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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 implemented by the Singapore government. 
5. Discuss how governments use supply-side policies (impacting AS) to achieve macroeconomic 

objectives. 
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 G~ Depression In the 1930s, public policy was shaped by the views of 
classical economists 'MIO advocated laissez-faire and the belief that recessions were 
short-nm phenomena that corrected themselves through free market forces. 
Dlsaetionary fiscal policy was seldom used to Influence the performance of the 
maaoeconomy explicitly. 
Folowing the onset of the Great Depression, macroeconomic discussion has been 
dominated by discussions of aggregate demand, and how to aeate more of It through 
monetary and fiscal policies. HoweVer, during the 1970s, the i:roblem was stagflation: 
slow growth and high Inflation. Demand management could not solve stagflation: an 
i'lcrease in NJ would only worsen inflation while a decrease in NJ 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 poicies designed to increase the potential output of economies and hence long-run 
aggregate supply. This focus has rettected the resurgence in Interest amongst academics 
i1 the determinants d gowth 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 beleve that Improved supply-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 mobfffty of factors of production In an economy. 

Many supply-side po6cies are mia-o-economic policies aimed at making markets and 
industries operate more efficiently and contribute to a faster underlying-rate of growth of 
real national output. 

Diagrammaticaly, 
1) An Increase In the productive capacity of an economy from YFo to YF1 is 

iDustrated by a rightward shift of the AS curve from ASo to AS1. This is also known 
as potential growth (Figure 1 ). 
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Figure 2: Rightward and downward shift of AS Curve 

concepts to focus on therefore are Incentives, enterprise, technology, mobility, ::~lbflity and efficiency. 

sectional summary: -
The key objective of supply-side policies is to improve the structural long-
term perfonnance of an economy 
When discussing the effect of supply-~ide policies, an attempt should be 
made to link to one of the three possible effects cl the policy on the AS 
on er unit COP/ on roductive ca acit / on technolo 

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 

Product markets ref er to markets in which all kinds of goods and services are made and 
traded, for example the market for airline travel; smart-phones, new cars; pharmaceutical 
pr~~cts and the markets for services such as banking and mortgages. Supply-side 
Policies in product markets are designed to Increase the degree of competition and 
efficiency In product markets. 
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L Prfvat11adan 
salt In whole or In part, of public enterprises to the 

Prtvatlsation Is defined :!:s the 'transfer of state-owned assets from the public sector 
private lldor. ThuS, ft ers or privatisation beUeve that the private sector and the 
to the private sector.~ are I better Incentive for businesses to be run 
disclplne of free market = Improvements in economic welfare. Privatisation Is 
effldently and thentb~t 

8 
ly-side policy designed to drive competition and reduce X-

regarded as an Im~ suppdynamlc efficiency. This is because private companies have lneff icienCY -,tie Im..,..., ..... g 
1 proftl ncentJve to be more efficlenL 

____ w... of resources and without government funding, the firm must 
With prlvale uwuc:11~ subjected to competitive pressures. This gives the firm the 
SUN1Ve on ls °::. X~neffldent by cutting costs in order to be profitable and SUrvive 
Incentive •~ be As 8 result, the unit cost of production falls and there Is a downward Shift 
the c:ompetitiOn. The profl-maximislng firm wlll also have greater Incentive and ability 
of the =Uy effldent by Innovating to dev~lop new ~r bette~ produ~s and finding 
ta bt .· of producing goods and services. For instance, innovation and investment in better=- and technology may enable an increase in labour productivity (meaning 
new In output per worker 1n a given time period) which can cause the AS curve to :in~ l'Jj1l. Hence privatisation can lead to a rightward and downward shift of the 
AS ane from ASo to M>1 (Figure 2). 

Ov«the last 30 years, many former state-owned businesses have b~en privatised across 
countries In the UK, the process has led to a sizeable reduction in the size of the 

many sector. State-owned enterprises now ~ntribute less than 2%_ of ~DP and less than 
o( tdal employment.7 In Singapore, Singapore Tele~mmum~t1ons (Singtel) was 

privatised ii 1992 whOe the Singapore Mass Rapid Transit Corporation became Private 
In l998. In bcih ~. the rationale was for more efficient operations by the private 
sector. 

However some may argue that the transfer of ownership merely replaced a public sector 
mouopo~ 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-campettion polcles aim to promote greater freedom and competition in the private 
sector. Greater competition (arising from successful implementation of pro-competition 
policies) forces rums to be more efficient In the way they use scarce resources and gives 
frms ilc:entive to reduce cost of production to retain market share. Firms will have greater 
ilcentive lo be less X-inefficienl 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 ilcrease In output per worker. Hence, AS curve will shift downwards and rightwards (Figure 2). 

Some examples of pro-competition policies are explained below: 
(I) A tougher ~petition policy regime which includes policies designed to curb 

anti-competitive practices such as price-fixing cartels and other abuses of a 
1 

Examples In the ~K Include British Gas, British Telecom, British Airways, British Steel, British = U: ':ional water companies, electricity generators and distributors, and the railways. 
ovem t 81 gned to break-up ltate monopolies and create more competition. The t,, w:en 54:1 created utility 199ula_tors such as The Office of Communications (OFCOM) and 

and who~~• Regulation~ (OFWAT) who have, in the past, imposed price controls 
85 and electri . In charge of over-seeing m~ves towards competitive markets in areas such as a au and ~munlcations C Ralllea ~fiOtl · 
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sition. This results!" m~re competition that not only reduces 
dort'linsnt :r of large firms to raise pnces, but also encourages compemg r.r!!: 
rosr1<et :'e efficient 
to b8 m ---::=-:-::-:=;;:::;::;;::::;::;-;:::::::;=,~-:--;-:::------

rhe c ompetition and Consumer Commission of Slnqapont 

competition Act. companies in Singapcre may be prevented from 
der (he 2~0 "e substantially lessens_ competition or a15torts IL Exceptions wl 

Lin ,glng if the roposed merger results m better economic efficiencies or great 
rtle roade if thche pice higher quality or lower costs. er 
b8 "8tl0n or _o __ • __________________ _J 
inno 

ation I Uberaff sat~on refers to the opening up c:l markets to greater 
oeregu_l Removing bamers to entry to new firms tm>ugh lifting existilg legal 
cornPe~itlon.to entry such as patents fCt' certain regulated industries Induces 
rastnctio~: firms to t,ecom_e more efflcien! to s~e the competition arising from 
incurnbe d more lnnovatiVe firms entenng the industry. This could lead to 
newer 8 ~ and rightward shift of the AS curve. Liberalisation of markets a1s! do:;:~es greater levels of entrepreneurship, potentially enabling productive 
en .. 1n1 to expand. capa ..... ., 

1 in Singapore Include the deregulation of the telecommunications 
examP 8~ 2000, which terminated Singtel's monopoly on the domestic marb~ 
indu5~flowed other telcos ~o oper8;le. The Energy Market Authority has 
and essiVely opened the retail electricity market to competition, greatly reducing 
progr nopoly power of the Singapore Power (SP) Group. Since 1 April 2018 the 
the ';: of the open Electricity ~arket h~s. enabled households and busine~ses 
1aunxercise their choice in buying electricity from a retailer at a JJice plan that 
toe . eds t,est meets their ne • 

moting freer trade between nations via reduction or eftminatlon of tariffs or :::er restrictions on imports creates competition for domestic producers. In order 
to surviVe, domestic firms need to be less X-inefficient and mere dynamically 
efficient. 

r in the long run, there may be a re-concentration of the market as uncompetitive 
Howere~r losses and leave the industry. The danger of larger and better established 
firm~ "or ._,..,.I firms gaining at the expense of sman local firms may also occur especially 
foreign -- • · t In today's globalised economic env1ronmen • 

3.1.2 Market-oriented Supply-Side Policies for Labour Markets 

In terms of labour markets, supply-side poDcies 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 barrier 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 ). Thls could 
encourage and enable more investment and hence increase the productive capacity or 
the economy (Figure 2). 

At the same time, imposing restrictions on their ability to take industrial action helps to 
reduce / eliminate the incidence of work stoppages or Industrial strikes so that los~ of 
~tput due to strikes is prevented. Overall, this increases efficiency of firms as less time 
CRames Institution 141 
Econom;cs Department 

NOii: 
More details under 
'Globalalia, a,d 
the lnlllmdll\11 
EcmOffl'/. 

R•t.r to lhe Appendix 
1 fOJ how trade uni:r11 
and tnpartsm wen In 
Silgapcn 

Note: 
Tripartism policy and 
ncomes pollde.s are 
hl!tl IY relevant 
polides i\ lhe 
Si'lgapcn caitext 

Refer II:> Appendx 1. 



Is lost to strikes. 

Year6 H2 Lecture Notes 2023 
Maaoeconomlc Pblcle,: Supply Side Po/Ides 

Improved partnerships between trade unions and employers can make a big contribution 
to raising productivity and Improving the fleX1bHlty of workers in their jobs. In Singapore 
the tripartite policy ensures harmonious industrial relation between the employe~ 
(represented by the Singapore Employers Federation), the workers (represented by 
NTUC) end the government (represented by the Ministry of Manpower). Representatives 
from aft 3 parties sit on the National Wage Council (NWC). 

b. Tu 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 beffef that high 
tax rates are cflSincentives to hard work and Induce people to work less. A cut in marginal 
tax rates Ina-eases the attractiveness cl 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 Ina-ease in the number cl 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 ). 

(II) 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 wil i'lcrease the capital stock in the economy. As a result, productive capacity can 
increase. In addition, with greater aCCllTlulation of machineries, there will be an 
inprovement in the capital-labour ratio. As a result of capital deepening, labour will 
bemme 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 Mll'e will increase. As such, it wiD allow the AD to 
inaease 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 
Ina-ease in the ful employment level of national income in the economy when the 
productive capacity expands. 

However, having a law tax rate as weU as a range of tax and financial incentives alone 
are not sufficient to encourage foreign direct investment to raise a country's productive 
capacity. 7ax incentive wars" between countries may arise as they compete fiercely for 
foreign investment and talent. Thus, dher fadors such as political stability and having a 
conducive business environment (transparency in government regulations, ease and 
availability of credit. ~ection of lntelectual property rights etc.) are just as aitical, 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 off set 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 weHare states. Overly wnprehensive unemployment compensation 
or benefits and welfare programmes reduce the Incentive d unemployed labour to 
re-join the workforce and become economically active again. Thus, cutting such 
programmes may In fact stinulate some of the unemployed to find a job, thereby 

1 In response to such damaging "tax-incentive wars", the Organisation for Economic Cooperation 
and Development (OECD) Is working towards a global minimum tax rule. 
c Rime, Institution 142 
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ductive capacity· 
pro duct markets, such policies include privatisation, deregulation and 
In pro titian policies and encouraging entrepreneurship. 
cor:ur markets, such policies include reducing the power of trade unions 
In a e olicies su -side tax reforms and reducin welfare benefits ' incom • · 

3.2 
Interventionist Supply-Side Policies 

t t rnarket-oriented policies, interventionist supply-side policies Involve direct 
In contras Intervention in markets. These poficies rest on the view that the free govem1;~: to achieve certain desirable outcomes such as low unemployment rate 
market t a incentive for education and training, investment and research and 
adequa e ent Such limitations of the free market provide the case for government 
~evelopmti·on t~ stimulate supply-side improvements. mter11en 

a. Education and Training 

One of the objectives of the !1'1anpower pol!ces is to re~uce labour ~ark~t imbala~ces or 
bottlenecks. This can be achieved through rnvesbnent rn human capital via education and 
training. Interventionist policies are required because firms may be unwilling to invest in 
training their workers, as the benefits to them would be lost when workers leave their 
firms. Nonetheless, education and training can help to improve the skills and quality of 
the work force, benefrtting society as a whole. Educational policies designed by the 
government can thus be geared towards meeting the needs of key industries. 

The Singapore government has an array of education and labour policies to ensure that 
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 Training (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 
P~rtners leading education and training providers, from both the pu_bUc and 
private sectors, to set up quality CET centres that offer high quality and rndustry-
rele~ant training courses, where Singaporeans and PRs get to enjoy 90% 
funding support for training programmes. 

1 
Due to co I tryi t irnpleme n~ems over the negative impacts on the unemployed, some countr es are ng 0 

re ulart nt universal basic Income, where every adult citizen receives a set amount of money 
CRam · H~wever, evidence is still lackin on whether such licles work. s es Institution 143 
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o Skills Development Fund (SDF) - Offers subsidies of up to 90% cl training costs 

• App6ed Study In Polytechnics and ITE Review (ASPIRE) (2015) -Alms to have better 
structured internships for Polytechnics and ITEs with closer industry relevance 

• SkfflsFuture (2015): 

• SkRlsFuture credit AD Singaporeans aged 25 and above wm be given $500 worth 
of aedits to be spent on registered training and upgrading courses. 

• SkDlsFuture 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 wiD be taking. 

However, the effectiveness of sldDs upgrading largely depends on receptivity of workers 
which is dependent on a combination cl factors. For instance, brain plasticity tends to fall 
as age inaeases past 25 years, hence some adults may face more difficulty in absorbing 
new knowledge and in learning new skiffs. 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 skined 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 skins levels of such workers. 

Besides, skills training end 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 wil only materiafize in the long tenn. 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 adcfttion to aD the above limitations, it is perhaps also important to note that the burden 
of fmancing course subsidies fans on the part cl the government 

Case study on Singapore: 

Progressive Wage Model 

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

Under PWM, fams 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 upskiD 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 
ina-ease 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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M I not without Its limitations. Increased productivity t th 
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Encourage Research and Development (R&D) 
Grants to 

a,. evelopment (R&D) refers to lnnova~ive activities undertaken b 
earch & D ovemments to develop new products, rmprove existing ones or lowey 

lo~~g . r 
c;0rporatcost of production. 
•he 1..1nlt • • k . 
u • arrlers to innovatron are rrs aversion, uncertainty about the outcome of 

e biggest b of high-skilled workers to ca';/ out R~D and a lack of Information on 
~D, 8 rack nd markets. Though economically desrrable to society, R&D may be 
: ctinolo9Y arofitable for a fi_rm. f-!ence, the goverM1ent may spo~sor R&D in certain 
,;vatelY unP rospace or life sciences to spur more R&D efforts rn such areas where 

Fndustnes Ukeot~~tially large exte~al benefrt_s. Suc~ss~I R&D efforts leading to 
t11ere ar~ breakthroughs help raise productrve_ capacity rn the economy and lower unit 
teehnol<>91cad tion This results in an outward shift of the AS curve (Figure 2) 

sts of pro uc . . 
co s·ngapore government unveiled the new Research Innovation Enterprise 
In 2016, th;, with a $19 billion commitment to support R&D efforts over the next frve 
(RIE} 202o ~esearch Incentive Scheme for ~ompanies (RISC), launched by the 
years, Th~conomic Development Bo~rd (EOB), 1s armed at encouraging companies In 
5;ngapore t conduct or expand their research and development (R&D) activities in 
Singapore do technology. This includes co-funding project costs such as manpower 
sci~~ce :nsultancy and software. The government will also sustain R&D spending at 
trarnr~~% _ 2% of GDP. Thi~ Is m~re than th~ UK, but comparable to the US and public 
abOU • •n other research-intensive economres. 
spending r 

investment often involves risks too. The projects that claim to be developing 
Howe~~ough" or "revolutionary" technologies get approval quickly. The results of R&D 
"brea t guaranteed and there is a possibility that R&D efforts might not yield any results 
are no • t rt Th • Is I · · d pite aggressive govemmen suppo ere 1s a o a ong gestation penod before 
R~D efforts are able to yield tangible and impactful results. At the national level, though, 
the benefits of investment might well have substantially outweighed the costs and thus it 
would be socially desirable for firms to have taken the risk. 

c. Encourage Small Business Start-Ups / Entrepreneurship 

Another supply-side measure for the product market is to encourage people to become 
entrepreneurs. This can be done through the extension of loans and provision of technical 
expertise and support for new start-ups and small businesses. Governments 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 production which 
increase productivity (thus reducing per unit costs) and boost the productive capacity of 
the economy (Figure 3). 

In Singapore, the government helps SMEs through statutory boards and trade 
a~sociations and chambers (TACs). Examples of statutory boards include Enterprise 
Srnga~re and the lnfocomm Media Development Authority {IMDA) while trade 
assoc,_at~ons include the Singapore Manufacturing Federation (SMF) and the ~estau~ant 
Assoc,atron of Singapore (RAS). Specifically, Enterprise Singapore offers tax rncenlives 
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and grants for productivity Improvement expenses (e.g. the Productivity Solutions Grant) 
and together with local banks, also jointly off er loans at attractive Interest rates under th~ 
Enterprise Financing Scheme (EFS). 

However, despite the fiscal boost In tenns d government subsidi~ and grants available 
to new start-ups In Singapore, the high expense end effort of starting a business, the high 
risk Involved and the high number of failures often deter potential entrepreneurs from 
ta1mg the plunge. An average rl 30% of Singaporean start-ups fail within the first 3 years. 

d. NatlonalisatJon 

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 p1vate ownership. This could be because 
governments' greater financial abUities 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 natlonafasation. The higher Investment results in increased 
productive capacity, causing a rightward shift dthe M3 curve (Figure 1). 
In Singapore, public utilities and port operations are nationalised Industries controlled by 
the Pubic Utilties Board (PUB) and the Port of Singapore Authority (PSA) respectively. 
The PUB was nationaDsed due to the various levels of coordination required in the 
oolection, 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 diseconomles of scale that arise from overstaffing. 

Other labour market po6cies 

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 slowed 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 it labour productivity. This prevents M3 from fal6ng 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 civD 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 paymenr) and bonuses allow for 
fmns to the annual wages of employees. In 1999, the Monthly Variable 
Component (MVC) was also introduced to aftow 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 cl 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 necess· d such icies and acce t them in view of the Ion -term 
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hort term cost. The employers must also show . 
even at 5 

8 wages in times of economic growth or irn Willingness to 
bene[::; or incr:~ communication _and _ cooperation among ::'9!v COfnpany 
reln5 rrnane8· C de unions are essential. Singapore is one of few cou ~mm':"t, 
perf0 .,8 rs an~ tra have been fairly successful, again due to the tripartt s ., ~ch 
ert"P'°, "e p0l1cleS e partnerships 
ttie a~he i-JWC-

b)' bSidies 10 

wage su 
b, can be defined as any transfer from the government th t Is 

e subsidle; of tabOr and/or increase take-home pay. In the mcnet :1or la= to 
W89 ce the cO. eases the demand for labour which causes the wa e . r, 8 
redL19 5ubsidY '"~e Although the wage paid by fllllls fan, the workers ~~ce~ed /Y 
~iers to incre~ th~ wage subsidy given by the government 8 a 9 er 
WV"'" t,ecause o 
"'89

8 
vid' b Id' · ain reasons for pro mg wage su s res incllde giving job oppartunities 

ne of the m O would otherwise be uner:nploy~d. In the absence of wage subsidies 
0 warf<ers wh might face long spells of inactivity or unemployment that redu th .' 
to se wc,r1<ers1 r take on jobs that wiU not realize their potential productivih,ceW err ttie pita' o th t tlal t . • .... ,. age urna~ ca . this case, have . e po en ~- increase_ workers employablrtty throu h 
fl1,1bsld1es, ind . 9• and by training opportunities associated with having a job Work g 
s . g bY o1n • ( t· I) k'U d • .- k' . ers •1earn1n ire both •hard occ~pa ,ona s ' s an. so" s ills, such as motivation and 
could a~qu workplace behavior. These d~am1c e~ects could make a temporary 
appropnate permanent effect on workers productivity and through this channel the 
subsidY ha~~ployment and the unemployment rate. 
tructure o 5 

ard the livelihoods of local worke~ amidst the economic disruptions caused 
10 sac0f~'b-19, the Singapore govemb~de_nt 1mplement7d the Jobs Support Scheme 
bY nder the scheme, wag~ su. s1 1es were p~~vided to. help reduce business 
(JSS), Ud to help viable companies tide over the msIs and minimise unemployment. 
costs an announced at Budget 2020, the ~obs ~up~rt Scheme (JSS) 11 will help 
Recent~es retain their local employees dunng th1S penod cl uncertainty. Employers 
enterpn . an 8% cash grant on the gross monthly wages of each local employee for 
will rece~:s of October 2019 to December 2019, subject to a monthly wage cap of 
the mon er employee. During the 2008-2009 Financial Crisis, the government 
$3,600 d a similar programme called the Jobs Credit Scheme which provided 
1au~che es with a cash grant This helped to defray labour costs and encouraged 
bus~ness es to retain their workers instead of laying them off In the downturn. This helps f :~~:ate increases in the unemployment rate during severe economic recessions. 

5. •iarly under the Wage Credit Scheme, the government co-funds 20% of wage 
. im~me~ts given to workers who earn less than $5,000 a month (as ex 2020 revision). 
~s reduces cost of production of firms especially during times of recession, to reduce 
unemployment. With this scheme, employers are more likely to increase the wages of 
the low-income earners since it is co-funded by the government / keep workers 
employed. This will inc~ease the wages of low-income earners / reduce the fall in 
income and reduce the income gap. 

Meaures like wage subsidies are however costly because taxpayers must face the cost 
of financing the wage subsidy e.g. with future tax increases. In addition, once begun, 
subsidies are hard to sto . 

This category of policies apply mainly to Singapore, and Is not the same as a minimum wage. 
Currently extended until end of 2022 only. 
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r5e~ct1:i. i:on=a:i1cs~um:::m;;a;ry-;;:-----------------=-
Interventionist supply-side policies involve direct government lnte 
markets as that faD to achieve certain desirable outcomes. rventlon In 
Some examples of such policies include education and training 
nationalisation end grants to encourage R&D. ' 
Collectively, these po6cies may put a strain on government budgets Th 
governments should determine the poftcy's suitability before putting ·it I US, 
action. nto 

4 Ettects of Supply-Side Policies on the Economy 

4.1 Effect on Growth & Inflation 

Supply-side factors often help to explain why some countries grow faster than th 
the long run, the growth rl an economy is determined by supply-side factor: ers. In 
technological progress, capital accumulation and the size and quality of the laboi~f !!~ 
Workers wm becOme more skilled and efficient In their assigned responslblllt 
with retraining, education and the ability to work with machines to enhan les 
productlvity. As such, output per unit of input wm increase. Therefore, as the q:ntytheir 
the workforce improves, the productive capacity of the economy will expand of 
shHt the AS curve to the right from ASo to AS1. Furthermore, re-training and ~

nd 

upgrading of workers can also raise labour productivity. If labour productivity rs lls 
outpaces wage growth, unit labour cost is lowered as wen, and overall AS curv: :h~h 
outward (Figure 2). s 

Furthermore, if there is an increase in Aggregate Demand from AD1 to AD2 as shown . 
Figure 3. Without any supply-side g"?~h, th~ increase in AD wiU result in _a higher gener~ 
price level from OPo to OP1. To avoid inflati?n, the economy must achieve supply-sid 
growth. Inflation is avoided as the general pnce level returns to OPo and both actual (OY,e 
to OY2) and potential (OYFO to OYFd growth are achieved. 

0 

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. 
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Economic Growth 
l"c1usfve oo . 

effec;ts !ties, especially vocationally oriented education for those Wh 
,) irting opP0 ~U:Ustry, can improve the occupational mobility of workers in th~ 

"ed tr8 
1,, 8 n old in to reduce the problem of structural unemployment and 

1r11P'°1161r Job r,,ls he1Pf utput that can result from unemployment as finns wru also be 
,osB ~r11Y toO~f potentla :Ore productive local workers Who now possess better set of 
8c;on c;e 10s• to hire the d workers can now move to higher value-added industry that pay rsd" wflllrt9 10w-skllle 
,,,0,e 5uch, 
1dtfs, AS1gtier, · ·t Th f W d · s "c;tl t, r lnal Product1v1 y eory o age eterm,natlon, wages are 

r11 . to ttie ~a 1o the marginal pr?duct of the labour and hence the theory 
c0rd~ng d according 8 positive correlation between labour productivity and wages. 

J\Cterfl1,ne (hat ther~,/~e tow-skiffed workers grow faster than the high-skiRed workers 
dB stulates if wages wage gap between these workers. As such, it wm also reduce th~ 
~ 8,eforebe 8 srna118; rve to promote Inclusive economic growth. 
,118re wi~equalitY an se 
lflc;0fl18 mment has introduced more targeted supply side measures to 

pore, the g~veamongst the most vulnerable groups such as the lower-income 
111 Si11g~ocial rnoblh Yeans. Measures such the Workfare Income Supplement (WIS) 
6nstJ'~erlY Singap~; the wages of older low-wage workers in their working years. For 
and e 8 9upplernenhat may require more help,. the P~ogress~e Wa~e Model (PWM) helps 
scl18rri rs In sectors t f workers through upgrading skins and improving productivity, hence 
warf<e ease wages O gap and fostering inclusive economic growth. to incr the income 
,-educing 5 such as skills deepening can reduce labour market rigidities and 

pty-side meas~~~ity by allowing work,ers to respond to jo~ opportunities that perhaps 
~upaase labo~r m nces in early education and school quality are the most important 
,ncr higher. oiffer:,buting to persistent inequality across generations. As such, 
:~ponents . c~~ucation, beginn!n~ in ea_rly .c~ildhood can increase economic mobility, 
1 vestments ,n. reased productivity of 1nd1v1duals. Consequently, allowing them to 
~tribute to. inh~r wage and narrow the income inequality, fostering inclusive economic .... and a h1g com .. , 
growth. . . . . 

it ducation act as a leveler and equalizer ~ 1n society. In most countries, 
Goocf..qual Y f nto rich families will go to the best possible schools and attain academic 
children open multiple opportunities for them. Such inherited privileges are not 
grades i8 children born into poverty. They are already disadvantaged the moment they 
aceo

rd
~ a~d struggle in over~owded sc~ools that _lack tr~i~ed and qualified teachers. 

are bO bly educational inequalities result in income inequalities that must be addressed 
f ~evit~ ctive and large-scale supply-side measures. Governments can take necessary 
with e r:s to remove the segregation and stratification that prevail in the education 
::~:~. If good quality e~ucatio~ can ~nly be a~ssed . by chi~ren from wealthier 
f y miUes it undermines social mobility and increases income inequality regardless cl how 
:Srd 0 ~8 works. Theref?"e, ~e~eloplng ~at!on~I edu~t_ion . plans th~t f oc_u~ coherently 
and comprehensively on identifying pre-existing inequalities m 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 
m~de during the pandemic and limited capacity to participate in online learning options, 
wt11ch 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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the low-income and low-skilled workers to bargain for higher wages, reducing the Income 
gap, 

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 cl inclusive growth. Grants for R&D to switch 
to cleaner methods of production also reduces negative externalities In production for 
more sustainable growth. 

4.2 Effect on Employment 

When strudural unemployment exist, job vacancies are not filled despite the existence 
of unemployment as there Is a mismatch cl 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. 

When there are imperfections In the labour market due to strong trade unions, supply-
side po6c:ies that reduce the monopoly power of unions moderate the wage Increment 
demands of trade unions. This wil help to bring down the level of unemployment by 
reducing the unemployment caused by excessively high wage demands of trade unions. 
With excessively high wages, firms ~e less able and willing to employ workers. 

4.3 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 cl 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 wel as a well-educated workforce acts as a magnet for foreign 
investment in the economy. Hence, supply-side poficies 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 FOi into the country. 

4.4 Effects on Standard of Uvlng 

Supply side measures such as reforms in trade union practices can have favorable 
outcomes on the standard cl 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 overan non-material standard of IMng of citizens with lower level of stress. 
Moreover, with improved partnership between employers and trade unions, there will be 
a higher Inflow of FOi 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 skins 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 
earn 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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of supply-side Policies 
Jtatlons 

l..l ,n I uffi . 
6 on their own are ns 1c1ent to help an econom ach" 

fdB retorm~d also be a sufficiently high level of aggregate d! ieve sustained 
S"pplY'-1118re shodu cause actual economic growth. mand so that shifts 
r0wft'I• p.AS woul 
tt'IB '- f the various supply-side policies depends on th 

6c;twen855 ';,nation to the government in deciding on the e acc~racy and 
ft18 e:Ult>' of lr1f~n implementation. Moreover, supply side polici:propnate policy 
'"'"' res and_ up tor Its effects to be felt. Therefore, a far-sighted and st ~sually take a 
(11es~~IY 1on9 t';1ethe 1ong term Is required for the implementation of su;t-y le ~ovemment 
,e,stW c;an ptan o,r ome supply side policies also tend to be uncertain -side P06cies. 
wfllcfl tJtCO,rieS O S · 

1J18 ° ide policies also have certain trade-offs. For example wtfle . . 
8 

suppfY·S olicies and tax cuts may benefit from greater effici;n 
1 
. Pnvallsation 

~rnpetiti0~~ates Income inequalities as it may result in the form:~~ ~~ea m~rke~ 
p s often exa monopsony' where the owners and top-level executives of the fi~nvate 
t/11 c,polY or t the expense of consumers and even lower-wage workers I th eam rno~ bOnuses a n e firm. 
181'9 hand, the pWM may e~courage_ greater productivity and upgrading of skills 
on tt'IB other lls higher costs cl business, which may negatively impact the cost ct r I ' 

t 81so enta , competitiveness globally. rv ng 
bU s ·ngapore s ,,,d I • • • • 

I side policies mlg~t not be effectively executed With its intended effects if 
some sUPP Y nt is limited by its fiscal budget. For example, given the size f th 
the gover~~~bt in nations li~e _Greece in 2010, it is _difficult and unfeasible for the ~atlo~ 
governme ent education or training ~~ogrammes for its workers. Supply-side policies may 
to frnptem with hea\lY political opposition. 
be faced 

·n determining the most appropria~e poli~y _to use, a government should consider 
fiflallY, 1, acceptability. Some supply-~1de pohc1es, such as a cut In welfare benefits 
8 p0UcY 5 n as politically unpopular as it may have a direct negative impact on SOL 1~ 
,naY be see 
the short run . 

. 8 cause there is a broad and diverse range of supply-side policies, there are many 
No~8• . es .. ,hich pertain only to a selected group of supply-side policies. Students shoulr' ,•-ilat1on "' :, . th . l" it t· u i/rw . discretion in ta,,onng e,r 1m a ions to the specific supply-side policy exercise 
discussed. 

A GENERAL NOTE: THE LINK BETWEEN DEMAND SIDE AND SUPPLY 
SIDE POLICIES 

Policies can have BOTH demand side a~d supply side effects. ~us, it is important for 
governments to take secondary effects mto 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 f rom the policy first while keeping the 
secondary effect to the synthesis / evaluative comments. 
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Appendix 1: Trade Unions & Trlpartlsm In Singapore 

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

• To promote good industrial relations between workers and employers. 

• To improve 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 
Govemn:ient. 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: 

• Job re-creation 

• Raising the effective retirement age 

• Training and upgrading the workforce 

• Fair and progressive employment practices 

• A flexible wage system 

Video on CET Masterplan: 
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