ent has chosen to im plem ent the follow ing supply side 
policies: 

• Increased child care subsidies, this w ill hopefully lead to increased participation in 
the w ork force. 

• Raised the m inim um  w age, arguably this m ay act as an incentive to enter the 
w orkforce w hich w ill lead to increased participation. H ow ever, som e of those w ho 
are unem ployed m ay be w illing to w ork for less than the m inim um  w age and so 
the m inim um  w age creates an excess supply of labour of Q3-Q2, w hich is 
unem ploym ent. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

• M ore spending on research, through a 10 year fram ew ork to boost research and 
developm ent w ithin the U K. Increased investm ent im proves the quantity and 
quality of resources. Increased research and developm ent into high value output 
w ill help resolve the balance of paym ents situation as w hen eastern European 
countries join the EU  the U K w ill have further cheap com petition from  abroad. 

• Increase housing, in the short run this w ill increase the dem and for builders and so 
increase aggregate dem and a sm all am ount but in the long run this policy is 
aim ed at increasing the geographical m obility of labour w ithin the econom y. 

• Changes in taxes and duties m ay change business practises. 

• Im proving the U K’s infrastructure should m ake the U K m ore com petitive as few er 
hours w ill be w asted travelling and delivery w ill becom e cheaper. 

• Reform s to regulations on businesses w ill reduce costs to businesses and free up 
scarce resources used in regulation for another application. 

• M ore British film s being m ade through subsidies. This m ay help exports. 

• Reform s to local grow th authorities giving them  m ore pow er to achieve their ow n 
goals. 
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H ow  effective is governm ent funding at increasing grow th? 
 
G overnment funding has a large effect if…  

• M ore jobs are created in the local area. 

• Local m ultiplier effect causes this to increase and so cause a shift outw ards in 
aggregate supply from  A S1 to A S2. 

 
 
 
 
 
 
 
 
 
 
 
 

• Low er businesses costs as…  
� M ore use of labour. 
� M ore investm ent. 
� M ore training. 

 
G overnment funding has less of an effect if…  

• Profits are repatriated abroad rather than reinvested locally if the investm ent is FDI 
(foreign direct investm ent). 

• Requires m ore than m oney. Local councils need to agree w ith the expansion. If 
local planning perm ission for exam ple is not granted the m ove m ay be unpopular. 

• M ay be lim ited governm ent funding split betw een m any regions. A  fraction of the 
m oney allocated m ay reduce incentives to com panies. 

• For those w ho w ant to trade w ith Europe a base anyw here other than the south 
easy is not an option they w ould consider. Europe accounts for ~50%  of the U K’s 
trade so com panies w ant to situate them selves near the channel tunnel. 
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