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HAT : Economic Report of the President (2004)
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Summary

Contribution of Supply-Side Policy to New Economy

This paper deals with the economic policy in the United States in
the 1980’s. In America the reduction of productivity became a subject
of discussion in the 1970’s. But U.S.economy has revived in the
1990’s and now it is called “New economy”. The productivity of U.S.
economy improved because supply-side policy was effective that was
adopted by the administration of the President Ronald Reagan in the
1980’s. However, all the policies they adopted did not go well. For
example, the rate of saving decrease through the 1980’s although
they intended to raise the saving rate by making alterations about
the tax systems. The reason why they aim to raise the saving rate
was that they intended to grow the domestic investment.

To analyze the economic growth through the raise of the saving
rate, I use “AK model” which is the simplest model of the endogenous
growth theory. This model concludes that the sources of the eco-
nomic growth are innovation and the saving. That is just consistent
with the “supply-side” policies of Reagan administration.

In this study, I review the “supply-side” policies of Reagan ad-
ministration. As mentioned above, the rate of saving had decreased
through the 1980’s. It was foreign capital inflow that made up for
the shortage of investment funds. But foreign capital is unstable.
Hence the policy which enhances saving rate is required for stable
growth.



