
DEMAND SIDE POLICIES STIMULATE ECONOMIC GROWTH

Demand side policies affect aggregate demand to affect output, Expansionary policies are intended to stimulate
spending in a recessionary economy; weak economic growth or relatively high rates of unemployment.

In Keynesian economics, the level of Aggregate Demand determines the output. Expansionary policies are
intended to stimulate spending in a recessionary economy; contractionary policies intended to reduce spending
in an inflationary economy. In this case, the economy at Y1 has spare capacity. Fiscal Policy Our discussion
of Fiscal policies will only include expansionary policies. In turn, factories had insufficient demand for
workers. However, if bankers are somewhat pessimistic about their future reserve position expecting higher
than usual withdrawal activity or fewer new deposits , they might just sit on these reserves with no change in
lending rates. Contractionary policies spending cuts or higher taxes tend to be politically unpopular and less
likely to be used even if so dictated by economic conditions. We will discuss s situations where one type of
policy might be desirable as compared to others and situations where certain types of policy is just not
practical. Opening up an economy to overseas trade and investment Interventionist policies 1. As such, the
economic environment can influence which variables might be most effective in targeting supply production
for both companies and consumers. Key concepts to focus on are incentives, enterprise, technology, mobility,
flexibility and efficiency. Key Takeaways Supply-side economics holds that increasing the supply of goods
translates to economic growth for a country. Demand Side Policies can be classified into fiscal policy and
monetary policy. Insufficient Demand Causes Unemployment Keynes maintained that unemployment is the
result of inadequate demand for goods. Supply side policies The alternative strategy for improving economic
growth is to use supply side policies. Changes in government spending are designed to affect the government
expenditure category directly. This surplus of dollars will weaken the exchange rate between dollars and other
trading currencies. During the Great Depression, factories sat idle, and workers were unemployed because
there was not enough of a demand for those products. Reducing the power of trades unions can help to
improve labour productivity. Evaluation of Monetary Policy Lower interest rates may not always boost
spending. However, there is a trade-off. The other extreme is characterized by those who believe in rigorous
planning, policy implementation, and in some cases, national ownership of key industries. Fiscal expansions
tend to be politically popular i. Lower interest rates reduce the cost of borrowing, encouraging investment and
consumer spending. This can be done through government spending on education, unemployment benefits,
and other areas that increase the spending power of individual buyers. This work, written in reaction to the
events of the Great Depression, suggested that governments could stimulate effective demand for goods,
where that demand was lacking in the private sector. Banks were unwilling to lend because of liquidity
shortages. The policy reaction would be to increase bank reserves excess reserves through open market
purchases. Without quantitative easing, the recession was likely to be deeper, though QE alone failed to return
the economy back to a normal growth projection. For example, if you invested in better education and
training, it could take several years for this to lead to higher labour productivity. Critics of this theory argue
that it can be more costly and more difficult to implement with less desirable results. Demand-side theory was
developed in the s by John Maynard Keynes and can also be known as the Keynesian Theory. Privatisation of
state assets selling off public sector businesses into the private sector 7. Successful supply-side policies lower
the natural rate of unemployment. For example, Argentina and Iceland both had rapid devaluations, which in
the medium term helped their economic recovery. For example, in the s, the UK pursued several relatively
successful supply side policies privatisation, reduce the power of unions, lower income tax. In the s, there was
a repeat boom and bust. If people are less able or willing to consume, and businesses are less willing to invest
in building more factories, the government can step in to generate demand for goods and services.
Demand-side policies may be expansionary or contractionary in nature. Limitations of demand side policies
Demand side policies cannot increase the rate of growth above the long run trend rate without causing
unsustainable boom and bust. At one extreme are those who believe that the market when left alone will
generate stable economic growth, rising living standards, low levels of unemployment and inflation, and
continue to use resources in the most efficient manner possible.


