TASKS 
1. Write a definition of ‘supply side theory’ using the handout. 
2. What is the difference between a ‘supply side’ government response and a ‘demand’ Keynesian government response?
3. Complete the match up of key economic terms below. 
Challenge 
Predict what might be the upsides and downsides of both of the responses (Keynes and Reagan). Whose plan do you believe is better (if any)? Why?

	Reaganomics
	
	Gross National Product - The aggregate (combined) value of goods and services produced in a country and by Americans abroad.

	GDP
	
	An increase in the price of goods over time.

	Per capita income 
	
	Slow economic growth with high unemployment and rising prices.

	GNP
	
	Disposable income relative to inflation, i.e. real prices.

	Real GNP
	
	The money you have left to spend or save after tax

	Inflation
	
	Focusing on the supply rather than the demand for products in the economy. This meant governments would concentrate on inflation-free economic growth rather than unemployment and providing welfare safety nets. If restraints on production were removed, the better-off would benefit and this would ‘trickle down’ to the poorest.

	Stagflation
	
	Gross Domestic Product - The value of goods and services produced by a country in a year.

	Supply-side economics
	
	When the government is spending more than its revenue from taxes etc.

	Disposable income
	
	Gross National Product adjusted to match inflation.

	Real disposable income
	
	Removing federal restrictions from businesses e.g. minimum wage expectation.

	Deregulation
	
	The non-elected officials that administer and make decisions on government policy.

	Deficit
	
	GDP divided by the number of people in a country.

	Bureaucracy
	
	Reagan’s economic philosophy, which emphasised low taxes and deregulation, which it was thought would stimulate the economy.




Ronald Reagan Vs. Keynes
Comparing Supply Side Economics & Keynesian economics
ECONOMIC RECESSION
Consumer demand for goods and services decreases, and the nation’s factories and business reduce their output, resulting in an overall slowing of the economy
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A KEYNESIAN GOVERNMENT RESPONSE
The government itself increases spending on goods and services in order to increase demand and encourage economic output by factories and businesses
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Employment increases, consumer demand for goods and services increases, and economic output rises, resulting in an overall recovery of the economy
A SUPPLY-SIDE GOVERNMENT RESPONSE (REAGAN)
Supply siders argued during the late 1970s that the economy wasn’t driven by consumer demand but by keeping up production and encouraging saving and investment; restraints on production (strong unions, high taxes and government regulation) should therefore be removed.  This means the government cuts taxes in order to encourage consumer spending as well as consumer saving, and investments are borrowed by creative entrepreneurs to grow their companies by creating new products and services. The better off would benefit and the benefits would then ‘trickle down’ to the poorest. 
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ECONOMIC POLICIES HAVE?Y

SOURCE
E From President Reagan's inaugural speech, 20 January 1981.
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“The business of our nation goes forward. These United States are
confronted with an economic aflction of great proportions. We
suffer from the longest and one of the worst sustained infations

in our national history. It istorts our economic decisions, penalizes
thift,and crushes the struggling young and the fixec-income elderly
alike. It threatens to shatter the lives of millions of our people.

Idle industries have cast workers into unemployment, human misery,
and personal indignity. Those who do work are denied a air return for
theirlabor by a tax system which penaiizes successful achievement
and keeps us from maintaining full productiity.

But great as our tax burden s, t has not kept pace with public
spending. For decades we have piled deficit upon deficit, mortgaging
our future and our chidren's future for the temporary convenience of
the present. To continue this long trend i to guarantee tremendous
social, cultural, poltical, and economic upheavals.

You and}, as individuals, can, by borrowing, ive beyond our means,
but for only a limited period of time. Why, then, should we think that
collectively, a5 a nation, we're not bound by that same limitation? We.
must act today in order to preserve tomorrow. And let there be no
misunderstanding: We are going to begin to act, beginning today.

The econoric s we suffer have come upon us over several decades.
They willnot go away in days, weeks, or months, but they will go
away. They wil go away because we as Americans have the capacity
now, as we've hadin the past, to do whatever needs to be done to
preserve this last and greatest bastion of freedom.
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new broom, but the financial savings were small and advisory
groups don't actually make changes: would he take their advice?

Supply-side theory

Supply-side economic theory emerged in the late 1970. Supply
siders argued that the economy wasn' driven by consumer
demand but by keeping up production and encouraging saving and
investment. They believed restraints on production (government
regulation, high taxes and strong unions) should be removed. They
argued that the better-off would benefit and the benefits would
‘trickle down’to even the very poorest:

EXTEND YOUR KNOWLEDGE

The argument for cutting taxes

The supply-side argument for cutting taxes was that high tax rates
were the reason productivity felln the 1970s. The argument said:
Imagine a banker wanted his house painted. He asks a painter for

a price and works out how many hours he has to work to pay the
painter after tax When tax rates are high, he might have to work
quite afew hours, so might decide to paint the house himself.

Ifthe banker paints his house, the governmentloses on two levels: the
banker doesn' do the extrawork,his productivity doesn'trise,nor does
he pay the tax he would have paid on the extra hours. Also, he doesn't
employ the painter, whose productivity doesntrise andshe doesn't pay
any tax either, because she didn' get thejob.

Onthe other hand, if the banker was paying less tax, he would be
more likely to employ the painter and his wealth would trickle down
toher

- o x

‘The plan had four parts and stressed the importance of pas

+ Cutting the federal deficit. It was accompanied by a
domestic spending. The budget bl aimed to reduce the
gross national product (GNP in 1981 to 19 percent in 1
50 hastily that it had a significant number of errors and e
included ‘as yet unidentified cuts of $74 bilion, to be de

« Personal and business tax reductions. It was accom
Act of 1981

+ Deregulation (removing federal control) in industry, sta
« Planned control of the money supply o keep inflati

The suggested cuts in domestic spending came almost ent
projects, set up under Johnson's ‘Great Society’ reforms. Tt
government bodies for slum clearance and highway repair.
education, housing and the provision of various services, s
Children (AFDC) programme.

Getting the legislation passed

For the first time in decades there was a Republican majori
majority in the House of Representatives. The White Hous
Democrats in the House to pass its legislation, which made
bills easier. The Senate passed the budget and it was sent tc
was passed and became law in August as the Omnibus Rec
legislation was more of a battle. The Senate passed it with
for personal tax from 30 percent to 25 percent. It was a har
felt they had been manipulated over the budget and saw the
House. They made significant changes to the bill. The Whi
Democrats to swing the vote.

The Democrats counter-offered incentives in areas they co
undignified scramble over concessions. In the end, a reshag
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