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At the end of this lecture series on Supply-Side Policies, you should be able to:

1. Explain the general objective of supply-side policy

2. Analyse the impact of these policies on cost of production, productive capacity, level of
technology, degree of competition trade in goods and services and level of enterprise using AD-
AS analysis.

3. Explain the various types of supply-side policies — for example, supply-side tax cuts,
deregulation and competition policies, elimination of structural bottlenecks, removal of
bureaucratic red-tape, promoting labour mobility and productivity.

4. Explain examples of supply-side policies implementeq by th_e Singapore government.

5. Discuss how governments use supply-side policies (impacting AS) to achieve macroeconomic
objectives. o

6. Evaluate the effectiveness of supply-side policies — for example, accuracy and availability of
information, time lags, uncertainty of outcomes, policy acceptability and policy conflicts.
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1 Introduction

Prior to the Great Depression in the 1930, public policy was shaped by the views of
classical economists who advocated laissez-faire and the belief that recessions were
short-run phenomena that corrected themselves through free market forces.
Discretionary fiscal policy was seldom used to influence the performance of the
macroeconomy explicitly.

Following the onset of the Great Depression,
dominated by discussions of aggregate demand,

monetary and fiscal policies. However, during the 1970s, the problem was stagflation:
slow growth and high inflation. Demand management could not solve stagflation: an
increase in AD would only worsen inflation while a decrease in AD would worsen
unemployment. The solution to stagflation was to switch from demand management to
*supply-side policies”. The logic was powerful: The only way to achieve lower prices and
higher output was to make economies more productive.

Governments across the world have increasingly focused on supply-side policies; these
are policies designed to increase the potential output of economies and hence long-run
aggregate supply. This focus has reflected the resurgence in interest amongst academics
in the determinants of growth and, in particular, attempts to gain a better understanding
of the sources of productivity increases, such as technological progress and innovation.

2 Objectives of Supply-Side Policies and its Impact

Most governments believ side performance is the key to achieving
sustained growth without causing a rise in inflation. Supply-side economic policies are
therefore designed to improve structural long-term performance of an economy, in
other words, to improve the productive capacity of an economy by increasing the
quantity, quality and mobility of factors of production in an economy.
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Figure 1: Rightward shift of AS Curve
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Figure 2: Rightward and downward shift of AS Curve

concepts to focus on therefore are incentives, enterprise, technology, mobility,
ﬂ:xlbllity and efficiency.

[Sectional Summary:

& The key objective of supply-side policies is to improve the structural long-

" term performance of an economy

& When discussing the effect of supply-side policies, an attempt should be
made to link to one of the three possible effects of the policy on the AS
(on per unit COP/ on productive capacity/ on technology)

3 Types of Supply-Side Policies

There are two broad approaches to supply-side policies: market-oriented policies and
Interventionist policies.

3.1 Market-oriented Supply-Side Policies

Market oriented supply-side policies aim to reduce the role of the government and
enable the market to work more freely by putting more emphasis on market incentives
and competition. They are designed to give the private sector more freedom. Such market
oriented supply-side policies can be targeted at the product or labour markets.

3.1.1 Market-oriented Supply-Side Policies for Product Markets

::"OdUCt Markets refer to markets in which all kinds of goods and services are made and

raded, for example the market for airline travel;, smart-phones, new cars; pharmaceutical

g’ol"_dflms and the markets for services such as banking and mortgages. Supply-side

emlt:les in product markets are designed to increase the degree of competition and
clency in product markets,

\
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" Privatisation

ole or in part, of public enterprigeg to
Privatisation Is defined as the ‘&l:'t:‘n:?“ of state-owned assets from the public sect::r
private sector. Thus, Wﬂ of privatisation believe that the private sector ang the
to the private sector. % are a better Incentive for businesses to pe .
discipline of free marke! chieve improvements in economic weffare, Privatisation is
efficlently and ""9'9":‘ :upply-side policy designed to drive competition ang reduce X.
regarded 8s xl:"hj?m, ing dynamic efficiency. This is because private companijeg have
Whmﬂve to be more efficient.

and without government funding, the fim my
With private mmmuds;::‘dmo competitive pressures. This gives the firm ufet
e ovlm Xdnefficient by cutting costs in order to be profitable ang SUrvive
iy ::: result, the unit cost of production falls and there is a downward shift
the competition. The profit-maximising firm will also have greater incentive ang abili
of the AS G';’;' ly efficient by innovating to develop new or better products and ﬁnding
to be """"u pm!; ucing goods and services. For instance, innovation and investment in
st and technology may enable an increase in labour productivity (meaning
""hmmm,sm output per worker in a given time period) which can cause the AS curve to
::,:m to the right. Hence privatisation can lead to a rightward and downward shift of the
AS curve from ASq to AS1 (Figure 2).

rs, many former state-owned businesses have bgen
Mmyum.yl?the UaK'.wthe process has led to a sizeable reduction
public sector. State-owned enterprises now contribute less than 2% of GDP and less than
1.5% of total employment.’ In Singapore, Singapore Telecommunications (Singtel) was

privatised in 1992, while the Singapore Mass Rapid Transit Corporation became private

in 1998. In both cases, the rationale was for more efficient operations by the private
seclor,

Privatised acrosg
in the size of the

However, some may argue that the transfer of ownership merely replaced a public sector
monopoly with a private sector monopoly that then required regulation. Moreover, there
have been instances of state assets that were sold off by the government and that the
consequences of privatisation have been a decrease

in investment and large-scale
reductions in employment as privatised businesses have sought to cut their operating
costs.

b. Pro-competition policies

Pro-competition policies aim to promote greater freedom and com
sector. Greater competition (arising from successful implementati
policies) forces fims to be more efficient in the way they use scarce resources and gives
firms incentive to reduce cost of production to retain market share. Firms will have greater
incentive to be less X-inefficient. In addition, by innovating and investing in new products
and processes to gain a competitive edge on their rivals, not only will the overall unit

costs of production be lowered, but the productivity of factor inputs will improve which
means an increase in output per worker. Hence, AS curve will shift downwards and
rightwards (Figure 2).

petition in the private
on of pro-competition

Some examples of pro-competition policies are explained below:
() A tougher qompetltlon policy regime which includes policies designed to curb
nt litive practices such as price-fixing cartels and other abuses of a

§overnment also created utility regulators sych as The Office of Communications (OFCOM) and
~5eeing mo! P .

gas and electricity supply and g r?i«zﬁ::: lowards competitive markets in areas such as
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/:J—b—e;nsaﬂon refers to the opening up of market
pereguilﬁac::“"';? emoving barriers to entry to new firms through lifting ei,;?hggm:gz
mPet:ons 1o entry such as patents for certain regulated industries induces
resmcbent firms to become more efficient to survive the competition arising from
jncum 4 more innovative firms entering the industry. This could lead to a
newerl nd rightward shift of the AS curve. Liberalisation of markets also

e ;
downwardes W&MME Potentially enabling productive

ragd
;‘;g;ty to expand.
in Singapore include the deregulation of the telecommunicatio

Exa,-,-.te;eisn 2000, which terminated Singtel's monopoly on the domestic mam::
i"d:sauo wed other telcos to operate. The Energy Market Authority has
an ressively opened the retail electricity market to competition, greatly reducing
progrmm)po'y power of the §imapore Power (SP) Group. Since 1 April 2018, the
::3" T of the Open Electricity Market has enabled households and businesses

to exerell their choice in buying electricity from a retailer at a price plan that
pest meets their needs.
g freer trade between nations via reduction or efimination of tariffs or

ctions on imports creates competition for domestic producers. In order
omestic firms need to be less X-inefficient and more dynamically

@in

promoting
(1) other restr

to survive, d

efficient.
However, in the long run, there may be a re-concentration of the market as uncompetitive
firms incur losses and .Ie_ave the industry. The danger of larger and better established
foreign or local firms gaining at the expense of small local firms may also occur especially
in today’s globalised economic environment.

34.2 Market-oriented Supply-Side Policies for Labour Markets

In terms of labour markets, supply-side policies generally increase labour market
flexibility and improve the quality and quantity of labour in a given country.

a. Reducing the power of trade unions

Overly aggressive trade unions are a barier to the free working of a labour market as
these unions tend to push the wage above the market equilibrium, and, in the 70s
especially, were quite disruptive in terms of going on strike.

By reducing the ability of trade unions to unilaterally raise wages, firms now face lowered
labour costs and thus their profits will probably rise. If the monopoly power of labour is
reduced, the extent of wage-push inflation will also be reduced (Figure 1). This could
encourage and enable more investment and hence increase the productive capacity of
the economy (Figure 2).

rltdthe same time, imposing restrictions on their ability to take industrial action helps to
uce / eliminate the incidence of work stoppages or industrial strikes so that loss of

Output due to strikes is prevented. Overall, this increases efficiency of firms as less time
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Is lost to strikes.

Improved partinerships between trade unions and employers can make a big contribution
to raising productivity and improving the flexibility of workers in their jobs. In Singapore

the tripartite policy ensures harmonious industrial relation between the employeré
(represented by the Singapore Employers Federation), the workers (represented by
NTUC) and the government (represented by the Ministry of Manpower). Representatives
from all 3 parties sit on the National Wage Council (NWC).

b. Tax cuts
(i) Effects on labour supply

Besides increasing aggregate demand, reducing personal income tax has the supply-
side effect of encouraging workers to work and save. This is based on the belief that high
1ax rates are disincentives to hard work and induce people to work less. A cut in marginal
tax rates increases the attractiveness of work and simultaneously increases the
opportunity cost of leisure. Hence, individuals will substitute work for leisure. This may
lead to people working longer hours, an increase in the number of workers entering the
workforce, a greater incentive to be more productive in their work, a rise in employment
(assuming wages are flexible) and a rise in productive capacity, leading to a rise in
aggregate supply (Figure 1).

(i) Effects on capital accumulation

Lower corporate tax provides an incentive for entrepreneurs to increase investment. If
gross investment is greater than replacement investment, net investment will be positive
which will increase the capital stock in the economy. As a result, productive capacity can
increase. In addition, with greater accumulation of machineries, there will be an
improvement in the capital-labour ratio. As a result of capital deepening, labour will
become more productive, meaning output per worker increases, hence productive
capacity increases as reflected by a rightward shift of the AS curve. (Figure 1)

Hence, with the acquisition of more fixed capital assets, the ability of the economy to
produce goods and services in the future will increase. As such, it will allow the AD to
increase continuously without fueling rising GPL. Hence, the economy can enjoy
sustained economic growth as a result of both actual and potential economic growth
when the productive capacity expands. The potential economic growth is reflected by the
increase in the full employment level of national income in the economy when the
productive capacity expands.

However, having a low tax rate as well as a range of tax and financial incentives alone
are not sufficient to encourage foreign direct investment to raise a country's productive
capacity. Tax incentive wars™ between countries may arise as they compete fiercely for
foreign investment and talent. Thus, other factors such as political stability and having a
conducive business environment (transparency in government regulations, ease and
availability of credit, protection of intellectual property rights etc.) are just as critical, if not
more so. In addition, despite the cuts in marginal rates of income tax in many countries,
it has been commonplace for these to be offset by significant increases in other taxes.

c. Cuts in welfare benefits

The existence of a wide variety of income redistribution programmes has eroded the
incentives to work in welfare states. Overly comprehensive unemployment compensation
or benefits and welfare programmes reduce the incentive of unemployed labour to
reJoin the workforce and become economically active again. Thus, cutting such
programmes may in fact stimulate some of the unemployed to find a job, thereby

® In response to such damaging “tax-incentive wars", the Organisation for Economic Cooperation
and Development (OECD) is working towards a global minimum tax rule.
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- willingness of these people to work and accept jobs at lower wages
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HOY opulous: - ically disadvantaged and building social cohesion. This is g the more
the 'l)n gthe ecO'_:‘t of the widening income inequality experienced by countries ay over the
helP™ nt in lig the government has been trying to ensure that there exists a social

m‘:l%':-a'" Sln%:gtotfése who are disadvantaged will not be left behind,
net O
safet)'
ary: . i 2
secﬂ""a' S:;"g ﬁguted Supply-side policies influence aggregate supply through
& Mnaa'b"ng market forces to work more freely in both product and laboyr
e
mar kets-

Policies may have an impact on either per unit cost of production and/or
@ ve capacity. iy L bk
producfli“:t markets, such policies include privatisation, deregulation and
etition policies and enpgurqglng entrepreneurship.
coT:bour markets, such Qollcles include reducing the power of trade unions,
2 il:come policies, supply-side tax reforms and reducing welfare benefits,

2 interventionist Supply-Side Policies
3.

st to market-oriented policies, interventionist supply-side policies involve direct | note:
in contf:’ent intervention in markets. These policies rest on the view that the free Interventionist supply-
fails to achieve certain desirable outoor_nes such as low unemployment rate, side polidies such as
market 1805 ntive for education and training, investment and research sl s el Vsl kig,

I p : d ts f
adeq;at;ent. Such limitations o_f tr]e free market provide the case for government ?r:mﬂy a.;'&iﬁ“
ﬁf;:ve'r’lﬁon to stimulate supply-side improvements. the exams.
in

a Education and Training

One of the objectives of the manpower pol!ces is to re_duce labour market imbalances or Recall:

pottlenecks. This can be agh.leved through investment in human capital via education and Whatis the

training. Interventionist policies are required because firms may be unwilling to invest in microeconomic
training their workers, as the benefits to them would be lost when workers leave their :J":\":o‘; ;:‘5’7""“'3 of
firms. Nonetheless, education and training can help to improve the skills and quality of

the work force, benefitting society as a whole. Educational policies designed by the
government can thus be geared towards meeting the needs of key industries.

Refreshed CET

The Singapore government has an array of education and labour policies to ensure that Masterplars:

all workers have opportunities to train and upgrade themselves and such that the skills
of workers remain current. These include:

* Continuing Education and Training (CET) 2020 Masterplan

* Developed by the Singapore Workforce Development Agency (WDA), it outlines
broad strategies for keeping our labour force competitive. The Continuing

Education and Train ing (CET) Masterplan was also developed to enable workers
to find their niches, seize opportunities in new growth areas and remain relevant
and employable in Singapore's vibrant economy. In this, the government
Partners leading education and training providers, from both the public and
Private sectors, to set up quality CET centres that offer high quality and industry-
rele\{ant training courses, where Singaporeans and PRs get to enjoy 90%
funding support for training programmes.

¥ Due ¢ .
lmplemgn(t:olrr;er"s over the negative impacts on the unemployed, some countries are trying to

fegularly. H versal basic income, where every adult citizen receives a set amount of money
© Ramoe——ever, evidence is still lacking on whether such policies work.
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o Skills Development Fund (SDF) - Offers subsidies of up to 90% of training costs

o Applied Study in Polytechnics and ITE Review (ASPIRE) (2015) - Aims to have better
structured internships for Polytechnics and ITEs with closer industry relevance

o  SkillsFuture (2015):

e SkillsFuture credit: All Singaporeans aged 25 and above will be given $500 worth
of credits to be spent on registered training and upgrading courses.

e SkillsFuture Study Award: This is for early to mid-career Singaporeans who are
committed to developing and deepening their skills in key sectors and have
relevant working experience in such sectors. Recipients receive a monetary
award of S$5,000, which one can use to defray out-of-pocket expenses
associated with the course that one will be taking.

However, the effectiveness of skills upgrading largely depends on receptivity of workers
which is dependent on a combination of factors. For instance, brain plasticity tends to fall
as age increases past 25 years, hence some adults may face more difficulty in absorbing
new knowledge and in leaming new skills. Hence, the additional effort may deter some
from actively participating in retraining and skills upgrading programmes. Older workers
might also have less incentive to retrain because they have fewer working years,
Furthermore, retraining entails an opportunity cost, low skilled employees may not see
the need for training if they deem that their jobs do not require higher skills and if they
perceive that there is little opportunity for progression. Hence such schemes may not
necessarily achieve their intended effects of increasing the skills levels of such workers.

Besides, skills training and upgrading is long term in nature as it takes time to acquire
new skills and to be adept at them, hence the policy may not be as effective in addressing
issues in the short run as results will only materialize in the long term. There may also be
the problem of a loss in productivity of workers during training since they will not be at
work and this could potentially reduce profits for the firms and hence reduce employers’
incentives to send their workers for training, defeating the purpose of such programmes.
In addition to all the above limitations, it is perhaps also important to note that the burden
of financing course subsidies falls on the part of the govemment.

Case study on Singapore:

Progressive Wage Model

The Singapore Ministry of Manpower (MOM) has adopted the progressive wage model
(PWM) to provide more sustained support for lower-wage workers in order to ensure
that growth is inclusive.

Under PWM, firms are mandated to pay workers in cleaning, security and landscape
sectors a minimum entry-level basic wage based on their skillset. For instance, general
cleaners employed under government contracts must be paid a basic wage of at least
$1,200 per month. In addition, wage ladders and training and career pathways enable
workers to upskill to achieve greater career progression to earn higher wages in the
future. The PWM is currently being implemented in the landscaping, cleaning, and
security industries.

The PWM is deemed to be both pro-equity and pro-growth because the PWM helps to
increase wages of low-wage workers through upgrading skills and improving
productivity. The PWM benefits low-wage workers by mapping out a clear career
pathway for their wages to rise along with training and improvements in productivity
and standards. Higher productivity not only improves business profits for employers
and better service standards and quality for service buyers, but also increases
productive capacity of the economy. (Diagram 1)
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ot without its limitations. Increased productivity from T
o the P t b: ?mpossible to achieve due to a lack of room for hcrea'g:‘lj
Howe‘/obs migh \ance, if 8 dishwasher can only wash 40 dishes an hour with current
wad? jc)’- For In® there is no way for the PWM to raise that rate to increase the
efﬁdar;ogy. en uctivity. Hence, while the PWM can lead to a reduction in income
chno her' rodt improve potential growth. One Way to increase the prodyctivi
was il '\11\?0 rkers Is to increase the technological capabilities of that worker

equd” "’ vage itself to invest in better technology and to allow
in w- ndustry fter training. workers to

q
458 the imp'
/ME;‘:‘;’; Research and Development (R&D)
Grants

ent (R&D) refers to innovative activities undertaken by

b- m .
D;;’:;orsments to develop new products, improve existing ones or lower
r

production.

the U to innovation are risk aversion, uncertainty about the outcome of
piggest ba high-skilled workers to carry out R&D and a lack of information on
The D%lack of Qa rkets. Though economically desirable to society, R&D may be
hnology dt:t")'e for a firm. Hence, the government may sponsor R&D in certain
tec 5 unprofi rospace or life sciences to spur more R&D efforts in such areas where
pmtﬂes like ae tially large external beneﬁt_s. Successful R&D efforts leading to
in e 8 Otenakthfo ughs help raise productlve_ capacity in the economy and lower unit
:g‘e;hno iG?"ut::ﬁeon This results in an outward shift of the AS curve (Figure 2).
of pro '
costs singapore government unveiled the new Research Innovation Enterprise
in 2016 the with a $19 billion commitment to support R&D efforts over the next five
20 Plaﬂsearch Incentive Scheme for Companies (RISC), launched by the
yea The Rzomic Development Board (EDB), is aimed at encouraging companies in
singapore cooon duct or expand their research. and development (R&D) activities in
singaporé tote chnology. This includes co-funding project costs such as manpower,
science nd uitancy and software. The government will also sustain R&D spending at
t,aining.o 00';50 o, of GDP. This is more than thg UK, but comparable to the US and public
:;l:‘ ;" ir-l oﬂ:er research-intensive economies.
spe
vestment often involves risks too. The projects that claim to be developing
h" or "revolutionary” technologies get approval quickly. The results of R&D
ranteed and there is a possibility that R&D efforts might not yield any results
are qof gua essive government support. There is also a long gestation period before
desptteff agg;re able to yield tangible and impactful results. At the national level, though,
ﬁ%:n:ﬁts of investment might well have substantially outweighed the costs and thus it

would be socially desirable for firms to have taken the risk.

However, in
*preakthroug

c. Encourage Small Business Start-Ups / Entrepreneurship

ly-side measure for the product market is to encourage people to beco.me
::ﬁg:?:;::ﬁg?mis can be done through the extension o_f loans and provision of technical
expertise and support for new start-ups and small businesses. Govemmem§ may also
choose to remove bureaucratic red tape to increase the ease of doing business. The
entry of such innovative new firms inject more competition into the industry. Furthermore,
start-ups often bring with them new technology and new methods of prqductnon which
increase productivity (thus reducing per unit costs) and boost the productive capacity of

the economy (Figure 3).

I Singapore, the government helps SMEs through statutory boards and trade

associations and chambers (TACs). Examples of statutory bgards include E_ntefpfl(-';»e

Singapore and the Infocomm Media Development Authority (IMDA) while tra et

associations include the Singapore Manufacturing Federatjon (SMF) and the Restat:il;la:s
ociation of Singapore (RAS). Specifically, Enterprise Singapore offers tax incen
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and grants for productivity improvement expenses (e.g. the Productivity Solutions Grant),
and together with local banks, also jointly offer loans at attractive interest rates under the
Enterprise Financing Scheme (EFS).

However, despite the fiscal boost In terms of government subsidies and grants available
to new start-ups in Singapore, the high expense and effort of starting a business, the high
risk involved and the high number of failures often deter potential entrepreneurs from
taking the plunge. An average of 30% of Singaporean start-ups fail within the first 3 years,

d. Nationalisation

Nationalisation refers to the government taking over strategic industries like the
transport and telecommunications industries Into public ownership. Through
nationalisation, having certain key industries under pubfic ownership may result in higher
investment than if they were under private ownership. This could be because
governments' greater financial abilities relative to a poorly performing private company,
or because of better coordination within the industry and greater internal economies of
scale reaped as a result of nationalisation. The higher investment results in increased
productive capacity, causing a rightward shift of the AS curve (Figure 1).

In Singapore, public utilties and port operations are nationalised industries controlled by
the Public Utilities Board (PUB) and the Port of Singapore Authority (PSA) respectively.
The PUB was nationalised due to the various levels of coordination required in the
collection, production, distribution and reclamation of water in Singapore. There are also
significant internal economies of scale to be reaped in both industries, as their operations
involve large and indivisible machinery and equipment that are more efficiently used
when larger outputs are produced.

However, there is an opportunity cost of spending tax revenue on the nationalised
industry. Furthermore, inefficiencies may arise from government ownership as there is a
lack of incentive to reduce costs and diseconomies of scale that arise from overstaffing,

Other labour market policies
a. Income policies (Wage Guides/ Flexible Wages/ Wage Freeze)

The basic wage guidepost is that wage rates in all industries should be flexible, i.e.
rise in accordance with the rate of increase in labour productivity in different industries.
Wages are allowed to rise but should lag behind or at best, keep pace with the rate of
productivity growth. This is to ensure that increase in unit labour cost is not higher than
increase in labour productivity. This prevents AS from falling due to rising cost of
production.

In Singapore, the NWC was designed to bring wage increases in line with national
productivity growth. The NWC improved the flexibility of the labour market as it was
willing to accept various wage recommendations that have helped the economy to get
out of the recessions of 1985, 2001 and 2003. Voluntary wage restraints such as the
2-year wage freeze for civil servants and the reduction in employers’ CPF contribution
rate from 25% to 20% were used during the 1985-86 recession.

The wage structure in Singapore has variable components that allow for flexibility of
wages. The Annual Wage Supplement (“13th month payment’) and bonuses allow for
firms to vary the annual wages of employees. In 1999, the Monthly Variable
Component (MVC) was also introduced to allow wages to vary from month to month.

However, wage guides are voluntary while variable wage components are negotiable.
Voluntary wage guides face the issue of non-compliance, especially since trade union
leaders would have to abandon their primary objective of negotiating for higher labour
wages. Thus, voluntary cooperation from trade unions may be limited. For policies
such_ as flexible wages and wage freeze to work, workers themselves much be
convinced of the necessity of such policies and accept them in view of the long-term
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4 Effects of Supply-Side Policies on the Economy
41 Effect on Growth & Inflation

Supply-side factors often help to explain why some countries grow faster than oth
the fong run, the growth of. an economy is determined by supply-side factors ers, In
technological progress, capital accumulation and the size and quality of the |ab05ru?:r as

ce.
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Furthermore, if there is an increase in Aggregate Demand from AD1 to AD; as shown j
Figure 3. Without any supply-side growth, the increase in AD will result in a higher genn .
e level from OPo to OPs. To avoid inflation, the economy must achieve SUpply_se':’al
_ Inflation is avoided as the general price level retuns to OPo and both actual “;Ye
to 0Y;) and potential (0Yro to 0Ye1) growth are achieved. .

On the other hand, if inflation is caused by cost-push pressures, supply-side policy can
help to reduce it by:

{a) Reducing the power of unions and/or firms (for example, through the use of anti-
monopoly legislation) and thereby encouraging more competition in the supply of

labour and/or goods.
(b) Encouraging increases in productivity through retraining, or by investment grants to

firms, or by tax incentives, etc.

L]

Figure 3 Sustained Economic Growth
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system. If good quality e.ducattop. can qnly be ac_cessed .by chi[dren from wealthier
families, it undermines social mobility and Increases income inequality regardless of how
hard one works. Therefore, developing national educa)t]on'plans that focus coherently
and comprehensively on identifying pre-existing inequalities in education will improve the
labour mobility, promoting inclusive economic growth.

Furthermore, supply-side measures for education can be made more efficient and more
supportive by allocating a larger share of educational resources towards primary and
secondary education to provide individuals with the basic literacy skills. However,
perceptions of parents and individuals towards education and retraining, as well as the
private costs involved in participating in these activities may hinder government's efforts
in promoting inclusive economic growth. The Covid-19 pandemic has resulted in higher
income inequality and weakened the foundation for inclusive economic growth. For
example, the low-income households were not able to adapt to the learning adjustments
made during the pandemic and limited capacity to participate in online learning options,
which resulted in lower employment opportunities for them. Therefore, enhancing the
access to good quality education is important for enhancing human capital that allows
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tghaep low-income and low-skilled workers to bargain for higher wages, reducing the income

b) Effects on Sustainable Economic Growth

Certain supply-side policies also have the effect of improving the productivity of lower-
wage workers, which addresses the issue of inclusive growth. Grants for R&D to switch

to cleaner methods of production also reduces negative externalities in producti
more sustainable growth, = production for

42  Effect on Employment

When structural unemployment exist, job vacancies are not filled despite the existence
of unemployrpent as there is a mismatch of skills. Supply side policies like provision for
skills upgrading and training help to make workers more responsive to changes in job
opportunities and also make them more adaptable and mobile as they pick up new skills,

V!ﬂwn thqre are imperfections in the labour market due to strong trade unions, supply-
side policies that reduce the monopoly power of unions moderate the wage increment
demands of trade unions. This will help to bring down the level of unemployment by
reducing thq unemployment caused by excessively high wage demands of trade unions,
With excessively high wages, firms are less able and willing to employ workers,

43  Effect on Balance of Trade and Balance of Payments

Countries with successful supply-side policies that boost export competitiveness through
a reduction in per unit cost of production and/or increase product quality will see an
increase in demand for their exports and an improvement in their current account
position, ceteris paribus.

Lower unit labour cost as well as a well-educated workforce acts as a magnet for foreign
investment in the economy. Hence, supply-side policies can also affect the Capital and
Financial Account in the BOP as successful supply-side policies can incentivize foreign
firms to invest more, thus increasing FDI into the country.

44 Effects on Standard of Living

Supply side measures such as reforms in trade union practices can have favorable
outcomes on the standard of living. If reforms improve the relationship between the
employer and the worker in the long-term, trade unions can facilitate stronger contracting
and long-term job security. Furthermore, if workers are more satisfied with their working
conditions, it can help to increase job satisfaction. As a result, such reforms can help to
raise the overall non-material standard of living of citizens with lower level of stress.
Moreover, with improved partnership between employers and trade unions, there will be
a higher inflow of FDI due to greater certainty in the economy. This may create more
employment opportunities in labour intensive industries that can help to raise the material
standard of living of low skilled workers.

In countries with ageing population, skill upgrading can mitigate some of the negative
consequences of workforce aging on productivity and growth. The stock of human capital
in the labor market is therefore becoming more dependent on skill upgrading of the
current workforce. Studies have shown that cognitive skills decline with age, along with
physical strength and health. If cognitive decline threatens the productivity of older
workers and negatively impact older workers' employability at the individual level. As
such, supply-side measures such as training and re-training could then be effective tools
to slow or even reverse the decline in older workers' cognitive abilities and allow them to
eam a steady stream of income to maintain their standard of living.

For more details, see the discussion in Section 2.6.1 under Fiscal Policy.
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A GENERAL NOTE: THE LINK BETWEEN DEMAND SIDE AND SUPPLY
SIDE POLICIES

discretion

Policies can have BOTH demand side apd supply side effects. Thus, it is important for
governments to take secondary effects into account when working out their economic
strategies. For example, demand management policies can have supply side effects. If
a cut in interest rates boosts investment, there will be a multiplied rise in real NY (a
demand side effect). But that rise in investment will also lead to increased productive
capacity (a supply side effect). Likewise, many supply-side policies involve increased
government expenditure. This is true for retraining schemes and R&D projects. They
will therefore cause a rise in aggregate demand (demand side effect). Similarly, supply
side policies of tax cuts designed to increase incentive to work and invest (supply side

effect) will also increase aggregate demand (demand side effect).

* In your answers to essay or case study questions on policies, you are expected

to explain the primary effect arising from the policy first while keeping the
secondary effect to the synthesis / evaluative comments.
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Appendix 1: Trade Unions & Tripartism in Singapore

Trade Union:

A trade union is any association of workers or employers whosg main aim is to regulate
relations between employers and workmen for any of the following purposes:

e To promote good industrial relations between workers and employers.

« Toimprove the working conditions, as well as the economic and social status of

workers.

To increase productivity for the benefit of workmen, employers and the economy
of Singapore.

Tripartism
Tripartism in Singapore refers to the collaboration among unions, employers and the
Government. The tripartite partners are the Ministry of Manpower (MOM), the National
Trades Union Congress (NTUC) and Singapore National Employers Federation (SNEF).
This model differs from other countries — where the unions in Singapore have a close
partnership with the government, instead of an adversarial relationship.
The key tripartite issues include:

e Job re-creation

« Raising the effective retirement age

e Training and upgrading the workforce

e Fair and progressive employment practices

o A flexible wage system

Video on CET Masterplan:
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