
Supply-side policies

 Any policy whose main aim is to shift the Keynesian Long-run AS curve to the right. AS shown in the diagram (below left). AS1 shifts to AS2.

Supply-side policies

Policy How does it shift AS? Evaluations?
Education and Training+* Labour becomes more skilled. As a result, the productivity of labour should 

increase.  
Quality of education may be poor (productivity may not increase by much). People may 
gain skills that are not required in the economy. Time lag. Expensive.

Infrastructure* Infrastructure such as transportation and telecoms networks are considered 
capital goods. Therefore, quantity of capital increases. Also, it should attract 
more investment as various costs are reduced.

Potential for malinvestment (building infrastructure that doesn’t yield a return). Short-
run increase in employment (workers building the infrastructure) means there is a 
sharp increase in AD in the short-run, which may cause inflation. Time lag. Expensive.

Reducing corporation tax* Firms retain more profit at the end of the year. As a result, they are likely to 
invest more.

Firms may choose not to invest more; instead, they may increase the dividend paid to 
shareholders. Investment depends on other factors such as confidence and interest 
rates. Loss of tax revenue.

Reducing income tax / reducing 
unemployment benefits+*

Both act as an incentive to work. More people will be willing to work because 
(1) net income will rise or (2) the opportunity cost of not working has 
increased.

Depends on the changes in tax rate and/or benefits. Both policies will worsen income 
inequality. Reducing income tax is regressive. Reducing unemployment benefits may 
push people into poverty.  

Privatisation/ Deregulation++ Increased competition in markets. This leads to efficiency gains in the market.  
In the case of privatization, it creates a profit motive where there was none.  
Attracts foreign investment.

Privatisation can lead to job losses and private firms seek to cut costs. The profit 
motive can lead to reduced quality of products as well as a fall in social welfare if a 
private monopoly is formed. Foreign investment may lead to repatriation of profits and 
exploitation of workers and the environment.  

Supply-side policies can occur in labour+ and product++ markets. Supply-side policies can also be fiscal in nature. They are known as fiscal supply-side policies*.

Macroeconomic impact
A rightward shift of AS means that the maximum potential output of the economy 
has increased. There are more resources and/or more productive resources. This will 
lead to a fall in the price level (disinflation, or even deflation) and – depending on the 
intersection with AD – an increase in real GDP too. NOTE: Many supply-side policies 
will also shift AD in the short-run.

Links with PPF. A rightward shift in AS illustrates the same as an outward shift of the 
PPF boundary (see right).


