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Study on Supply-Side Policy Functions
——How Government Role Should Be Brought into Effective Play from an Industry Policy Perspective
JIN Bei
(Institute of Industrial Economy of CASS, Beijing, 100836, China)

Abstract ; If economic activities and systems are divided into demand side and supply side, government inter-
ventions in economic activities may also include demand-side and supply-side policies. In economics, a theoretical
paradigm has been developed for demand-side policies. Yet a similar paradigm is lacking for supply-side policies. As
a result, supply-side policies-and particularly industrial.

Policies-have aroused various controversies and debates. This paper investigates the basic theoretical approach
of supply-side policies as an important means to propel “supply-side structural reforms”.

As long as the concept of countries still exists,it would be inevitable for the government to participate and in-
tervene in economic activities. Economic activity free from any government intervention only exists in hypothetical i-
magination or academic hypothesis. In the discussion of economic reality, we cannot create a scenario without gov-
ernment role or policy. While theoretical research deals with abstract rationale, empirical analysis cannot be de-
tached from reality. In the long history of economic development,the role of government is mainly embodied at the
supply side.

Very few governments made no strategic planning on or played no part to promote their countries’ economic
development. To some extent,a government that does nothing to promote or exerts no intervention in its country’ s e-
conomic development has no legitimacy. With the progress of industrialization , countries have broadened the scope of
government intervention in the economy ,as reflected in the following areas :firstly, countries are developing broader
and stronger social safety nets. Secondly, countries strive to achieve the objective of fairness and shared prosperity
through the redistribution of income and assets (income tax,property tax and fiscal subsidies) and implementation
of “welfare state” systems. Thirdly, countries have widely adopted economic intervention policies to achieve and
maintain their national interests and strategic goals.

Theoretically , government intervention is considered necessary to compensate for market defects. In fact, as an
economic system, market economy requires a governance structure. Without effective governance, it is difficult for
market economy to function properly. However,the degree of government policy must be appropriate. In this sense, it
is of great importance to investigate and determine the viable boundary of policy intervention.

Of course, any policy intervention has pros and cons and may more or less deviate from its intended results. Ob-
viously,a basic requirement is that the gains from state intervention in industrial development ( mainly reflected in
industrial structure) should outweigh the cost of resultant market distortions , including the fairness of market compe-
tition , distortions of corporate behavior as a result of policy incentives (e. g. the goal of corporate behavior may
change into acquiring policy preferences) ,as well as diminishing competitive momentum as a result of receiving pol-
icy support. Without avoiding these distortions, an industrial policy may create more harms than benefits. In reality,
it is also important for government economic policies to be coordinated and compatible.

Given their possible side effects, industrial policies must be conducive to competition. In implement industrial
policies , the government must maintain the order of fair competition, create a level playing field and promote compe-
tition. Fair competition is the fundamental principle of the effectiveness of market economy. Violating the principle of
competition will fundamentally erode market economy. As such, safeguarding market mechanism is the premise for
effective implementation of industrial policy. Only pro-competition and industrial policies will invigorate supply sys-
tem and achieve innovation-driven growth. Balancing industrial policy with competition policy is an important aspect
of China’ s development of market economic system and improvement of policy system. In particular, China must
make competition policy into law and foster an effective competition policy system. It is recommended that all indus-
trial policies receive a competition policy review in order to ensure that no industrial policy will undermine fair com-
petition.

Key Words : supply-side policy; industrial policy; market and government; structural reform of supply-side
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