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therefore,shouldbeviewedasalong-runstrategytoenhancegrowthratherthan

ashort-runtooltoendrecession.Changingmarketincentivestoincreasethe

amountoflaborsuppliedortomoveresourcesoutoftax-motivatedinvestments

andintohigher-yieldactivitiestakestime.

Modernsupply-sideeconomicslaysemphasisonprovidingalltypesof

economicincentivestoraiseaggregatesupplyintheeconomy.Accordingto

Bethell,“Theessentialargumentofsupply-sidetheoryisthataddingtosupply

unlikeaddingtodemandisnotazero-sum task.Inordertomakesomething,a

producerdoesnotneedtobegivenanymoney.Instead,hehastobegivenan

incentive.”Incentivestoproducersareessentialtoinvest,produceandemploy.

Similarincentivesaretobegiventoindividualstoworkandsavemore.

MainFeaturesofSupply-SideEconomics:

Thegovernmentplaysalimitedroleinliberalisingmarkets,reducingtaxes

andfreeingthelabourmarket.Themainobjectivesofsupply-sidepoliciesareto

keepinflationatalow level,achieveandmaintainfullemploymentandattain

fastereconomicgrowth.

1.Tax-inducedChangeinAggregateSupply

Supply-sidersregardtaxcutsasaneffectivemeansofraisingthegrowthrate

oftheeconomy.Toassessthelikelyeffectsoftaxreductions,theydistinguish

betweenincomeandsubstitutioneffectsofacutinthemarginalrateofincome

tax.Itisonlywhenthesubstitutioneffectofataxcutislargerthantheincome

effectthattherewillbeanincentivetoworkmore,therebyleadingtoreductionin

unemployment.

Areductioninpersonaltaxratesincreasestheincentiveofpeopletowork

and save more.High savings reduce short-term interestrates and lead to
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8.DeregulationandPrivatisation:

Deregulationandprivatisationareimportantsupply-sidepolicies.Theyare

usedtoencouragemorecompetitionwithintheeconomy.Removalofpublic

sectormonopoliesandsaleofpublicsectorenterprisesandtransferofpublic

utilitiesinprivatehandsleadtoincreaseinproductiveefficiency,widerconsumer

choiceandlowerprices.

9.FreeTradeandCapitalMovements:

Freetradeandfreecapitalmovementsamongcountriesareanotherpolicy

measureofsupply-siders.Theremovalofexchangecontrolsandfreeinflowand

outflow ofbothshort-term andlong-term capitalleadtothemaximisationof

outputandgrowthbywideningmarketsandcheckingmonopolies.
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